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REVIEW OF THE COUNCIL’S INVESTMENT STRATEGY AND INVESTMENTS MADE 

WITH ICELANDIC BANKS  
 
Report by the Finance Overview and Scrutiny Panel 
 
 
Introduction 
 
1.1 At the meeting of the Executive on 30 October 2008 it was requested that Scrutiny 
carry out a review of the Council's investment policy in two areas: firstly, to consider the 
Council’s Investment Strategy to inform the next annual update of the Strategy to be 
considered at the Council meeting in February 2009, and secondly, to review the 
investments made by the Council in Icelandic banks. Given the tight timescales involved in 
undertaking the scrutiny review it was later agreed that the outcomes of the review could 
be considered as potential revisions to the Strategy.  
 
The key objectives of the review were: 
 
a) To establish the facts and issues around the Council’s Investment Strategy and 
investments in Icelandic banks.  
 
b) To consider alternative investment options including any advantages and disadvantages 
of those options. 
 
c) To recommend to the Executive any preferred options in order to inform the Council’s 
Investment Strategy in the future. 
 
The scope of the review was: 
 
a) To understand the scope and objectives of the Council’s Investment Strategy. 
 
b) To understand the governance processes and procedures in place to administer the 
Council’s investment activities. 
 
c) To understand the day to day management process for investment decisions and 
activities. 
 
d) To consider the role of market information and advice.  
 
e) To understand the effects of the default by Icelandic Banks on the Council’s accounts. 
 
1.2 It was agreed at the meeting of the Overview and Scrutiny Management Committee 
on 18 November 2008 that the review would be undertaken by the Finance Overview and 
Scrutiny Panel.  
 
1.3 The Finance Overview and Scrutiny Panel agreed the Terms of Reference for the 
review at its meeting on 4 December 2008. These are attached as Appendix A.  In 
essence the questions the Panel asked the witnesses were: 
 

“How did the Council go about investing its surplus cash?” 
 

“What were the events leading up to reported loss of £5m in Icelandic banks?” 



 

 
“How could the Council have behaved differently?” 

 
“What lessons can be learnt?” 

 
1.4 This report is directed to the Overview and Scrutiny Management Committee, the 
54 elected Members of the Council as well as the residents of Wokingham Borough. 
 
1.5 It is intended that the report will be written in plain English, which is easy to 
understand. Wherever possible it will avoid unnecessary jargon. When necessary any 
technical terms or abbreviations will be fully explained, so that all readers may follow the 
points being made.  
 
1.6 The Panel would like to express their thanks to all Members and Officers who acted 
as witnesses and answered questions and the Democratic Services staff who assisted in 
the review. 
 
Information Gathering 
 
2.1 The Finance Overview and Scrutiny Panel met on 4 December 2008 to review the 
Investment Strategy and investments made by the Council in Icelandic banks. The Panel 
were provided with information to assist in this review which included: 
 

- Treasury Management Strategies 2003 to 2008 and Annual Reports to Council on 
Investments. 

- Wokingham Borough Council Organisational Structures 2003 to 2008. 
- The views of other local authorities towards investments in Iceland or Icelandic 

banks and the advice they had received regarding the risk attached to investments 
in Icelandic banks prior to their collapse. 

- Details of any work done, or recommendations by the Council’s Audit Committee 
and Internal Auditors, on the Council’s investing activities or on investments in 
Icelandic banks during the last 24 months. 

 
2.2 Richard Ambrose, Head of Accountancy and Procurement and Deputy Section 151 
Officer, attended the meeting and provided detailed information relating to the Council’s 
Investment Strategy. He explained his role and areas of responsibility to the Panel. This 
included treasury management, part of which related to the Council’s Investment Strategy 
and utilisation of cashflows. The information supplied by Richard Ambrose and the Panel’s 
discussions can be found in the extract of the Finance Overview and Scrutiny Panel 
minutes of 4 December 2008 which is attached as Appendix B. 
 
2.3 The Panel continued their investigations at their meeting on 22 January 2009, 
examining strategic management and policy direction. The following witnesses attended 
the meeting to provide information and their views on the Investment Strategy and the 
Council’s investments with Icelandic banks: 
 

• Councillor David Lee, Leader of the Council; 
• Councillor Rob Stanton, Executive Member for Children’s Services, who had 

responsibility for Treasury policy direction between June 2006 and 
September 2007; 

• Graham Ebers, General Manager Business Services.  
 



 

The information provided by these witnesses and the Panel’s ensuing discussions form the 
minutes of the Finance Overview and Scrutiny Panel meeting on 22 January 2009. These 
are attached as Appendix C.  
 
2.4 The following witnesses were invited to the Panel’s meeting on 12 February 2009: 
 

• Susan Law, Chief Executive 
• Paul Turrell, Deputy Chief Executive  
• Councillor Anthony Pollock, Executive Member for Council Budgets 

 
The information provided by these witnesses and the discussion that followed are detailed 
in the minutes of the Finance Scrutiny Panel meeting on 12 February 2009, which are 
attached as Appendix D.  
 
Background 
 
3.1 In common with many other local authorities, the Council benefits from having 
varying amounts of surplus cash available in its bank account throughout each year. 
These amounts fluctuate as money is received and paid out. Cash is collected from 
council taxpayers and also received via Government grants (for example money to repair 
schools). The Council does not need to spend all of this money as soon as it is received. 
Refurbishing a school, for example, will stretch over many months. Over this period the 
Council can choose to invest this surplus cash in some way, in order to obtain a financial 
return.  The Council is not obliged to invest this money. It could, for example, use some of 
the money to pay off Council debt.  It was noted that the approach being taken in the 
current economic climate was to repay debt using surplus balances rather than reinvest. 
 
3.2. This money the Council holds is looked after on behalf of the Borough’s residents. 
In this respect the Council acts differently from an investor in stocks and shares, who may 
invest in a company’s shares in order to make a profit. He accepts there is a risk that the 
company he invests in may not prosper and that the value of his shares may go down as 
well as up. In a worst case scenario he may even lose all of his money if the firm goes 
bankrupt. 
 
3.3 Residents expect, and are entitled to know, that those entrusted with their money 
are looking after it and that it will be available when the time comes to pay for all those 
goods and services (such as school repairs) as they fall due.   
 
3.4 For the skilled financial reader this may seem like labouring the point, but it is 
crucial to an understanding of what lies at the heart of this issue. Time and again the 
Panellists heard from Officers and Executive Members that they were trying to achieve the 
best “balance” between risk and the rate of return for the Council’s cash investments. The 
Executive Member for Council Budgets had indicated that the Council’s rate of return was 
one of his main focuses.  
 
3.5 The Government in the shape of the former Office of the Deputy Prime Minister 
issued guidance to all Councils as far back as 15 December 2003 which lays a duty on all 
Councils to invest prudently and that priority is given to security and before yield.  In other 
words, the Government wants Councils to make sure that any investments they make are 
secure.  
 



 

3.6 These principles were embodied in the Council’s annual policy document called the 
Treasury Management Strategy (the “TMS”).  In the Panel’s opinion Council Officers 
appear to have responded to a culture in which the dominating political influence was to 
maximise returns from the Council’s assets in order to contribute to an overriding objective 
of holding down the annual rate of increase in Council Tax. It appears that Officers 
understood that leading Members would not take kindly to any reductions in the amount of 
interest which could be earned.  
 
3.7 As part of its research the Panel obtained considerable evidence from as early as 
11 October 2007 to show that there were serious problems with the Icelandic economy 
and with Icelandic banks. In particular, research conducted on behalf of the Panel 
demonstrated that these warnings were heeded by a number of other local authorities, but 
were not brought to the attention of Members by Officers. The Executive Member with 
responsibility for Treasury Management had also not been aware.  It was however noted 
that over 100 organisations, including the Audit Commission, also had investments with 
Icelandic banks at the time of their collapse. 
 
3.8 Panel members had learnt that at a Lansbanki creditors meeting in February, 
liquidators had informed creditors that Landsbanki’s liabilities were now three times that of 
its assets. The collapse of the Icelandic economy and very high inflation had meant that 
the original assets were no longer worth what they had been. The maximum available to 
unsecured creditors such as the Council was thought at this stage to be one third of their 
investment.  
 
What is the Council’s “Treasury Management Strategy”? 
 
4.1 The TMS is the document which sets out the Council’s policies governing all 
treasury issues. This includes both borrowing and lending. It also gives information on the 
amounts of both on an annual basis. It is prepared each year and endorsed by both the 
Executive and the Council as part of the budget setting process. As part of their review the 
Panel has examined all versions of the TMS from 2003 onwards.  The TMS is a technical 
document which takes for granted a familiarity with financial terms and practices and it was 
felt that not all Members will be accustomed to such a document. 
 
4.2 The Executive Member for Council Budgets was very clear in his testimony to the 
Panel on this subject when he said that Finance Officers prepared the Strategy, the 
Members reviewed it and then appropriate Officers implemented it.  Members are not 
financial experts. In respect of such technical issues they must place heavy reliance on the 
recommendations of Officers. 
 
4.3 The Executive Member who is responsible for this area of the Council’s activities 
has an enhanced role.  Other Members rely on him to have scrutinised these policies in 
depth before they are recommended for approval to Executive and Council. The Panel 
found that this Member review process was insufficiently rigorous, particularly as the 
Executive Member for Council Budgets stated, when asked that he did not attend the two 
annual meetings between the Council Officers and the Council’s Treasury Management 
Advisers, Butlers, and that he had received no external advice from any other source. 
 
4.4 There are two documents produced each year, the TMS and the Treasury 
Management Annual Report (“TMAR”). The first is produced before the financial year to 
which it applies and covers the Council’s debt and investment projections, the expected 
movement in interest rates, the Council’s borrowing and investment strategies. Treasury 



 

performance indicators (a performance indicator is a measurement which determines if a 
service objective has been achieved or not and to what extent) places specific restrictions 
on treasury activities and any local treasury issues. The TMAR is produced after the 
financial year to which it applies and outlines the treasury management activities and 
performance for the previous financial year. 
The TMS is an important document, setting out the policies to be adopted by the Council. 
Some extracts from the various TMS and the TMAR documents over the period from 
2003/4 to 2008/9 are shown below. 
 

2003/4 TMS - paragraph 2.02 
 

“The Council regards the successful identification, monitoring and control of risk to 
be the prime criteria by which effectiveness of its treasury management activities 
will be measured.” 

 
 2002/3, 2003/4, 2005/6 and 2006/7 TMAR 
 

“The Council does not have the expertise to use a wide range of investment 
products and therefore opportunities are limited to cash deposits...” 
 

 2004/5 TMR paragraph 13.01 
 

“It is proposed that the limit for fund managers is increased to £18m for each Fund 
Manager in order to maximise investment returns for the Council as it is normally 
expected that the Fund Managers’ return would exceed the In House team.” 
 

 2007/8 TMAR - paragraph 6.02 
 

“The market was plunged into chaos in late August [2007] […] triggered by the 
failure of a selection of US mortgage lending institutions [...]”  
 

4.5 The TMAR goes on to describe how Officers had recognised by 2007/8 that 
financial markets were “in chaos”. Officers should thus have been well aware of the need 
for much greater vigilance and caution when choosing investments. 

 
The Council’s In House Team 
 
5.1 The Panel queried why the Council appeared to have become increasingly reliant 
on the In House team rather than the Fund Managers over the last few years, particularly 
when the external professional Fund Managers would normally be expected to produce a 
better result for the Council. 
 
5.2 The Council has for many years operated its own very small In House team to 
invest Council funds. The TMS provides for the appointment of two external professional 
Fund Managers whose job is to invest funds for the best return on behalf of the Council. In 
2008/9 the two Fund Managers were Investec and Scottish Widows.  It was believed by 
the Panel that the original intention was that since it was expected that the returns 
obtained by the Fund Managers would exceed those of the In House team, that the 
majority of funds would be invested through the Fund Managers.  The Panel noted that 
Fund Managers had been introduced as a means of diversifying risk as they had greater 
expertise in certain areas and access to a wider range of investment instruments, such as 
gilts and certificates of deposit. 



 

 
5.3 However, as the table below (taken from the TMS) shows, from 2006 onwards 
significant amounts of money were being invested outside of the arrangements in place 
with the two Fund Managers. 

 
WOKINGHAM BOROUGH COUNCIL    
      
SUMMARY OF 
INVESTMENTS     
      
Year Investments Other* Total        % held by  
 held via     Fund Managers 

 
Fund 

Managers   
 £m £m £m   
31.03.02 25.69  25.69 100  
31.03.03 20.95 2.00 22.95 91  
31.03.04 21.29 6.00 27.29 78  
31.03.05 28.44 4.00 32.44 88  
31.03.06 32.10 20.80 52.90 61  
31.03.07 32.68 13.85 46.53 70  
31.03.08 31.30 27.00 58.30 54  
      

 Investments 
In House 

team Total        % held by  
 held via    Fund Managers 

 
Fund 

Managers   
 £m £m £m   
31.08.08 31.883 52.41 84.293 38  
      
      
Analysis of In House team investments at 31.8.08   
      
Credit 
rating Amount %    
 £m     
AAA 6.46 12    
AA 7.95 15    
A 24.00 46    
Unrated  14.00 27    
(e.g. 
Building       
Societies)       
       
Total 52.41 100    
      
 
* - Investments not held via Fund Managers 
 

5.4 From 2006 the figures show a significant increase in the amounts being invested by 
the In House team. It was believed that the role of the In House team was originally 
intended to be limited to the investment for short periods of those amounts needed for 
immediate working capital, whereas funds which were not required for immediate use were 
passed through to the Fund Managers for investment. 
 



 

5.5 It had been suggested to the Panel that the figures shown in the above table, which 
are drawn from the published TMS, are distorted as they relate to the year end, when the 
Council has a great deal of very short term surplus cash. The Panel does not accept this 
argument, as is borne out by the figures shown in the table for 31 August 2008, when the 
In House team was investing an even bigger amount (over £52 million). A majority of these 
funds were being placed with banks with a single ‘A’ credit rating or unrated building 
societies. However it should be clearly pointed out that this decision by Officers was not in 
breach of the TMS, nor were the banks used outside the approved list of the Council. 
 
5.6 The Panel believed that the reason for the large amounts being invested by the In 
House team was that they seemed to be able to produce a higher return than either of the 
two Fund Managers. The In House team was made up of two Council Officers (with cover 
arrangements from within the Accountancy team). From the evidence seen by the Panel it 
did not seem that members of this team held specific professional qualifications in treasury 
management - for example Fellowship or Membership of the Association of Corporate 
Treasurers - or had experience outside Local Government in the investment banking 
industry.    
 
5.7 The Panel queried how the In House team could regularly appear to outperform 
Fund Managers from two of the biggest international organisations, each with large 
portfolios. The testimonies received provided no evidence that either of the two Executive 
Members with recent responsibility for treasury matters had asked this question. The 
Panel felt that if the benign financial conditions of the late 1990’s and early years of the 
2000’s had been sustained, the investing activities of the In House Team might have 
continued as they were. 
 
5.8 The Panel were concerned that Officers had failed to recognise that Heritable Bank 
was in fact owned by Landsbanki, and in assessing the risk of lending to either should 
have been treated collectively as a single bank. However it was noted from testimony 
received that consideration would have been given only to each organisation’s individual 
rating and their support rating. In other words, the question considered was whether if the 
bank had become insolvent, the Government or parent company would be able to support 
it.  
 
Who approved the Council’s investments?    
 
6.1 The policy for investing activity is set out in the TMS but it was noted that this 
document was produced only once a year.  The Investment Strategy, which forms part of 
the TMS, was also produced once a year but this had been reviewed and amended as 
issues arose. Banks' credit ratings and the financial climate can change frequently and 
swiftly and so it is necessary for Council Officers to regularly modify some aspects of the 
policy to respond to changes in credit ratings. Council Officers must still finally make 
operational day-to-day decisions about which banks represent a secure investment. 
 
6.2 The Panel was able to establish that every investment must be signed off by one of 
four senior Council Officers: 
 
  The Deputy Chief Executive 
  Head of Governance & Democratic Services (Monitoring Officer) 
  The General Manager Business Services (Chief Finance Officer/Section 151 
            Officer) 
  The Head of Accountancy & Procurement (Deputy Section 151 Officer) 



 

 
6.3 The Panel was concerned to discover that the Council’s Chief Executive is 
prohibited from signing off investments by the Council’s own internal Financial Regulations 
(although she is entitled to see all documents).  An examination of the records did indeed 
show that the Chief Executive did not authorise any investments including those made in 
Icelandic Banks. 
 
6.4 The Panel also noted that two of those on the above list of approvers are 
simultaneously the same senior Council Officers who have direct responsibility for 
investing decisions in banks, drafting the TMS policy, making investment decisions and 
reviewing the Weekly Treasury Reports.  The Panel consider this to be a conflict of interest 
and a contributory factor to the lack of rigour in challenging investment decisions being 
made by Officers.   
 
6.5 A Weekly Treasury Report is also produced, which sets out the amounts placed on 
deposit with each bank, the interest rate to be received, the length of the deposit (“the 
maturity”), the limit and the broker through which the deposit was instructed.  This report is 
a good control but it suffers from the same potential weakness as mentioned above with 
respect to the independence of those approving investments; namely that it is only 
reviewed and signed by the senior Council Officers who are simultaneously responsible for 
deciding in which banks to invest. It would be more effective if the reports were reviewed 
and approved by a senior Officer who is not part of the investing process, for example the 
Chief Executive.   
 
6.6 The Panel had testimony from the Deputy Chief Executive that if any of the four 
approvers had a query when signing off an investment then they could seek advice from 
the Accountancy Team. It was noted that on occasions when the Deputy Chief Executive 
signed off investments it usually meant that the Chief Finance Officer (Section 151 Officer) 
or Deputy Chief Finance Officer were unavailable, which was why advice was sought from 
the Accountancy Team.  The Council’s Strategic Leadership Board could do likewise if 
they had any concerns over treasury management and it was noted that the Chief Finance 
Officer was a member of this Board. 
 
The Council’s investments in Northern Rock     
 
7.1 Research by the Panel has identified that between 1 December 2006 and 7 
September 2007, the Council made 14 separate investments in Northern Rock, making an 
aggregate total of £14 million deposited. 
 
7.2 Northern Rock became a bank in 1997 when the building society was floated on the 
stock exchange. The In House team were nevertheless permitted under the TMS to make 
investments in Building Societies.  
 
7.3 On 14 September 2007, just seven days after the last deposit of £1 million was 
made, Northern Rock was forced to announce that it had been obliged to appeal to the 
Bank of England for financial assistance in its capacity of Lender of Last Resort. That day 
Northern Rock’s shares dropped 32% on the London Stock Exchange.  
 
7.4 On 17 September the Chancellor of the Exchequer, Alistair Darling, announced that 
he had agreed that the Government would guarantee all deposits in Northern Rock. 
However, if he had not done so, then the Panel felt that the Council could have been 



 

facing the loss of £2 million in September 2007, a year before the crisis with the Icelandic 
banks. 
 
7.5 The Panel also felt that this should have alerted Council Officers that something 
was seriously wrong with their approach to investing public money. The Panel heard that 
some tightening of lending criteria did indeed take place as a result.  
 
7.6 The Panel was informed that the Council’s problems with its investment in Northern 
Rock were not brought to the attention of the new Executive Member for Council Budgets 
until almost a year later. The 54 Members of the Council were never informed until the 
investigation by this Panel. 
 
Iceland and Icelandic Banks  
 
8.1 Although Iceland has a tiny population, they have over the last decade pursued a 
vigorous policy of rapid expansion into the realm of international banking. They have done 
so on the simple basis of offering higher returns than other institutions. So successful were 
they that by the second quarter of 2008 the money owed by Icelandic Banks to foreign 
investors amounted to six times the value of the total goods and services produced by the 
Icelandic economy each year. In a situation in which investor confidence broke, depositors 
and short-term creditors would have wanted their money back and neither the Icelandic 
banks nor the Icelandic Government would have had sufficient liquid funds to repay them.   
 
8.2 The Council’s Head of Accountancy & Procurement stated that he was first alerted 
by Butlers to possible problems with Icelandic banks on 30 September 2008 and that 
subsequently things happened very quickly. 
 
8.3 The In House team had been investing fairly heavily and regularly throughout 2008 
with two Icelandic banks, Heritable and Landsbanki, as the table below shows: 

 
WOKINGHAM BOROUGH COUNCIL    
      
INVESTMENTS IN ICELANDIC 
BANKS    
      
      
Date Bank Amount Duration of investment  
      
20.01.08 Landsbanki £2m 61 days   
08.04.08 Landsbanki £1m 37 days   
15.04.08 Heritable £1m 45 days   
15.04.08 Landsbanki £1m 45 days   
15.05.08 Landsbanki £1m 77 days   
02.06.08 Heritable £1m 88 days   
02.06.08 Landsbanki £1m 88 days   
01.08.08 Landsbanki £1m 211 days   
01.09.08 Heritable £1m 361 days   
01.09.08 Landsbanki £1m 49 days   

 
8.4 The Panel carried out extensive research into the information and reports relating to 
the Icelandic economy and the Icelandic banks. There was a considerable body of 
evidence from at least 11 October 2007 to give sufficient warning of the precarious state of 
the Icelandic economy and Icelandic banks in particular, which should have given those 
responsible for deciding in which banks to invest cause to be concerned about the security 



 

of any amounts invested. At the very least this market information and hence the 
increased risk should have been highlighted to the Executive Member for Council Budgets 
and the then Council Leader. No evidence was given to the Panel that this had been done.  
 
8.5 The Panel noted that articles about potential problems with the Icelandic banks had 
appeared in many national newspapers including:  
 

The Financial Times – 11 October 2007 “Icelandic lenders defy credit squeeze to 
keep on buying“(http://www.ft.com)  
 
Daily Telegraph – 5 February 2008 “Is Iceland headed for meltdown” 
(http://www.telegraph.co.uk/)  
 
Daily Mail – 28 March 2008 “The credit freeze in Iceland could hit British savers” 
(http://www.dailymail.co.uk)  
 
The Guardian – 17 April 2008 “Iceland first to feel the blast of global cooling” 
(http://www.guardian.co.uk/)  

 
These particular articles are intended to be illustrative only and have been selected to 
demonstrate that it was not necessary to read the technical press. There were a large 
number of other reports available, including those from the Reuters news agency, which 
gave important warnings.  These warnings were accessible in the public domain but were 
not specifically brought to the attention of Members at the time. Nor did the Executive 
Member with special responsibility for this area have any awareness of these reports. The 
Executive Member for Council Budgets had informed the Panel that whilst he had picked 
up on issues regarding the American institutions that had been in crisis, he had not been 
aware of issues surrounding the Icelandic institutions, so could not comment further on the 
matter. 
 
8.6 The Panel did however note that the Chief Finance Officer had stated that press 
cuttings considered by the Panel needed to be countered with the last set of accounts for 
Landsbanki published in January 2008 and the fact that the credit rating agencies had 
removed both Heritable and Landsbanki from negative watch on 9 May 2008. 
 
8.7 The Panel was seriously concerned that Officers had approved an investment of 
£1million with Landsbanki as late as 1 August 2008 for a period of 211 days and even on 1 
September 2008 for £1million with Heritable for a fixed period of 361 days.  
 
8.8 The Panel considered that to take such long maturities against the background of 
the catastrophic economic and banking situation in Iceland was surprising, although not in 
conflict with the TMS. 
 
Information from some other Councils 
 
9.1 As part of their research the Panel asked a number of councils who had not 
invested in Icelandic banks or who had removed their investments prior to the collapse of 
these banks about the rationale behind their actions. A sample of these replies are shown 
below: 
 
 
 



 

Information from other local authorities re Icelandic Investments: 
 
Brighton and Hove City Council - Note of discussion with Mark Ireland, 
Head of Strategic Finance and Procurement  
 

• Brighton and Hove had an individual investment limit of £5m with Kaupthing Singer 
Friedlander (KSF) based on the credit rating; 

• Up to the end of January 2008, Brighton and Hove had invested £4.5m in KSF. No 
investments had been made in any of the other Icelandic banks as they had not met 
Brighton and Hove’s individual investment criteria; 

• Prior to the decision not to reinvest with KSF, the internal Treasury Management 
Team became concerned about the accuracy of credit ratings and the apparent 
slowness of the rating agencies to react to fluidity in financial markets. The decision 
to suspend KSF from the lending list was largely based upon an article that 
appeared in the Financial Times on 11 October 2007. ‘Icelandic Lenders defy credit 
squeeze to keep on buying’ and officers’ own reading of the markets. The decision 
to suspend was made on the same day but no attempt was made to recover the 
money with KSF which was committed until 31 January 2008. 

• Brighton and Hove use Butlers; 
• The investment from KSF was returned in full on 31 January 2008, and from 

February 2008 onwards, no further investments were made in KSF as the 
suspension remained in force.  

 
An authority in the north of England: 
 

• The authority appointed Sector (a Treasury Management adviser) to provide 
assistance with formulating lending and borrowing strategies; 

• Based on Sector’s view on counterparties, the Authority had limits in place for 
lending to Icelandic banks; 

• During a review of their list of counterparties in February 2008, adverse press 
comment on Icelandic banks and the size of those banks in relation to their 
regulator were noted. As administering authority of a Pension Fund, pension fund 
managers had also been heard to make adverse comments.  The decision was 
taken to allow existing loans to Icelandic banks to mature and not to advance any 
further loans. The existing loans matured by the end of March 2008. 

 
North West Leicestershire District Council: 
 

• In Autumn 2007, the Council's Officers were aware of the 'sub-prime' problems 
emerging from the USA and the difficulties this was presenting to banks, such as 
Northern Rock, who were more reliant upon wholesale market funding to maintain 
their operations.  

• The Council's Officers addressed the issues and possible implications this situation 
could have for the security of the authority's investments. A decision was taken to 
immediately increase the minimum credit rating of any investment counterparty to 
Fitch F1+ to address the issues and possible implications.  

• This decision was re-enforced in the Council's Investment Strategy for 2008/9, 
when the minimum requirement was further increased to the highest short-term 
credit rating for all three of the major credit rating agencies.  

• These decisions had the effect of restricting the Council's investments to those 
banks not considered at any risk of default. Whilst this change will impact upon the 



 

yield that can be achieved, it will reduce to a minimum the Council's exposure to 
loss of capital. The Council did not withdraw investment funds from any institution.  

 
Rushcliffe Borough Council, Nottinghamshire: 
 

• Approximately 18 months prior to the financial crisis the Council were advised 
against investing by their Treasury Management advisors. 

• Strict limitations were in place and the Icelandic banks did not meet the Council’s 
minimum credit rating for any investment counterparty. 

 
Lewisham Council: 
 

• Lewisham Council issued the following statement on 13 October 2008: 
• ‘Lewisham Council has no deposits in any Icelandic bank including Landsbanki. 

Since the end of 2007 the Council has operated a strict list of who it will lend to and 
this excludes all Icelandic banks. The Council constantly monitors and reviews its 
financial position and takes into account professional advice from the Council’s 
treasury advisor when making key investment decisions.’ 

 
Wigan Council: 
 

• Following the collapse of BCCI (Bank of Credit and Commerce International) in the 
early 1990s, the Council introduced a policy of not investing in foreign banks.  

 
What action did Wokingham take after the problems with Icelandic Banks became 
known? 
 
10.1 The Panel found that the new Leader of the Council, Cllr David Lee, acted swiftly 
and decisively upon learning in October 2008 of the problems with Icelandic banks and the 
Council’s exposure. He took action in two ways. Firstly, he initiated an overhaul of the 
Council’s lending criteria and these were restricted to AAA rated Money Market funds or 
major UK banks, which were backed by the UK Government. Secondly, he asked the 
Overview and Scrutiny Management Committee to carry out an in-depth review on the 
Council’s Investment Strategy and the investments made by the Council in Icelandic banks 
 
Market information and advice 
 
11.1 There has been considerable confusion over the role played by the Council’s 
Treasury Management advisers, Butlers. They have frequently been referred to in writing 
and testimony as the Council’s “advisors”. In respect of the Council’s external investing 
activities they were no such thing, as an inspection of their contract by Panel members 
showed. Butlers' role in external investments was limited to providing information to the 
Council, not acting as investment advisors.  There is a very big difference between these 
two roles. In practice their service boiled down to two meetings a year with Council 
Officers, weekly newsletters on investments, including updates on credit ratings and 
general treasury management issues, attendance at periodic conferences with Council 
Officers and regular telephone conversations. 
 
11.2 The Executive Member for Council Budgets was quite clear in his testimony to the 
Panel, that what the Council was receiving from Butlers was information, not advice. The 
Panel believed that this meant that the Council were effectively acting as their own 
investment advisors and this was unacceptable and should have been spotted and 



 

changed.  Also Officers failed to alert the Executive Member to the concerns about the 
Icelandic economy and the Icelandic banks which were readily available in the press. 
 
11.3 The Treasury Management Strategy is a clear but technical document.  Although 
investing millions of pounds in the Icelandic banks may have been in accordance with the 
Strategy, the Panel felt that Officers should have at least informed the Executive Member 
for Council Budgets of any unease relating to institutions in which the Council was 
investing or considering investing, particularly in light of the difficulties relating to Northern 
Rock. This does not appear to have happened.  The Panel felt that there was also a lack 
of detailed understanding and sufficient challenge provided by the two recent Executive 
Members with responsibility for treasury matters. 
 
Conclusions 
 
12.1 The Panel fully believes that all those Members and Officers involved in the 
investment process acted in good faith. 
 
12.2 However, in the Panel’s opinion the right balance between the rate of return and 
risk had not been achieved.  
 
12.3 It is the Panel’s conclusion that Wokingham Borough Council lost money in the 
Icelandic banks as a direct result of a combination of a lack of professional expertise and 
advice and not reacting to the warning signals, such as the information available in the 
national press and the near loss of £2 million of the Council’s money in Northern Rock.  
 
12.4 The Panel felt that Officers had failed to take on board the lessons which should 
have been learned from the collapse of Northern Rock.  Had the Council’s “near miss” 
been reported to all Members of the Council they may have insisted that the Investment 
Strategy be reviewed. 
 
12.5 The Panel also considered that the current in house policy as well as future in 
house activity would continue to be based on information provided by the credit rating 
agencies, which had proved ineffective in the case of Icelandic investments. The In House 
team had relied almost primarily on this rating information to determine their investing 
decisions. However reliance on the ratings proved mistaken, particularly in the case of the 
Icelandic banks. 
 
12.6 Officers should have been aware of the objectives which lie behind individual 
policies.  Officers should not have restricted themselves to carrying out policies to the 
letter, but should also have asked themselves what objective lay behind the policy.  When 
circumstances change, it may still be possible to implement the original policy as laid 
down, but the original objective may no longer be met by the policy.  
 
RECOMMENDATIONS 
 
13.1 The following policy recommendations are put forward: 
 
1)  The Council’s first priority when making investments should be security. The rate of 
return should be a secondary consideration, (paras 3.2–3.6 refer) 
 



 

2) No investments should be made in entities which do not have a credit rating. In 
principle the Panel supports the stricter investment criteria put in place by the new Leader 
of the Council in October 2008, (paras 5.5 and 10.1 refer).  
 
3) Public money is held in trust and should only be entrusted for investment to 
specialists with the highest possible professional qualifications, impeccable credentials, 
secure track record and of internationally recognised standing and integrity, (paras 5.1– 
5.8 and 12.3 refer). 
 
4) As it was felt that the Council did not have within it the necessary capability 
Treasury Management expertise should be brought into the Council to have direct 
responsibility for making large investments of public funds, (paras 5.1–5.8 and 12.3 refer). 
 
 
5) Once this expertise is in place Council Officers should only have discretion to invest 
on their own account a minimal amount of the Council’s surplus cash. As a matter of 
principle all surplus cash must be passed as quickly as possible to the appointed 
professional Fund Managers up to their agreed limits, (paras 6.1–6.6 refer).  
 
6) The TMS is difficult to understand fully by non-technical readers. Explanatory notes, 
or a second less technical document should be produced alongside the original to facilitate 
understanding by council Members, (paras 4.1–4.2 refer). 
 
7) Consideration should be given to a three to six month appointment of an interim, 
highly experienced Treasurer. This individual must hold as a minimum the qualification of 
Fellowship of the Association of Corporate Treasurers. Their task during this period will be 
to overhaul the Council’s treasury management processes and to implement the 
recommendations in the Panel’s report, (paras 5.1–5.8 and 12.3 refer). 
 
8) In the changed economic climate, which has worsened in the last six to nine months 
and looks set to continue, the Council needs to focus much more closely on financial 
management and risk. In the Panel’s opinion the top management structure implemented 
throughout the Council 18 months ago should be modified as the General Manager 
Business Services’ role was felt to be too broad and the Council’s policy was therefore 
hampered by this structure. The Panel believed that consideration should be given to the 
separation of the functions of the General Manager Business Services, with a Finance 
Director assuming responsibility for the financial functions. The Finance Director would 
provide the Chief Executive, Leader and other Members with advice on financial issues 
and act as the Council’s Section 151 Officer.  This Officer should report directly to the 
Chief Executive. The remaining functions of the Business Services unit such as 
Procurement, Business System, Operational Property and Human Resources, to continue 
under suitable specialist management, (para 6.4 refers). 
 
9) Consideration should be given to the replacement of Butlers by two new 
independent treasury advisors of international standing. Regular minuted monthly 
meetings should be held between the Council’s Chief Finance Officer and the appointed 
advisors, at which the appropriate Executive Member should be present, (paras 11.1–11.2 
refer). 
 
10) There needs to be more scrutiny of major investment decisions made by Officers. It 
is not wise for a single Officer to be able to make such decisions without Officers with the 
relevant expertise being at hand to question and approve or reject what is being proposed. 



 

The Chief Finance Officer and the Chief Executive should meet at a formally minuted 
meeting each month to review and approve all the Council’s investments and borrowing, 
(paras 5.6 and 6.4 refer) 
 
11) Monthly reports from this meeting to go to the appropriate Executive Member, 
copied to all Council Members showing the Council’s investments, debt and cash flow. 
This report should highlight any trends or risks. This report to be presented as part of a set 
of monthly management accounts, which will be the subject of a future review by the Panel 
as part of its forward programme, (paras 3.7, 4.2, 4.3, 7.6, 8.4, 8.5, 11.2 and 11.3 refer) 
 
12) There should be a requirement for the Executive Member with responsibility for 
treasury matters and investment to receive adequate training in order to be able to 
effectively challenge Officer assumptions and the policies proposed in the TMS, (para 4.3, 
5.7 and 11.3 refer) 
 
13) A standard set of questions should be drawn up to be asked by the appropriate 
Executive Member covering essential aspects of the Council’s TMS. The questions and 
responses should be circulated to all Members of the Council. These questions should be 
asked on a quarterly basis, (paras 4.3, 7.6, 8.5 and 12.4 refer) 
 
14) The role of the Executive Member with responsibility for treasury management 
should be defined in a written job description and included in the Council’s Constitution, 
(paras 4.2–4.3 refers).   


