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Notes: 
 
The Group Investment Syndicate (GIS) is a contractual arrangement for investing collectively between local 
authorities. It is a jointly controlled operation of jointly controlled assets. Participating authorities, (the 
Participants) exercise control through a committee of their nominated representatives (the Syndics) who 
set this strategy and exercise certain decisions set out herein. 
 
Day to day implementation of the strategy (i.e. making investment decisions and monitoring the portfolio) 
is carried out by London Treasury Limited (the Manager) and/or external managers acting on the 
Manager’s instructions. 
 
The jointly controlled assets are held in the name of the Greater London Authority (GLA) which is also the 
contracting party for the Manager. The GLA is responsible for coordinating the daily investment 
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requirements of the Participants and instructing the Manager to either invest or realise the relevant sum. 
All payments are handled by the GLA and transactions are recorded by the GLA’s appointed custodian. 
 
The Manager reports on performance in the first instance, with this being verified by the GLA.  
The GLA is responsible for maintaining records of each Participant’s percentage ownership of GIS assets. 
The custodian reports on compliance with the strategy daily to the GLA (shared simultaneously with 
Manager and the Participants); the GLA additionally holds responsibility for monitoring these reports and 
notifying the Syndics in the circumstances set our below. 
 
The Manager must consult the Syndics when exercising certain discretions or responses to exceptions to 
the strategy; it is the Manager’s responsibility to collect and record the Syndics’ views.   
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Limits and Compliance 

1.0 All limits, unless explicitly stated otherwise, refer to the composition of the daily balance of 

the GIS; for compliance purposes, all limits will be assessed daily.   

2.0 The making of any investment which causes a breach of limits is not permitted and constitutes an active 

exception.   

3.0 Active exceptions of any size will be reported immediately upon identification by the GLA (or the 

Manager if the Manager is aware first), to the Manager, Syndics and their nominated substitutes.  

Relevant committees or boards will be notified as specified in each Participant’s TMSS.   

4.0 Additionally, daily limits may be exceeded due to changes in the GIS balance or the credit assessment of 

existing investments, including the credit status of the country of domicile. Such an occurrence 

constitutes a passive exception.  Passive exceptions will be monitored by the GLA and the Manager 

shall notify the GLA if Manager becomes aware of such an exception before the GLA.  Subsequent 

reporting will be threshold-based, as follows:  

Passive Exception Level 
(lower of) 

Temporary: ≤ 3 consecutive 
days 

Persistent: >3 days 

<5% or £25m Logged and reported quarterly 
to Syndics within 1 month of 
quarter end 

Logged and reported quarterly 
to Syndics within 1 month of 
quarter end 

5-10% or £50m Logged and reported quarterly 
to Syndics within 1 month of 
quarter end 

Reported to Syndics immediately 

>10% or £50m Reported to Syndics immediately Reported to Syndics immediately 

The percentage limits above apply to total daily balance of the GIS or the total number of days in the 

case of limits expressed as days.   

5.0 Mitigating actions for exceptions will in the first instance be taken at the discretion of the Manager.  

Such decisions must be supported by an analysis of the costs and benefits of attempting to reduce the 

overexposure in question versus tolerating it.  In all cases a file note of the decision will be retained and 

circulated to the Syndics. A majority of the Syndics may instruct alternative action, provided such action 

consistent with this strategy and applicable statutory guidance.   

Risk Appetite Statement 

6.0 Capital preservation is the primary GIS objective at the portfolio level, followed by provision of liquidity 

to meet Participants’ cash flow needs.   
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7.0 In order to deliver best value on public funds, the Participants are prepared to take some investment risk 

to the extent outlined below, where such risk is rewarded by yields above UK government securities held 

to maturity.   

8.0 The risk of loss through default in the entire portfolio (or any subsection delegated to an external 

manager) should not exceed risk of loss through default equivalent to a 1-year exposure to a typical AA- 

rated issuer. 

9.0 No individual instrument/investment should pose a greater risk of loss through default than a 90-day 

exposure to a typical BBB issuer.   

10.0 The Participants will tolerate price volatility where there is an expectation of holding an investment to 

maturity; where the expectation is that sale before maturity is likely or where the investment is in a 

variable NAV fund, the combined risk of loss through default and crystallised falls in price should not 

exceed the risk tolerance specified in 8.0.   

11.0 This strategy sets out risk controls and limits that, in the opinion of the Participants, deliver these 

objectives.   

12.0 Alternative controls and limits, save for the overarching requirements of 12.0 – 15.0 and 18.0 – 19.0 may 

be used by external managers appointed in accordance with 16.0, if those limits are judged by the 

Syndics, on the advice of the Manager or other independent professional advice, to be appropriately 

effective.   
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Permissible Investments 

13.0 All investments must be Sterling-denominated financial instruments.   

14.0 Specified Investments (i.e. ‘low risk’ instruments as defined by Statutory Guidance) shall constitute at 

least 50% of the portfolio at any time.   

15.0 Approved Specified (S) and non-Specified (NS) Investments: 

Investment type Eligibility criteria ≤ 1 year to 
maturity at 
time of 
investment 

> 1 year to 
maturity at 
time of 
investment 

Maximum 
total exposure 
as a 
proportion of 
daily balance 

Senior Unsecured 
Debt 

 UK Gilts and T-Bills 

 Deposits 

 Call Accounts 

 Notice Accounts 

 Certificates of 
Deposit 

 Loans 

 Commercial Paper 

 All other senior 
unsecured bonds 

Issuer (and security where 
separately rated) Investment 
Grade (IG) defined per 36.0 

 

OR 

 

UK Government (including the 
Debt Management Account 
Deposit Facility, Local 
Authorities and bodies eligible 
for PWLB finance) 

 

OR 

 

Issuer not meeting general 
criteria but instruments 
explicitly guaranteed by IG 
entity or sovereign national 
government meeting acceptable 
sovereign ratings per 32.0.   

S NS 100% 

Constant Net Asset 
Value Money Market 
Funds  

Fitch AAAmmf or above 

See 36.0 for equivalents from 
other agencies. 

 

Daily liquidity 

S N/A 100% 

 

Not more than 
20% per fund 
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Investment type Eligibility criteria ≤ 1 year to 
maturity at 
time of 
investment 

> 1 year to 
maturity at 
time of 
investment 

Maximum 
total exposure 
as a 
proportion of 
daily balance 

Other Collective 
Investment Schemes 
structured as Open 
Ended Investment 
Companies (OEICs) 

Fitch AAAf  

or equivalent from other 
agencies per 36.0. 

NS Not 
permitted. 

20% 

Senior UK Prime or Buy 
to Let Residential 
Mortgage Backed 
Securities (RMBS) 

Bond rating Fitch AA+sf or 
above 

or equivalent from other 
agencies per 36.0. 

NS NS 20% 

Covered bonds  Bond rating Fitch AA+sf  

or equivalent from other 
agencies per 36.0 

 

AND 

 

Issuer rated Fitch A- or above 

or equivalent from other 
agencies per 36.0 

NS NS 20% 

Repurchase 
Agreements (Repo) 

Counterparty meets senior 
unsecured criteria AND 
proposed collateral (Min 100%) 
itself meets permitted 
investment criteria 

 

Or 

 

Collateralisation is >102% with 
UK Gilts / T-Bills  

S – UK gilts or 
T-Bills AND 

Counterparty 
meets senior 
unsecured 
criteria 

 

NS – other  

Not 
permitted. 

S – 100% 

 

NS – 20%, and 
not more than 
10% with 
counterparties 
not meeting 
senior 
unsecured 
criteria. 

 

16.0 The Manager may delegate the management of a portion, not exceeding the forecast minimum GIS 

balance for the next 12 months, of the GIS to external fund managers with majority consent of the 

Syndics.   



 

 

 

GIS Investment Strategy 2019-20 8 

Liquidity and Maturity Limits 

17.0 Portfolio Weighted Average Maturity (WAM) ≤ 91days, calculated to the nearest whole day.  

[Maturity here refers to the final expected maturity or if relevant the first call option of the instrument; in 

the case of funds the maturity will be the redemption period; in the case of call or notice accounts, the 

notice period; in the case of RMBS investments maturity refers to the next interest reset, rather than 

either the legal maturity or expected final maturity.]   

18.0 Sub-portfolio (managed by an external manager) WAM ≤ 3years.   

Individual maturity limit, internally managed instruments: ≤ 2 years.   

[In the exceptional event of the internal team taking possession of repo collateral, e.g. gilts that exceed 

this limit, the expectation is that these will be sold at the earliest opportunity, subject to market 

conditions.]   

19.0 Individual maturity limit, externally managed instruments: ≤ 5 years.   

[Note – in the case of RMBS these limits apply to the date by which all principal is expected to be 

received, based on analysis of the underlying mortgage pool and indicated call dates – the legal maturity 

date, based on the longest dated mortgage in the relevant pool, is not limited given the extremely low 

probability of the bond failing to be repaid by that time;  

In the case of covered bonds, these limits apply to the expected maturity date, which may not include the 

exercise of the extension option.]   

20.0 Limit for total exposure >12months: ≤25% of total daily balance.   

21.0 Forward Dealing limit: aggregate value of outstanding forward deals ≤20% of daily balance.  See also 

42.0 for credit risk management of forward deals.   

[The GIS defines ‘forward’ as negotiated more than 4 banking days in advance of delivery.  The Manager 

may make exceptions to this limit where the counterparty is a GIS Participant and the forward period is 

less than 3 months.]   

22.0 Internally managed investments should only be made where GIS cash flow forecasts or best estimates 

suggest the instrument may be held to maturity.  Externally managed investments may be purchased 

with lower certainty subject to the provisions of 10.0. 

Counterparty Concentration Limits 

(Apply individually and cumulatively to groups) 
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23.0 The total exposure to a group of companies (a parent company and any subsidiaries, i.e. companies of 

which it owns 20% or more of authorised share capital) shall not exceed the maximum individual 

exposure limit of the constituents of the group.   

24.0 Maximum unsecured exposure to company or group: ≤5% (subject to enhancements below).   

25.0 Enhanced limits apply for UK Government (including the Debt Management Account Deposit Facility, 

Local Authorities and bodies eligible for PWLB finance) and institutions covered by Link Asset Services’ 

Colour Banding Methodology:  

Cash Exposure  Limits – applied to individual counterparties 

Band Overnight > 1 day 

UK Sovereign 100% 100% 

Yellow 50% 25% 

Purple 50% 20% 

Orange 25% 15% 

Red 25% 10% 

Green 10% 5% 

No Colour 5% 5% 

 

26.0 The Bands above are calculated based on a range of credit ratings data, including published rating 

Watches and Outlooks.  Where the price of 5-year Credit Default Swaps for a given counterparty exceeds 

barrier levels proposed by Link Asset Services with regard to market history, the Band will normally be 

adjusted downwards. The Manager may postpone such adjustments in consultation with the Syndics, for 

instance, if it is felt that changes in CDS prices do not reflect an increase in the individual credit risk of a 

particular counterparty.   

27.0 Additionally, an enhanced overnight limit of 100% applies to the GLA banker, RBS.   

28.0 Local authority investments are evaluated using the qualifying questions set out in the PWLB lending 

arrangements (Circular 160). This primarily relates to a Local authority’s affordable borrowing limit and 

lawful use of funds. The Manager will also consider reputational risks to the participants that may arise 

from being creditors of an organisation in financial distress, even where this presents no material credit 

risk. 
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29.0 If, in the judgement of the Manager, the structure of a bond associated with a local authority is such that 

the credit risk is not identical to a bilateral loan with that authority, the rating of the bond itself will be 

used and the 5% limit will apply.   

30.0 Maximum aggregate exposure including indirect or collateralised exposures:   

Security Type Cumulative Enhancement 

Non-specified Repo 2.5% 

Covered Bond 5% 

RMBS 7.5% 

Specified Repo  10% 

 

[These enhancements are cumulative so the maximum possible total enhancement is 10% above is 

the counterparty’s senior unsecured limit.]   
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Geo-political risk limits  

31.0 The GIS will seek to reduce exposure to geo-political impact on credit risk by investing in companies that 

operate in stable economies.  In particular, the GIS recognises a particular linkage between countries’ 

national finances and their banking sectors, and considers sovereign credit ratings to be related to 

national financial stability.   

32.0 Maximum exposures to non-UK financial institutions apply by country, based on the relevant sovereign 

ratings outlined in the table below:  

Max. Aggregate  
Exposure (%) 

Fitch  

Sovereign Rating 

S&P  

Sovereign Rating 

Moody’s 

Sovereign Rating 

25 AAA AAA Aaa 

15 AA+ AA+ Aa1 

5 A A A 

 

33.0 Where more than one rating is available the lowest common denominator will be used, unless in the 

opinion of the Manager there is an overriding reason to favour or disregard a particular agency’s view.  

The use of this discretion will be reported in the following weekly report to the Syndics.   

34.0 For non-UK, non-financial institutions, or in circumstances such as an instrument being issued through a 

subsidiary domiciled in one country but guaranteed or otherwise secured by a parent in another, the risks 

and appropriate country limit (if any, in the case of multinational corporations) in which to aggregate the 

exposure will be considered on a case by case basis and determined by the Manager.  A written copy of 

the assessment of each such counterparty and/or instrument will be filed with the investment and shared 

with the Syndics at the next quarterly review meeting.   

35.0 The Manager may decline to place an investment and may indefinitely suspend any counterparty or 

group of counterparties on the basis of geo-political risk considerations, howsoever arising.  Such use of 

discretion will be reviewed at weekly team meetings and where restrictions are imposed or subsequently 

withdrawn, this will be shared with the Syndics as part of weekly reporting.   
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Credit Risk Limits 

36.0 Permitted issuer credit ratings and equivalence mappings.   

Senior Unsecured Bond and/or Issuer Ratings 

Long term Short term 

Fitch Moody’s S&P Fitch Moody’s S&P 

AAA Aaa AAA    

AA+ Aa1 AA+    

AA Aa2 AA F1+ P-1 A-1+ 

AA- Aa3 AA-    

A+ A1 A+    

A A2 A F1 P-1 A-1 

A- A3 A-    

BBB+ Baa1 BBB+    

BBB Baa2 BBB F2 P-2 A-2 

Structured Finance Ratings 

Fitch Moody’s S&P 

AAAsf Aaa (sf) AAA (sf) 

AA+sf Aa1(sf) AA+ (sf) 

Money Market Fund Ratings 

Fitch Moody’s S&P 

AAAmmf Aaa-mf AAAm 

Other Permitted Fund Ratings 

Fitch Moody’s S&P 

AAAf Aaa-bf AAAf 
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37.0 Where more than one rating is available the lowest common denominator will be used, unless in the 

opinion of the Manager there is an overriding reason to favour or disregard one particular agency’s view.  

The use of this discretion will be reported immediately to the Syndics.   

38.0 For internally managed investments Credit Factors will also be calculated individually and Portfolio Credit 

Factor (PCF) on a book value weighted average basis with reference to the following tables:  

Credit Factors based on Issuer Default Rating (Fitch and Fitch Equivalents) 

Use instrument rating or if not rated, rating of Issuer. 

Days AAA AA+ AA AA− A+ A A− BBB+ BBB 

O/N 0.01 0.01 0.01 0.01 0.02 0.03 0.04 0.07 0.10 

2-7 0.02 0.04 0.06 0.10 0.15 0.20 0.30 0.50 0.80 

8-30 0.10 0.15 0.25 0.40 0.60 0.75 1.30 2.10 3.50 

31-60 0.20 0.30 0.50 0.80 1.20 1.50 2.60 4.20 7.00 

61-90 0.25 0.50 0.75 1.25 1.50 2.50 5.00 7.50 10.00 

91-120 0.35 0.65 1.00 1.50 2.30 3.30 6.60 10.00 13.50 

121-150 0.40 0.80 1.25 2.10 2.90 4.20 8.30 12.50 16.50 

151-180 0.50 1.00 1.50 2.50 3.50 5.00 10.00 15.00 20.00 

181-210 0.60 1.20 1.75 3.00 4.00 5.80 11.70 17.50 23.50 

211-240 0.70 1.30 2.00 3.30 4.70 6.60 13.30 20.00 27.00 

241-270 0.75 1.50 2.25 3.75 5.25 7.50 15.00 22.50 30.00 

271-300 0.80 1.70 2.50 4.20 5.80 8.30 16.70 25.00 33.50 

301-330 0.90 1.85 2.75 4.60 6.50 9.20 18.50 27.50 37.00 

331-397 1.00 2.00 3.00 5.00 7.00 10.00 20.00 30.00 40.00 

398-730 2.70 5.30 8.00 13.00 19.00 27.00 43.00 69.00 106.00 
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Other treatments 

UK Government (including the Debt 
Management Account Deposit Facility, Local 
Authorities and bodies eligible for PWLB 
finance) 

Treat as AAA above 

 

Except: 

 

If, in the judgement of the Manager, the structure 
of a bond associated with a local authority is such 
that the credit risk is not identical to a bilateral 
loan with that authority, the rating of the bond 
itself will be used  

Instruments explicitly guaranteed by IG 
entity or sovereign national government 
meeting acceptable sovereign ratings per 
32.031.0. 

Use Credit Factors appropriate to guarantor 
strictly for the period of the guarantee, reverting 
to rating of issuer thereafter 

Repo Use Credit Factors appropriate to repo 
counterparty, not collateral; 

Unrated or sub-BBB counterparty with >102% 
Gilt/T-bill collateralisation – treat as BBB 

Approved fund, e.g. AAAf or AAAmmf  Use Credit Factor of 1.5 

Covered Bonds or RMBS Use Credit Factor of 5 

 

39.0 Where a counterparty’s (or its country of domicile’s) 5-year CDS spreads exceed barrier levels from time 

to time agreed by the Syndics on the advice of Link Asset Services or the Manager, the Credit Factor 

used for the PCF calculation will be from the factor set of one or more notches below the issuer or 

security rating (e.g. If a AA+ counterparty’s CDS spread exceeds the first barrier level, AA factors will be 

used to calculate the PCF).   

40.0 The following limits apply at all times:  

 Maximum Credit Factor of any single security: 10.00  

 Maximum PCF: 5.00  

41.0 The PCF will be calculated and recorded daily.   

42.0 The total contractual exposure of any transaction with counterparty, i.e. in the case of a forward deal, 

the forward period PLUS the eventual length of the deal should be considered at the time of the 
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transaction and compared to table 38.0 – the Credit Factor for the total exposure period at the 

counterparty’s credit rating at the time of the deal must not exceed 10.   

Deposit Facility of Last Resort 

43.0 In the circumstance of being unable to place funds with counterparties within approved limits, the 

Investment Manager will attempt to place the surplus funds with the Debt Management Account Deposit 

Facility (DMADF).  This facility may, of course, also be used in other circumstances if it offers rates 

above equivalent market levels, though in past experience this is unlikely.   

44.0 In the instance of technical failures or unexpected monies being received after the daily cut-off time 

(13:00) for settlement, the GLA will have no choice but to leave the funds with the GLA’s bankers, RBS.  

In such circumstances, the funds will remain in the GLA’s bank account until the following business day.   

Custody Arrangements 

45.0 Internally or externally managed securities may be held by a Custodian; in such circumstances:  

a. The Custodian or any Sub-Custodian employed by the Custodian (whichever actually holds the GIS 

securities) must be Fitch A- rated or equivalent; 

b. Any cash held by the Custodian or any Sub-Custodian pending transactions must be properly 

identified as an unsecured deposit and consolidated into the PCF calculation; 

c. The Custodian or any Sub-Custodian shall not be entitled to invest such cash in any money market 

fund or other product without the permission of the Manager. Any such investment must meet the 

criteria of 15.0. 

46.0 The above applies to any Custodian or Sub Custodian holding collateral on behalf of the GIS in respect of 

a Repo transaction. Note – ‘Held in Custody’ Repos where collateral is held at the borrower’s custodian 

in the borrower’s title are NOT permitted. 

Manager Discretions 

47.0 The Manager may restrict the use of any counterparty for any reason related to the management of risk, 

including reputational risk to any Participant.  Such restrictions may be overturned by any majority of 

Syndics.   

48.0 When postponing CDS-driven adjustments to exposure limits, the Manager will notify the Syndics of the 

decision immediately.  Syndics will have until 12pm to register concerns otherwise the decision will be 

implemented for that day. Any majority of Syndics may reverse the decision subsequently.  
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Responsible Investment 

49.0 All investment will be made in accordance with the following policy with respect to fossil fuel companies: 

GLA Group Responsible Investment Statement on Climate Change 
The Greater London Authority is committed to a number of principles which guide their investment 

decisions.  The Greater London Authority will consider non-financial factors when investing, such as 

alignment of the activities of investment counterparties with Mayoral policy on environmental and social 

impact, providing no compromise of fiduciary duty arises from such considerations.   

Regarding climate change in particular, the Authority will not actively invest in companies or projects 

(“fossil fuel companies” and “fossil fuel projects”) that derive more than 10% of revenues from the 

extraction of fossil fuels, ignore the impact and risks associated with the use of fossil fuels, and are unable 

to demonstrate a commitment to achieving environmental benefits, in particular through a plan to limit 

climate change in line with the Paris Agreement:   

http://unfccc.int/paris_agreement/items/9485.php 

The Authority notes a distinction between Natural Gas, which will continue to play a valuable role out to 

2030, both for heating and for electricity generation, and other fossil fuels; nevertheless, the Authority 

would expect a demonstrable commitment to achieving environmental benefits from companies involved 

in gas extraction.   

In order to assess the level of commitment to achieving environmental benefits, the Authority will make 

use of the Transition Pathway Initiative, as adopted by a range of leading institutional investors:  

http://www.lse.ac.uk/GranthamInstitute/tpi/about/ 

Where such investments are already in place, and opportunities for engagement and reform of the 

company or project do not exist, the Authority will make all reasonable efforts to divest provided that this 

will result in no material financial detriment (either through cost or increased investment risk).   

The Authority views divestment and avoidance of any long term financial exposure to such companies or 

projects as entirely consistent with its fiduciary duty to protect and obtain best value from public funds.  

This is also consistent with the Mayor of London’s climate change goals and commitment to ensuring that 

optimum low carbon investment decisions are taken, to help to maximise social and economic benefits.   

http://unfccc.int/paris_agreement/items/9485.php
http://www.lse.ac.uk/GranthamInstitute/tpi/about/
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To explain these statements concisely the Authority makes the following definitions, with examples of 

application:  

“invest” – in this context, investment means the acquiring ownership of all or part of a fossil fuel company 

or otherwise providing financial support to such a company or any project which ignores the 

environmental impact and risks associated with Fossil Fuels;  

“actively” – means making a choice to invest based on a direct assessment of that company or project or 

to knowingly create a long term economic interest in such companies or projects;  

“environmental benefits” –  means reducing net carbon emissions over time;  

“opportunities for engagement” – means the ability to meaningfully influence the strategy or 

development of the company or project.  This might be through the exercise of voting rights, either 

individually or alongside like-minded investors or other routes;  

“ignoring the impact and risks associated with fossil fuels” – means continuing or developing new 

business activities contributing to climate change through fossil fuel emissions or environmental damage 

resulting from relevant fuel extraction without regard to development of new and sustainable alternatives 

or other transition planning towards a lower environmental impact;  

“long term financial exposure” – means exposure for more than 12 months, either through actual 

investment or commitments to invest (contingent or otherwise) where the length of the commitment plus 

the expected duration of the investment exceeds this period;  

Examples of application: 

 Making a loan to a fossil fuel company in order fund expansion of conventional extraction activities 

would meet the definition of investment for these purposes; making a loan to a fossil fuel company to 

develop an alternative technology would not.   

 Purchasing a fossil fuel company bond, from another bond holder would not meet the definition as it 

does not lead to ownership or engagement, nor provide new financial assistance to the company.  

Participating in the purchase of newly issued long term bonds may or may not classify as investment 

depending on the proposed use of proceeds.   

 Commercial Paper or other debt instruments with less than a year to maturity would not constitute 

investment in this context as there is no associated ownership or engagement, nor do the longer-term 
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risks associated with exposure to unsustainable industries (which this strategy seeks to mitigate) apply 

over the life of such instruments.   

 Directly purchasing equity in a fossil fuel company would constitute an active investment.   

 Buying units in an exchange-traded tracker fund, where the index is known to contain fossil fuel 

companies may or may not constitute an active investment.  It would be active if the intent was for the 

allocation to be a permanent part of the investment portfolio and the composition of the index was 

weighted more than 10% towards fossil fuel companies; it would not if the purchase was made to 

maintain broad market exposure, for instance during a transition between active portfolios.  In any 

circumstance, the Authority seeks to influence the composition of the market (reflected in passive 

investments) through its own active decisions and those of likeminded partners.   

 Circumstances involving conglomerates with a mixture of subsidiaries, some of which may meet the 

fossil fuels company definition (whereas others may, for example, be focused on renewable energy), 

would be considered on a case-by-case basis, with investment being possible if the overall corporate 

strategy appears to be environmentally sustainable and offset the financial risks this statement seeks to 

mitigate.   
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Explanatory Notes 

Background to the GIS Investment Strategy 

i. The GIS is a vehicle for investing pooled short-term cash balances for the GLA and 

partner organisations. 

ii. By pooling resources, the participants can achieve economies of scale through larger 

individual transactions; can exploit the greater stability of pooled cash flows to obtain 

better returns and can achieve greater levels of diversification.   

iii. A risk sharing agreement ensures risk and reward relating to each investment within the 

jointly controlled portfolio are shared in direct proportion to each participant’s daily 

investment.   

iv. The Manager operates the GIS cash balances in accordance with the GIS Investment 

Strategy.   

4.0  

i. Reporting thresholds are capped at £25m and £50m, these limits are conservative based 

on the expected scale of the GIS – based on the GIS composition as at 1 January 2020, 

the absolute exposure reporting thresholds for each participant would be:  

£m 25 50 

GLA  21.8 43.6 

LFC  0.8 1.6 

MOPAC 1.0 2.1 

LPFA  1.0 2.0 

LLDC  0.3 0.7 

 

15.0 

i. The concept of “Specified” and “Non–Specified” Investments is defined in the DCLG 

Guidance on Local Government Investments (revised 2010).   

Specified Investments 

ii. An investment is a Specified investment if all of the following apply:  
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a) The investment is denominated in sterling and any payments or repayments in 

respect of the investment are payable only in sterling;  

b) The investment is not a long-term investment (i.e. due or required to be 

repaid within 12 months);  

c) The making of the investment is not defined as capital expenditure by virtue 

of regulation 25(1)(d) of the Local Authorities (Capital Finance and 

Accounting) (England) Regulations 2003 (SI 3146 as amended) (i.e. the 

investment is not share capital in a body corporate);  

d) The investment is made with a body or in an investment scheme of high credit 

quality (defined by the minimum credit ratings outlined in table15.0) or with 

one of the following public-sector bodies: 

 The United Kingdom Government 

 A local authority in England or Wales (as defined in section 23 of the 

2003 Local Government Act) or a similar body in Scotland or Northern 

Ireland 

 A parish council or community 

Non-Specified Investments  

iii. Non-Specified Investments are defined as investments assessed by the GIS 

Participants to be appropriate and prudent, but not meeting the Specified 

Investments criteria.   

iv. Reflecting increased market risk and difficulties in diversifying, this strategy includes 

the highly secure option of UK Residential Mortgage Backed Securities, which 

provides a genuine diversification away from institutional credit risk and additional 

options for secured lending, enabling limits to be increased with existing 

counterparties in exchange for security of some sort of asset in the event of the 

borrower becoming insolvent. 

v. RMBS 

 Only senior RMBS are permitted at this stage, i.e. the GIS has first priority over 

the cash flows from the underlying pools of thousands of diversified UK 

residential prime or buy-to-let mortgages.  These to date have always been 
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AAA rated at inception with some isolated cases of downgrades to AA+ due to 

lower ratings of associated counterparties within the RMBS structure such as 

the bank servicing the mortgages, rather than the underlying mortgages, 

reflecting the increased risk of possible payment disruption should the 

servicing bank fail (though no increased risk of non-payment).  The strategy 

does not exclude these downgraded senior notes as the risk of loss is still very 

low but it should be noted that changes to RMBS structures since 2008 make 

this circumstance very unlikely in future.   

 The cash flows from RMBS are generated by both interest and principal 

repayments of the mortgages in the relevant pool. In particular, when 

homeowners refinance (or move house) the pool experiences principal inflows, 

which are then passed through to the RMBS bondholders (which the most 

senior tranches, proposed here, receive before all others).  Refinancing 

typically occurs much earlier than the final date of the mortgage, therefore it 

is not proposed to limit the legal maturity of RMBS, as these are set with 

reference to the longest dated mortgage in the pool and do not reflect the 

expected maturity date.  In addition, RMBS deals are structured with financial 

penalties for the issuer beyond the expected maturity date, to ensure that 

deals mature as expected.   

 The strong cash flow characteristics of senior RMBS mean that principal is 

repaid incrementally, therefore a proposed WAM limit of 3 years per security 

for the whole RMBS portfolio is proposed alongside a 5 year expected final 

maturity limit per security.   

vi. Covered Bonds 

 Covered bonds are also secured on mortgage assets, but do not depend on 

mortgages for the cash flows.  They are more like a normal bond issued by the 

relevant bank or building society except that should the issuer default, the 

covered bond holders will have security over the banks’ mortgage assets, 

which could be sold to another bank to meet the obligation.   
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 Whilst the credit risk is clearly lower than unsecured lending to the issuer, the 

situation is different to RMBS and when the issuer is downgraded, covered 

bonds are typically downgraded too.  Accordingly, the strategy does not 

permit the use of covered bonds issued by counterparties who do not 

themselves meet approved investment criteria.   

 Another feature of covered bonds are extension clauses, typically of 2 years.  

For this reason, the strategy only permits the use of counterparties of A- 

rating or above to allow for downgrades over the extension period, should it 

be invoked.   

 Because they are lower risk than unsecured lending to a given counterparty, 

covered bond yields are generally lower.  Accordingly, the main circumstance 

in which they would be used in the current environment is to increase 

exposure to a strong and well understood counterparty already at its 

unsecured concentration limit.   

vii. Repurchase Agreements “Repos” 

 Repos are a form of secured lending whereby rather than lend directly to a 

counterparty, the GIS would buy from them a security e.g. a bond and agree 

to sell it back at an agreed (higher) price at a future date.  The profit on this 

transaction replaces interest in a normal lending agreement but there is the 

additional feature that if the borrower becomes insolvent, the GIS may keep 

the security, which is referred to as collateral.   

 For this reason, only securities that meet GIS criteria may be accepted as 

collateral, however the duration limits of 19.0and 18.0 do not apply since the 

expectation is that the collateral will be disposed of at the first opportunity 

and over-collateralisation provides mitigation for any price movement.   

 Furthermore, if such a default occurred, the GIS may need to sell the collateral 

for cash flow reasons so there may be some price risk between the default and 

the sale.  Therefore, minimum levels of collateral, expressed as a percentage of 

the market value of collateral relative to the purchase price, are proposed.   
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 The strategy permits very limited repo exposure (2.5% and 10% in aggregate) 

to counterparties not meeting unsecured investment criteria.  In this case, 

minimum collateral is set at 102% (in line with minimum standards for repo 

use by AAA rated money market funds) and the provision is designed to 

enable transactions with pension funds engaged in liability hedging activities, 

to mutual advantage.   

 There are a number of ways to implement a repo.  This is delegated to officers 

and their advisors or external managers, however per 46.0, legal title to the 

collateral must be unequivocally obtained and safe custody arrangements be 

in place.   

 Repos will provide a further tool for balancing GIS risk and return: the risk is 

very much lower than unsecured lending to banks and others, although not as 

low as T-bills, however repo returns are slightly higher than T-Bills and there is 

more flexibility with maturity dates.   

18.0 

i. For the purposes of this limit, WAM is the sum of each expected nominal cashflow and 

its respective expected incidence in days from the calculation date, divided by the total 

nominal cashflows; the use of expectations rather than contractual maturities reflects 

the use of instruments like RMBS which are subject to uncertain repayments.  The 

Syndics place reliance on the systems and investment process of appointed managers to 

monitor and implement this limit.   

26.0 

i. Credit Default Swaps (CDS) are effectively insurance contracts against a given 

counterparty defaulting; their price (typically expressed as an additional interest cost 

or ‘spread’ in basis points – i.e. 100ths of one percent).  Higher prices may therefore 

reflect greater market perception of risk, although other supply and demand factors 

can distort this, including the activity of speculators.  For this reason, the Manager 

has discretion to propose postponements to the impact of CDS data on limits.   
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ii. Although the GIS typically participates in short term investments, it refers to 5-year 

CDS prices as this market has higher volumes of trading and therefore more accurately 

reflects market sentiment.   

iii. The GIS’s advisor and data provider, Link Asset Services, proposes barrier levels 

dependent on market conditions as indicated by one of the main CDS indices, ITRAXX 

5-year senior financials. 

iv. When the ITRAXX is below 100 basis points, a counterparty’s limit band will be 

adjusted down one notch if their CDS price is between 100 and 150 or to ‘no colour’ 

if above 150.   

v. When the ITRAXX is above 100, a counterparty’s limit band will be adjusted down one 

notch if their CDS price is up to 50 basis points above the ITRAXX or to ‘no colour’ if 

more than 50 basis points above.   

38.0 

i. Book value weighted average here means the sum of the products of principal sums 

invested (plus any capitalised interest, less any impairments or partial repayments but 

excluding any accrued interest or unrealised gains or losses) and the respective Credit 

Factors at the date of calculation, divided by the sum of principal sums invested (plus 

any capitalised interest, less any impairments or partial repayments but excluding any 

accrued interest or unrealised gains or losses).   
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