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Bowes Parish Council

Banking and Investment Strategy

Introduction

The Council has used National Westminster Bank plc (Nat West) as its sole bank for many years
operating a £200 current account float with the daily surplus transferred instantly to an instant-
access deposit account. This policy has the advantage of simplicity.

However, in August 2023 the Council received £27,380 from a land sale and earmarked it for
long-term use. The previous clerk recognised that the differential between interest earnt from
instant-access deposit accounts and market-leading investments was significant and
researched the best options in August 2024 taking advice from CDALC and testimonials from
other parish clerks.

The Council considered options at its meeting on 17 September 2025 and agreed that the new
clerk would transfer £25,000 to the CCLA Public Sector Deposit Fund once set up on the bank
mandate, which at the time had a yield of about 5% compared with about 1.5% in Nat West’s
deposit account. The transfer was delayed by difficulties updating the bank mandate and the
Council updating its financial regulations in November 2024 to comply with good practice
requiring dual authorisation of electronic payments — a service unavailable from Nat-West.

The Council resolved at its meeting on 18 February 2025 to move its current account to Unity
Trust Bank (which allows dual authorisation) and transfer £35,000 to the CCLA Public Sector
Deposit Fund by 1 April 2025.

However, this transfer was delayed because of the extreme volatility in global financial markets
following a succession of announcements on tariffs in March and April 2025. The Clerk agreed
to undertake further research and set out the advantages and disadvantages of banking and
investment options in a paper for consideration at the meeting on 13 May 2025. This report
fulfils this objective, with research reflecting the position one week before the meeting.

The need for change

There is an overwhelming need to change banks without further delay. Nat-West are:

e Unable to offer dual-authorisation current accounts. NALC’s Model Financial
Regulations issued in April 2024 required parish councils to use dual online
authorisation for payments ‘wherever possible’ to ensure effective internal control.
Although the Council requires all payments to be approved at a meeting and dual
signatures obtained on a paper form, ensuring that no unauthorised online payments
have been made relies on retrospective bank reconciliation, budgetary control, and
internal audit. The Council’s new financial regulations approved in November 2024
stated, “The Council has resolved to bank with NatWest for the majority of 2024/25 but
to seek to move its current account to Unity Trust Bank and to open a savings account
with CCLA by 1 April 2025 at the latest”;
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e Nat-West’s interest rates for business savings and investments are not competitive. The
existing savings account has a variable interest rate of just 1.1% and most economists
anticipate further falls in interest rates. The 2025/26 Budget assumed an average
interest rate of 3.5% generating £1,400 in interest. A shortfall in income of about £1,000
is likely, if no action is taken; and

e Nat-Westin common with all the main UK banks do not have bespoke products for
parish councils and based on user satisfaction surveys and the Clerk’s own experience
in changing the bank mandate fail to provide the required standard of customer care.

Confirming the Choice of Current Account

As stated above, the Council’s financial regulations reflect a previous decision to move the
current account from Nat-West to Unity Trust Bank based on research by the previous Clerk. The
current Clerk has updated the research and confirmed that Unity Trust Bank remain the best
option because:

e They are one of a very small number of providers that offer parish councils dual online
authorisation of payments and the process appears relatively simple with other
signatories e-mailed an authorisation link when the Clerk authorises an on-line
payment;

e Unity Trust were created to offer”
and accordingly are market leaders in the not-for-profit sector
(24% market share) supporting thousands of parish councils with ethical banking,
competitive interest rates and specialised teams who understand the sector;

e They are the only provider with 5-star satisfaction in Scribe’s 2023 customer satisfaction
survey of ‘The Best On-line Bank Accounts for Parish Councils”; and

e Although Unity Trust charge a monthly fee of £6 a month this is allowed for in the
2025/26 Budget and is the lowest currently available for parish council dual online
authorisation current accounts.

Options for Instant Access Deposit Accounts

Once the current account is transferred there is a need to transfer the deposit account to one
that earns interest but allows instant or near-instant access for emergency funds. The policy of
keeping a £200 daily float in the current account and transferring to and from an instant access
deposit account as required works well and can be achieved through opening an equivalent
deposit account with Unity Trust (Option 1A). Their current variable interest rate is 2.25% so
more than twice that paid by Nat-West.

The financial regulations assume that an instant access deposit account will no longer be
needed when the Council changes its banking arrangements. This is because the CCLA Public
Sector Deposit Fund, which operates as a Money Market Investment Fund paying variable
interest rates that historically have been close to the Bank of England Base Rate (currently 4.5%)
will usually offer significantly higher interest rates and is in theory instant-access. However,
withdrawals need to be requested in post or by e-mail and deposits require a form with multiple
signatures. Assuming the average balance requiring instant access was about the level of the
general reserve (£6,000) and the interest rate differential remained at 2.25% the Council could
potentially earn £135 more interest per annum through the option of investing all surplus
balances in the CCLA Public Sector Deposit Fund (Option 1B).
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The Council need to consider if the potential for a small amount of additional income justifies
the significant extra complexity of having its general reserve invested in a different institution to
its current account. The Council also need to consider that whilst the CCLA Public Sector
Deposit Fund is a low-risk investment with deposits invested in high-quality deposits, bonds
and low-risk stocks purchasing shares in PSDF is different from opening a deposit account. The
investment does have some risk and historic yield mirroring base rate is not guaranteed. CCLA
PSDF remains the most popular investment choice for local councils but in recent weeks there
was an unprecedented fall in the value of both bonds and the FTSE100, which meant even low-
risk investments lost significant value. Although most of this loss had been recovered at the
time of drafting this report, the global economic outlook remains unpredictable.

Options for investments

Unity Trust offer a range of fixed term investment accounts that have competitive interest rates.
For example, there is a 4.1% one-year fixed term investment. Unfortunately, these accounts
have a minimum deposit of £85,000, which exceeds the Council’s current and forecast
reserves.

Before considering alternatives, it is important to decide how much the Council wishes to
invest. Initially, £25,000 was proposed, but this was increased to £35,000 when it became
apparent that the CCLA PSDF was instant access. This report has highlighted that whilst access
is theoretically instant deposits and withdrawals are complex and at risk of delay. Accordingly,
the Clerk proposes restricting the investment to £32,000 to mirror the long-term cemetery
extension reserve agreed in the 2025/26 Budget. This is unlikely to be needed for at least ten
years so it can be locked away to maximise interest.

The Clerk has researched the best two-year fix available to parish councils and identified
Redwood Bank’s 2 Year Business Savings Bond (Option 2A). This guarantees an interest rate
of 4.45% and is easy to open on-line and change the nominated account later when the transfer
of current accounts is complete. Assuming completion by the end of May 2025 this should
when combined with Option 1A guarantee a level of income close to the £1,400 bank interest
assumed in the 2025/26 Budget, unaffected by the volatility since the budget was set and
increased prospect of falling interest rates and returns on investments.

The alternative is to continue with the previous plan as proposed in financial regulations
and invest the earmarked reserve in the CCLA PSDF (Option 2B). The current yield is 4.44%,
so almost identical to Option 2A. However, considering economic forecasts for lower interest
rates from the Office of Budgetary Responsibility and Bank of England and the fund’s historic
pattern of tracking the base rate closely the clerk believes that Option 2Ais likely to generate
greater income.

The advantage of Option 2B is that the earmarked reserve could be accessed in an emergency
without penalty. The disadvantage is £32,000 is a considerable sum to place in an investment
the value of which could go down as well as up.

The Council should only select this option if they believe the risk of substantial unbudgeted
expenditure requiring some use of the £32,000 in the earmarked reserve within the next two
years is higher than the risk of investing in a fund at a time of global volatility and market
uncertainty.
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Conclusion

The Council are asked to approve the following changes in its banking and investment strategy:

e Move the current account from Nat-West to Unity Trust but continue to aim for a balance
of £200 in the current account with all remaining balances earning interest.

e |nvestthe earmarked reserve of £32,000 in either Redwood Bank (Option 2A - 4.45%
fixed) or the CCLA Public Sector Deposit Fund (Option 2B — 4.44% variable).

e |nvestthe remaining reserves either in the Unity Trust Bank Instant Access Deposit

Account (Option 1A -2.25% Variable) or the CCLA Public Sector Deposit Fund (Option
1A - 4.44% variable).

The Council are also asked to consider the timing of the above changes noting that Option 2A
could be processed within 24 hours through a simple on-line application. The CCLA options (1B
and 2B) would need to follow completion of the current account switch and may be delayed
through issues with the bank mandate and signed authorisation to open the account.

The Council should also note that this paper reflects the position at the time of drafting the
report. The Clerk will update the Council verbally of any significant changes in the week leading
up to the meeting. However, products could be removed, changed or added at any time up to
the application date.



