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Agenda Item No. 22 

 

To:  Joint Audit Committee 

Date:  25 September 2018 

By:  Chief Finance Officer 

Title:  Treasury Management Mid-Year Report 2018/19 

 

Purpose of Report:  

The CIPFA (Chartered Institute of Public Finance and Accountancy) Code of 

Practice for Treasury Management recommends that those charged with 

governance and scrutiny receive regular updates on treasury management 

activity. This report presents the performance up to and including 31 August 
2018. 

 

The Police and Crime Commissioner for Sussex - 2018/19 Treasury Management 

Strategy Statement can be found on the Police and Crime Commissioner’s 

website as follows;  

https://www.sussex-pcc.gov.uk/media/3176/item-18-02-tmss-2018-19-sussex-
pcc.pdf 
 

Terms of Reference: 

As set out in the Committee’s terms of reference, the Committee is responsible 

for; 

Financial arrangements 

10.  Ensuring that an effective system of scrutiny is in place in respect of 

 Treasury Management, strategy, policies and practices. 
 

Recommendations – the Joint Audit Committee is recommended to:  

 Note the Treasury Management mid-year report for the five months to 31 

August 2018 and recommend for approval by the PCC. 
 

 

1 Background 

1.1 The mid-year performance of the Treasury Management Service is 

reported in line with CIPFA’s Code of Practice on Treasury Management 

and the PCC’s 2018/19 Treasury Management Strategy Statement (TMSS). 

1.2 The report and TMSS are attached. 

https://www.sussex-pcc.gov.uk/media/3176/item-18-02-tmss-2018-19-sussex-pcc.pdf
https://www.sussex-pcc.gov.uk/media/3176/item-18-02-tmss-2018-19-sussex-pcc.pdf
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2 Financial Considerations 

2.1 Financial implications are considered throughout this report. 

3 Legal Considerations 

3.1 Relevant legislation and guidance has been complied with in the delivery of 

the Treasury Management activities. 

4 Equity Considerations 

4.1 There are no equality implications arising from the contents of this report. 

5 Risk Management Considerations 

5.1 Associated risks have been considered and adequate control measures 

implemented.  All Treasury Management activity during the year is carried 

out in accordance with the approved Treasury Management Policy 

Statement and Strategy, which has the underlying aim of minimising risk 

to ensure the Commissioner’s principal sums are safeguarded.  Maximising 

income is considered secondary to this main aim. 

6 Performance Overview 

 £77.7m of investments were held at 31 August 2018. 

 Interest of £0.225m was received which was £0.016 more than expected 

to 31 August. 

 Gross investment return of 0.77% was achieved for the 5 months to 31 

August against 7 day LIBID of 0.41%.  The benchmark for other police 

bodies within our benchmarking group at 30 June was 0.55% and the 

group as a whole was 0.89%. 

 The Bank of England Base Rate increased from 0.50% to 0.75% on 2 

August 2018. 

 No new borrowing was taken, maintaining the loan balance at £4.5m. 

 There was a single day breach of the maximum 85% for the proportion of 

investments at variable rate as per the TMSS.  This occurred on 29 May 

2018 due to timing of new fixed investments when 91% of the total 

portfolio held was at variable rate.  This was a planned departure from the 

stated investment proportions and was discussed in advance and agreed 

with the CFO in the Treasury Management meeting held on 22 May 2018.      

 There was no change in the CFR and other Prudential Indicators are within 

approved limits. 
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1 Purpose of the Report 

1.1 The purpose of this report is to summarise the Treasury Management 

performance for the five months to 31 August 2018. 

2 Background 

2.1 The mid-year performance of the Treasury Management Service is 

reported in line with CIPFA’s Code of Practice on Treasury Management 

and the 2018/19 Treasury Management Strategy Statement. 

2.2 The PCC operates a balanced revenue budget, which broadly means cash 

raised during the year will meet its cash expenditure.  Part of the treasury 

management operations ensure this cash flow is adequately planned, with 

surplus monies being invested in low risk counterparties. The priority is to 

provide adequate security and liquidity before considering optimising 

investment return. 

2.3 The second main function of the treasury management service is the 

funding of the PCC’s capital programme.  The capital programme provides 

a guide to the borrowing need of the PCC over a longer term cash flow 

period, ensuring the PCC can fulfil the capital spending plans.   

 

2.4 Accordingly, treasury management is defined as: 
 

“The management of the PCC’s borrowing, investments and cash flows, its 

banking, money market and capital market transactions; the effective 

control of the risks associated with those activities; and the pursuit of 

optimum performance consistent with those risks.” 

2.5 This mid-year report has been prepared in compliance with CIPFA’s Code 

of Practice on Treasury Management, and covers the following: 
 Economic update for the first part of the 2018/19 financial year; 
 Review of the Treasury Management Strategy Statement and Annual 

Investment Strategy; 

 The PCC’s capital expenditure and prudential indicators; 

 Review of the PCC’s investment portfolio for 2018/19; 
 Review of the PCC’s borrowing strategy for 2018/19; 
 Review of any debt rescheduling undertaken during 2018/19; 

 Review of compliance with Treasury and Prudential Limits for 2018/19. 
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3 Treasury Management Strategy Update 

3.1 The Treasury Management Strategy Statement (TMSS) for 2018/19 was 

approved by the PCC on 26 March 2018 and is underpinned by adoption of 

the Chartered Institute of Public Finance and Accountancy’s (CIPFA) 

Treasury Management in Public Services Code (2017 Edition). 

3.2 The primary requirements of the Code are as follows:  

 Creation and maintenance of a Treasury Management Policy Statement 

which sets out the policies and objectives of the PCC’s treasury 
management activities. 

 Creation and maintenance of Treasury Management Practices which set 
out the manner in which the PCC will seek to achieve those policies and 

objectives. 
 Receipt by the PCC of an annual Treasury Management Strategy 

Statement - including the Annual Investment Strategy and Minimum 
Revenue Provision Policy - for the year ahead, a Mid-year Review 
Report and an Annual Report covering activities during the previous 
year. 

 Delegation by the PCC of responsibilities for implementing and 
monitoring treasury management policies and practices and for the 
execution and administration of treasury management decisions. 

 Delegation by the PCC of the role of scrutiny of treasury management 

strategy and policies to a specific named body.  For this PCC the 
delegated body is the Joint Audit Committee (JAC). 

   

3.3 The TMSS for 2018/19 was approved by the Commissioner following 

recommendation from JAC on 20 March 2018 (no revisions have been 

made to this strategy during the year to date).            

3.4 The TMSS covers the specific activities proposed in relation to both 

borrowing and investments and ensures a wide range of advice is taken to 

maintain and preserve all principal sums, whilst obtaining a reasonable 

rate of return.  The primary objective of the investment strategy is to 

maintain the security of investments at all times. 

3.5 Credit ratings are one of the controls required by the strategy. 

3.6 There are no policy changes to the TMSS; the details in this report update 

the position in light of the updated economic position and budgetary 

changes already approved. 

3.7 Following discussion at previous JAC meetings, the Chief Finance Officer 

undertook a review of ethical investments in relation to Treasury 

Management and the TMSS.  This report is included as Appendix VIII. 
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4 Investment Performance 

4.1 Interest Receivable 

4.1.1 The PCC’s budgeted investment return for the 2018/19 year is £0.5m and 

actual interest received by the PCC in the first five month period to August 

2018 was higher than expected at £0.225m (£0.233m Apr-Aug 2017).  

4.1.2 The PCC’s daily average investment portfolio of £70.03m for the five 

month period to 31 August 2018 generated a gross investment return of 

0.77%.  This exceeded the average 7 Day LIBID benchmark of 0.41% by 

0.36% and the average UK Bank Rate of 0.55% (which was increased 

from 0.50% to 0.75% on 2 August 2018) by 0.22%.  This is illustrated in 

Appendix III. 

4.1.3 The PCC for Sussex is a member of a local Benchmarking Analysis group 

with data collected by treasury advisors LINK Asset Services which 

includes data from 11 other Local Authorities and 17 other police bodies.  

The Q1 Benchmarking return on investment results for June 2018 indicate 

the performance for the PCC for Sussex at 0.75% which was below that of 

the overall benchmarking group but above the other police forces within 

that group.   

The PCC for Sussex returns exceeded the Model Rate of Return by 0.15%.  

June 2018 benchmarking results on a Weighted Average Rate of Return 

(WARoR) basis were as follows: 

 

 

 

 

 

Performance Group WARoR  

The PCC for Sussex 0.75% 

Benchmarking Group 8 0.89% 

Police  0.55% 

Model 0.61% 
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4.1.4 Extrapolation of the income forecast based on actual interest received in 

the first five months of the 2018/19 year, as compared with the original 

budget is summarised in the table below: 

Movement from original investment income budget  £’000 

Original Budget 500 

Higher average investment portfolio than budget (£30k)   0 

Higher rate of return than budget estimate (0.05%)   37 

Net Interest receivable forecast  537 
 

4.1.5 The revised annual forecast calculation of investment interest, based on 

information known in August 2018, for the purpose of internal 

management consideration was a slight reduction to £496,865 from 

£500,000.  This takes into consideration increased interest rates and the 

decrease in portfolio size towards the end of the financial year, as 

illustrated in the table below.   

2018/19 Interest Forecast 
Actuals 
Apr-Aug 

Forecast 
Sep-Mar 

Total 

Average portfolio £'000 70,030 56,777 62,332 

Average rate of return % 0.77% 0.82% 0.80% 

Net Interest receivable £'000 225 272 497 
 

4.1.6 Interest rates have been at historic lows for several years.  The Bank Rate 

has been expected to increase gradually and on the 2 August 2018, the 

Bank of England announced the second increase from 0.50% to 0.75% 

(the first increase from 0.25% to 0.50% being on 2 November 2017).  

4.2 Investment Portfolio Activity 2018/19 

4.2.1 In accordance with the Code and the Treasury Management Strategy 

Statement (TMSS) for 2018/19, the PCC gives priority to the security of 

capital followed by liquidity, and then to obtain an appropriate level of 

return which is consistent with the PCC’s risk appetite.   

4.2.2 The PCC held £77.7m of investments as at 31 August 2018 (£57.3m at 31 

March 18). 

4.2.3 During 2018/19 the PCC for Sussex operated two instant access call 

accounts with UK-regulated banks (Santander) and six Sterling Money 

Market Funds, where funds can be deposited and withdrawn without 

notice. 
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4.2.4 The following table illustrates the portfolio movement during the year.  

Appendix II gives a full list of Investments held at 31 August 2018. 

Investment 
2017/18 2018/19 2018/19 2018/19 

31-Mar-18 Purchased Redeemed 31-Aug-18 

£m £m £m £m 

UK Banks – Fixed Deposits 20.0 30.0 (20.0) 30.0 
Non UK Banks – Fixed 

Deposits 
5.0 20.0 (15.0) 10.0 

UK Banks – Call Accounts 20.0 0.0 0.0 20.0 

Money Market Funds 12.2 170.8 (165.4) 17.6 

Heritable Bank (i) 0.1 0.0 0.0 0.1 

TOTAL 57.3 220.8 (200.4) 77.7 

 (i) Excludes £0.1m remaining impairment recognised in the 2008-09 accounts 

4.2.5 The slight increase in average investment portfolio at 31 August 2018 

reflects timing of receipt of government grants and precepts from local 

authorities, along with timing of capital and revenue expenditure in year. 

4.2.6 There was a single day breach of the maximum 85% proportion for 

investments at variable rate as per the TMSS.  This occurred on 29 May 

2018 due to timing of new fixed investments when 91% of the total 

portfolio held was at variable rate.  A fixed term investment of £5m with 

Qatar National Bank was purchased on the following day, bringing the total 

variable investments down to 81% and within the TMSS target.  This was 

a planned departure from the stated investment proportions and was 

discussed in advance and agreed with the CFO in the Treasury 

Management meeting held on 22 May 2018.  

4.3 Liquidity 

4.3.1 The maximum period for investments with UK Banks of medium quality 

(Fitch long term rating of A or equivalent) was set at 364 days within the 

TMSS for 2018/19.  During the 5 months to August 2018 there were no 

long term investments placed for fixed term deposits requiring specific 

approval by the PCC. 

4.3.2 The maturity profile of the PCC’s investments is shown in the following 

table: 

Deposits with financial 
institutions 

2017/18 2018/19 

31-Mar-18 30-Jun-18 31-Aug-18 

  £m £m £m 

Instant Access Call Accounts 12.2 21.9 17.6 

Less than 1 month 10.0 5.0 0.0 

1 month to 3 months 15.0 5.0 10.0 

3 months to 6 months 10.0 10.0 30.0 

6 months to 1 year 10.0 10.0 20.0 

1 year to 2 years 0.0 0.0 0.0 

Heritable Bank(i) 0.1 0.1 0.1 

TOTAL 57.3 52.0 77.7 
 (i)Heritable deposits not shown in specific time periods as final repayment dates unknown 
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4.4 Heritable Bank 

4.4.1 The former Sussex Police Authority had three deposits with Heritable Bank 

totalling £6.8m when Heritable was taken into administration in October 

2008.  An original claim of £6.8m was submitted to the administrators 

Ernst & Young in November 2008, which included interest accrued of 

£44,828. 

4.4.2 Total repayments received to date amount to £6.7m representing 98.6% 

of the total claim against investments in Heritable Bank. 

4.4.3 Full recovery is expected but timing is still uncertain. 

4.4.4 A loan impairment of £1.36m (20%) was recognised in the 2008/09 

accounts as a prudent forecast of potential loss.  This provision was 

reversed to the extent of £0.994m in 2013/14 and £0.273m in 2015/16 to 

reflect repayment amounts received in excess of expectations at the time 

of impairment.  The remaining impairment of £0.093m reflects the 

principal value of the investment not yet recovered as at 31 August and 

the overall carrying value of the Heritable bank investment in the books of 

the PCC is £Nil. 
 

4.5 Credit Risk 

4.5.1 Analysis of the PCC’s investment portfolio by long term credit rating is 

shown in the following table: 

Deposits with financial 
institutions 

2017/18 2018/19 

31-Mar-18 30-Jun-18 31-Aug-18 

£m £m £m 

AAA rated counterparties (i) 12.2 21.9 17.6 

A+ rated counterparties (ii) 5.0 10.0 10.0 

A rated counterparties (iii) 40.0 20.0 50.0 

Heritable Bank (iv) 0.1 0.1 0.1 

TOTAL 57.3 52.0 77.7 

(i) Money Market Funds 

(ii) Qatar and National Bank of Canada 
(iii) Close Brothers, Goldman Sachs International Bank, Sumitomo Mitsui Banking 

Corporation Europe Ltd, Santander UK Plc and Barclays Bank 

(iv) Heritable 
 

4.5.2 Borrowing 

4.5.3 The PCC’s capital financing requirement (CFR) for 2018/19 is £17.411m.  

The CFR denotes the PCC’s underlying need to borrow for capital purposes.  

If the CFR is positive the PCC may borrow from the PWLB or the market 

(external borrowing) or from internal balances on a temporary basis 

(internal borrowing).  The balance of external and internal borrowing is 

generally driven by market conditions.   

4.5.4 At 31 August 2018 the PWLB long-term borrowing held by the PCC for 

Sussex amounted to £4.5m which will be fully matured in 13 years. Total 
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interest of £0.2m will be payable to PWLB in 2018/19 relating to the long-

term borrowing by the PCC, representing an average interest rate of 

4.5%. 

 

4.5.5 No new external borrowing was taken in the first five months of 2018/19 

nor anticipated during this financial year.  All daily cash flow shortages are 

funded by withdrawals from instant access accounts and Money Market 

Funds held by the PCC. 

4.5.6 Use of internal resources in lieu of borrowing by the PCC continued to be 

the most cost effective means of funding capital expenditure.  This also 

lowers overall treasury risk by reducing both external debt and temporary 

investments. 

4.5.7 The long-term borrowing portfolio continues to be periodically reviewed in 

consultation with treasury management advisors (LINK Asset Services).  

Whilst there are several claims that competitive alternative borrowing 

sources to the PWLB are available, the PWLB remains the preferred source 

of borrowing give the transparency and control that its facilities continue 

to provide. 

4.5.8 Trends and variations in PWLB certainty rates are illustrated in Appendix 

V.   

4.6 Debt Rescheduling 

4.6.1 Debt rescheduling opportunities have been very limited in the current 

economic climate given the consequent structure of interest rates, and 

following the increase in the margin added to gilt yields which has 

impacted PWLB new borrowing rates since October 2010.  No debt 

rescheduling was undertaken during the first five months of 2018/19. 

4.6.2 The premium is still very expensive to redeem the loans in the PCC’s 

portfolio and therefore unattractive for debt rescheduling.  No debt 

rescheduling activity was undertaken as a consequence.    

4.6.3 The PCC will continue to first assess early repayment or rescheduling 

against the requirements of the business plan and any future borrowing 

requirements.  Where rescheduling is appropriate, the PCC will consider 

alternative refinancing to achieve cost savings and a reduction in risk. 

PWLB 

LOAN 

PWLB 

No. 

Date of 

Advance 

Maturity 

Date 

Interest 

Rate 

Amount      

£ 

Annual 

Interest   

£ 

Loan 1 489785 31-Mar-05 01-Mar-31 4.85 1,250,000 60,625 

Loan 2 490633 24-Oct-05 01-Jun-31 4.45 1,250,000 55,625 

Loan 3 491430 31-Mar-06 01-Mar-32 4.25 1,000,000 42,500 

Loan 4 492302 02-Oct-06 01-Jun-32 4.25 1,000,000 42,500 

TOTAL     4,500,000 201,250 
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5 Prudential Indicators 

5.1 The PCC’s Capital Position 

5.1.1 The following table shows the latest budget for capital expenditure and the 

adjustments approved since the original capital budget was agreed by the 

PCC in February 2018. 

Capital Expenditure by 

Investment Portfolio 

Original 

Budget  

£m 

Approved 

Adjustments 

£m 

Revised 

Budget  

£m 

Information Technology Strategy 4.117 1.098 5.215 

Fleet Strategy 4.746 0.926 5.672 

Operations 0.562 0.944 1.506 

Estates Strategy Investment 2.465 4.291 6.756 

Digital Policing 0 7.232 7.232 

Emergency Services Network 0 1.930 1.930 

People Services 0 1.659 1.659 

Total Planned Spend 11.890 18.080 29.970 

 

The above adjustments represent  

 £9.848m increase for PCC approved carry forward from 2017/18  
 £1.000m increase Fleet revenue budget transfer to capital reserves 
 £7.232m increase for Digital Policing funded by Home Office 

transformation grant 
 

5.2 Planned Capital Financing 2018/19 

5.2.1 The table below illustrates planned financing of the capital expenditure 

plans for 2018/19.  

  

Original 

Estimate 

£000 

Approved 

Adjustments 

£000 

Revised 

Estimate 

£000 

Total Planned Spend 11.890 18.080 29.970 

Financed by:       

Capital Grants 0.906 7.232 8.138 

Revenue contribution 2.059 0 2.059 

Capital Receipts 7.250 0 7.250 

Reserves 1.675 10.848 12.523 

Total Financing 11.890 18.080 29.970 

Borrowing Requirement 0 0 0 

 

5.2.2 Changes to the Prudential Indicators for the Capital Financing Requirement 

(CFR), External Debt and the Operational Boundary. 

The following table shows the CFR, which indicates the underlying external 

need to incur borrowing for a capital purpose.  It also shows the expected 

debt position over the period, which is termed the Operational Boundary.  
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5.2.3 2018/19 performance is on target against the original Prudential Indicator 

forecasts for the Capital Financing Requirement, External Debt and 

Operational Boundary. 
 

5.3 Limits to Borrowing Activity 

5.3.1 The first key control over the treasury activity is a prudential indicator to 

ensure that over the medium term, net borrowing (borrowings less 

investments) will only be for a capital purpose.  Gross external borrowing 

should not, except in the short term, exceed the total of CFR in the 

preceding year plus the estimates of any additional CFR for 2018/19 and 

next two financial years.  This allows some flexibility for limited early 

borrowing for future years.  The PCC has approved a policy for borrowing 

in advance of need which will be adhered to if this proves prudent.   

* Includes on balance sheet PFI schemes and finance leases 

5.3.2 In the case of the PCC for Sussex, current gross debt does exceed the 

CFR.  Current gross debt relates to a long term PWLB loan of £4.5m in 

addition to long term liabilities for PFI contract repayment. 

5.3.3 The Chief Finance Officer confirms the PCC is not borrowing for revenue 

purposes.  It is not currently cost effective to repay the PWLB loan debt 

but this situation is under continual review and will be considered when 

economic circumstances make it viable. 

5.3.4 A further prudential indicator controls the overall level of borrowing.  This 

is the Authorised Limit which represents the limit beyond which borrowing 

 
2018/19 

Budget    

£m 

2018/19 

Amendments 

£m 

2018/19 

Actual   

£m 

Prudential Indicator – Capital Financing Requirement 

Total CFR 17.411 0 17.411 

Net movement in CFR (0.948) 0 (0.948) 
    

Prudential Indicator – External Debt / the Operational Boundary 

Long Term Borrowing 4.500 0 4.500 

Long Term PFI Liability 14.259 0 14.259 

Long Term Finance Lease Liability 0.624 0 0.624 

Total debt  31 March 19.383 0 19.383 

15% External Debt allowance 2.907 0 2.907 

Operational Borrowing Limit 22.290 0 22.290 

 
2018/19 

Budget    

£m 

2018/19 

Amendments 

£m 

2018/19 

Final     

£m 

Gross borrowing 4.500 0 4.500 

Plus other long term PFI liability 14.259 0 14.259 

Gross Debt 18.759 0 18.759 

CFR*  17.411 0 17.411 
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is prohibited, and needs to be set and revised by the PCC.  It reflects the 

level of borrowing which, while not desired, could be afforded in the short 

term, but is not sustainable in the longer term.  It is the expected 

maximum borrowing need with some headroom for unexpected 

movements. This is the statutory limit determined under section 3 (1) of 

the Local Government Act 2003.  

 

5.3.5 The Chief Finance Officer reports that no difficulties are envisaged for the 

current or future years in complying with this prudential indicator. 

A listing of Prudential Indicators can be found at Appendix I. 

6 Economic Update 

6.1 A review of economic performance to date and outlook can be found at 

Appendix VI. 

7 Regulatory Updates 

7.1 Fair Value Movements Consultation 2018  

The Ministry of Housing, Communities & Local Government (MHCLG) have 

issued a consultation on “Mitigating the impact of fair value movements on 

pooled investment funds on local authority budget setting” which closes on 

28 September 2018. 

https://assets.publishing.service.gov.uk/government/uploads/system/uplo

ads/attachment_data/file/728913/Condoc_-

_changes_to_the_capital_finance_and_accounting_regs.pdf 

The paper primarily covers the consequences of the introduction of the 

new Financial Instruments standard IFRS 9. It additionally includes a time 

extension to the equal pay regulation. 

The likelihood of a statutory over-ride for some elements of IFRS 9 

implementation has been flagged for some time. It remains quite a thorny 

issue for regulators, professional bodies and practitioners. On the one 

hand protection from any potential fair value difficulties would be 

welcomed by practitioners; the conflicting moral hazard for regulators may 

 

Authorised limit for 

external debt 

2018/19 

Original 

Indicator 

£m 

2018/19 

Amendments 

£m 

2018/19 

Revised 

Estimate  

£m 

Borrowing 4,500 0 4,500 

PFI long term liability 14,259 0 14,259 

Finance lease liability 624 0 624 

Additional external debt 2,907 0 2,907 

Additional contingency 15,000 0 15,000 

Total 37,290 0 37,290 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/728913/Condoc_-_changes_to_the_capital_finance_and_accounting_regs.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/728913/Condoc_-_changes_to_the_capital_finance_and_accounting_regs.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/728913/Condoc_-_changes_to_the_capital_finance_and_accounting_regs.pdf
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be that allowing protection from losses may encourage greater risk 

exposure. 

The problem areas for local authority organisations arising from IFRS 9 

include pooled investment vehicles, the expected credit loss model and 

disclosure requirements. 

There is regulatory sympathy for any difficulties emanating from the 

transition to IFRS 9, but the Government supports the aim of IFRS 9, 

being that the risks of borrowing and investment activities are properly 

recognised and reported. IFRS 9 may therefore encourage investment 

strategies to focus more on the fundamentals of suitability of any 

investment and the risk spreading of asset classes, whereby if the 

potential for loss with an instrument is too great the investment is 

liquidated and the investment strategy redrawn. 

The consultation touches on the current statutory over-ride in respect of 

capital expenditure, shielding revenue from the implication of losses. 

Whilst this seemingly negates any risk relating to equity, capital loan 

advances, investment properties etc., it does appear at odds with the 

MHCLG Minimum Revenue Provision Guidance issued in 2017. 

An underpinning principle of the local authority financial system is that all 

capital expenditure has to be financed either from capital receipts, capital 

grants (or other contributions) or eventually from revenue income. The 

broad aim of prudent provision is to require local authorities to put aside 

revenue over time to cover their CFR. In doing so, local authorities should 

align the period over which they charge MRP to one that is commensurate 

with the period over which their capital expenditure provides benefits. 

It will be up to each local authority organisation’s judgement how or 

whether this represents a problem, but the spirit of IFRS9 is to report and 

account for any losses. If a capital loan or other capital investment 

initiates an increase in the Capital Financing Requirement (CFR), any 

impairment will reduce the fair value of the asset, but not the CFR, 

resulting in a “debt” liability not matched by an asset. This may place a 

disproportionate burden on the income generated by the asset to meet 

“debt” obligations in relation to what the asset cost, compared to what it is  

now worth. 

At this stage we do not anticipate it will be a material issue for the Police 

and Crime Commissioner for Sussex. 

7.2 UK Banks – ring fencing  

The largest UK banks, (those with more than £25bn of retail / Small and 

Medium-sized Enterprise (SME) deposits), are required, by UK law, to 

separate core retail banking services from their investment and 

international banking activities by 1st January 2019.  This is known as 

“ring-fencing”.  Whilst smaller banks with less than £25bn in deposits are 
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exempt, they can choose to opt up. Several banks are very close to the 

threshold already and so may come into scope in the future regardless. 

 

Ring-fencing is a regulatory initiative created in response to the 2008 

global financial crisis.  It mandates the separation of retail and SME 

deposits from investment banking, in order to improve the resilience and 

resolvability of banks by changing their structure.  In general, simpler 

activities offered from within a ring-fenced bank, (RFB), will be focused on 

lower risk, day-to-day core transactions whilst more complex and “riskier” 

activities are required to be housed in a separate entity, a non-ring-fenced 

bank, (NRFB). This is intended to ensure that an entity’s core activities are 

not adversely affected by the acts or omissions of other members of its 

group. 

 

While the structure of the banks included within this process may have 

changed, the fundamentals of credit assessment have not. The PCC will 

continue to assess the new-formed entities in the same way that it does 

others and those with sufficiently high ratings, (and any other metrics 

considered), will be considered for investment purposes. 

7.3 Investment in non-financial investments 

The Ministry of Housing, Communities and Local Government (MHCLG) 

issued revised investment and MRP guidance on 2 February 2018. 

7.3.1 Investment guidance 

The MHCLG investment guidance focused particularly on non-financial 

asset investments.  As non-financial assets have been excluded from our 

TMSS, any changes in this area of investment guidance did not require any 

changes to our TMSS which deals solely with treasury type investments. 

 

The effective definition of a short-term investment as being repayable 

‘within 12 months’ in the 2010 investment guidance, has been removed 

from the 2018 guidance.  A long term investment is therefore now one for 

in excess of 365 days. (Our TMSS had previously included this change.)  

7.3.2 MRP guidance 

The MHCLG MRP guidance focused particularly on expenditure on 

purchasing non-financial asset investments.  As non-financial assets have 

been excluded from our Treasury Management Strategy Statement, any 

changes in this area of MRP guidance did not require any changes to our 

report.  

 

There are also changes to guidance on retrospective changes to MRP policy 

but this does not currently affect the PCC for Sussex. 
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8 Conclusion 

8.1 The PCC for Sussex has complied with relevant statutory and regulatory 

stipulations, which require the PCC to identify and where possible quantify 

the levels of risk associated with its treasury management activities. 

8.2 During the five months to 31 August 2018 the PCC complied with 

legislative and regulatory requirements.   

8.3 The Chief Finance Officer confirms compliance with the approved Treasury 

Management Strategy Statement for 2018/19 and that a prudent 

investment approach has been followed with priority given to security and 

liquidity of amounts invested over actual yield achieved. 

8.4 The Chief Finance Officer requests the Joint Audit Committee to note the 

Treasury Management mid-year report for the five months to 31 August 2018 

and recommend for approval by the PCC. 

 

IAIN McCULLOCH 

CHIEF FINANCE OFFICER 

 

Contact: Iain McCulloch, Chief Finance Officer 

Tel No: 01273 481582 

E-mail: Iain.McCulloch@sussex-pcc.gov.uk 
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APPENDIX I 

Prudential Indicators Forecast as at 31 August 2018 

Tax Base Base: 

BUDGET 

Aug-18   

Estimate 

2018/19 

Compliance at 31-Aug-18 

Impact of Capital Plans on Council Tax 2018/19 2018/19   

Impact on Council Tax (Band D Equivalent) 165.91 165.91 Yes no change 

Financial  BUDGET  Estimate   

  2018/19 2018/19   

 £ '000s £ '000s   

Capital Expenditure (excluding leasing and PFI) 11,890 29,970 Yes PCC approved changes 

Capital Financing Requirement (Inc. PFI / Leases) 17,411 17,411 Yes no change  

Authorised Borrowing Limit  37,290 37,290 Yes no extra borrowing in yr 

Operational Boundary 22,290 22,290 Yes no extra borrowing in yr 

Net Borrowing (35,500) (35,500) Yes, Investments >£77m 

Financing costs 2,400 2,400 Yes forecast costs ~£2m 

Net revenue Stream  (307,996) (307,996)   

Financing costs / Net revenue Stream 0.78% 0.78%   

Closing Liabilities as at 31 March  BUDGET Estimate   

 2018/19 2018/19   

  £ '000s £ '000s   

Long Term Borrowing - Fixed Rate (PWLB)          4,500           4,500  Yes no change 

Long Term PFI Liability - PFI  14,259  14,259  Yes no change 

Long Term Finance Lease Liability - Brighton East 624              624  Yes no change 

Total Long Term Debt 19,383 19,383 Yes no change 

15% x External Debt (Total Long term borrowing) 2,907 2,907 Yes no change 

Operational borrowing limit 22,290 22,290 Yes no change 

£15m additional        15,000         15,000  Yes no change 

Authorised borrowing limit 37,290 37,290 Yes no change 

Investments (40,000) (40,000) Yes portfolio av. £70m mth5 
Maximum investments at longer than 1 year (10,000) (10,050) Yes, no investments >1yr 

Maximum % investment longer than 1 year 25% 25% Yes, no investments >1yr 

Borrowing (actual external borrowing) 4,500 4,500 Yes no change 

Investments (40,000) (40,000) Yes portfolio av. £70m mth5 

Net Borrowing (35,500) (35,500)   

Treasury Management  BUDGET Estimate 

Estimate 

  

 2018/19 2018/19   

Compliance with CIPFA Code of Practice YES YES   

Debt Maturity: 10-15 Years 100% 100% Yes no change 

Actual Debt at Fixed Rate as % Net Borrowing 55% 55% Yes below maximum  

Actual Debt at Variable Rate as % Net Borrowing 14% 14% Yes below maximum  

Maximum % Borrowing at Fixed Rates 100% 100% Yes, 100% Fixed (PWLB) 

Maximum % Borrowing at Variable Rates 25% 25% Yes, no variable loans held 

Maximum % Investments at Fixed Rates 100% 100% Yes, can't exceed this limit 

Maximum % Investments at Variable Rates 85% 91% 
One single day breach - CFO 

approved in advance  

 91% Maximum Principal Invested > 364 days 25% 25% Yes, no investments >1yr 
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APPENDIX II 

Investment Portfolio as at 31 August 2018 

 

Counterparty 

Investments 

as at 

31-Aug-18 

£ 

UK Banks incorporated in UK:   

Barclays Bank 10,000,000 
Close Brothers 0 

Goldman Sachs 10,000,000 

National Bank of Canada 10,000,000 

Santander UK Plc 20,000,000 

Sumitomo Mitsui Banking Corp Eur Ltd 10,000,000 

Total Banks incorporated in UK 60,000,000 

Icelandic Banks in Administration*:   

Heritable Bank Ltd  93,049 

Total Icelandic Banks 93,049 

TOTAL UK BANKS 60,093,049 
Money Market Funds:   

Blackrock Heritage 7,600,000 

Federated Investors (UK) LLP  10,000,000 

Total Money Market Funds 17,600,000 

Total Investments 77,693,049 

 

*Banks incorporated inside or outside the EEA entitled to accept deposits through a 

branch in the UK are classified as UK Banks for the purposes of statistical reports to 

DCLG 
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APPENDIX III 

 

Investment Rate of Return  

Gross Investment Return as compared with the benchmark (7 day LIBID) and 

the Bank of England base rate 
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APPENDIX IV 

Investment Income Budget Performance 

  

2018/19 

  

BUDGET 
PORTFOLIO 

RATE OF 
RETURN 

BUDGET 
INTEREST 

  

£'000 % £'000 

Investment Portfolio 
 

70,000 0.71% 500 

INVESTMENT INCOME BUDGET 
 

70,000 
 

500 

     

     INTEREST SURPLUS COMPARED WITH BUDGET ASSUMPTIONS 
  

     OUTTURN TO 31-Aug-18 
 

2018/19 to Aug-18 

  

£'000 % £'000 

Average Portfolio (excluding PFI reserve)  
 

70,030 
  Average Investment Return Rate 

  

0.77% 225 

     

     

  

2018/19 

  
PORTFOLIO 

 
BUDGET 

INTEREST 

  
£'000 

 
£'000 

(a) Average investment portfolio < than assumed in original 
budget 30 0.71% 0 

(b) Actual rate of return > than assumed in original budget 
 

70,030 0.05% 37 

INTEREST SURPLUS/(DEFICIT) 
   

37 

     

     

  

2018/19 

  

ACTUAL 
PORTFOLIO 

RATE OF 
RETURN 

FORECAST 
INTEREST 

  

£'000 % £'000 

Average Investment Portfolio as at 31 August 2018 
 

70,030 0.77% 537 

ANNUAL INVESTMENT INCOME FORECAST  
 

70,030 
 

537 
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    APPENDIX V 

PWLB certainty rates as at 31 August 2018 

The graph and table below show the movement in PWLB certainty rates for the 

first six months of the year to date as provided by the PCC’s treasury advisor, 

Link Asset Services:    

  1 Year 5 Year 10 Year 25 Year 50 Year 

Low 1.48% 1.67% 2.09% 2.50% 2.25% 

Date 29/05/2018 29/05/2018 20/07/2018 20/07/2018 29/05/2018 

High 1.77% 1.98% 2.43% 2.79% 2.53% 

Date 16/04/2018 25/04/2018 25/04/2018 25/04/2018 25/04/2018 

Average 1.65% 1.83% 2.24% 2.63% 2.39% 

 

The following table illustrates the general trends in interest rates to August 

2018:  
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APPENDIX VI 

 

Economic Update  

Economic performance to date and outlook 

UK 

The first half of 2018/19 has seen UK economic growth post a modest performance, 

but sufficiently robust for the Monetary Policy Committee, (MPC), to unanimously (9-

0) vote to increase Bank Rate on 2nd August from 0.5% to 0.75%.  Although growth 

looks as if it will  only be modest at around 1.5% in 2018, the Bank of England’s 

August Quarterly Inflation Report suggested that growth will pick up to 1.8% in 

2019, albeit there were several caveats – mainly related to whether or not the UK 

achieves an orderly withdrawal from the European Union in March 2019. 

 

Some MPC members have expressed concerns about a build-up of inflationary 

pressures, particularly with the pound falling in value again against both the US 

dollar and the Euro.  The Consumer Price Index (CPI) measure of inflation is 

currently running at 2.5% but is expected to fall back towards the 2% inflation 

target over the next two years given a scenario of minimal increases in Bank Rate.  

The MPC has indicated Bank Rate would need to be in the region of 1.5% by March 

2021 for inflation to stay on track.  Financial markets are currently pricing in the next 

increase in Bank Rate for the second half of 2019. 

 

Unemployment is now at a 43 year low of 4% on the Independent Labour 

Organisation measure, but despite that, wage inflation is currently not overly-strong 

at 2.6% (including bonuses).  This is a global theme for the major economies of the 

world.  With UK wages running in line with the CPI measure of inflation, real earnings 

are, in effect, neutral.  Given the UK economy is very much services sector driven, 

any weakness in household spending power is likely to feed through into tepid 

economic growth.  This is another reason why the MPC will need to tread cautiously 

before increasing Bank Rate again, especially given all the uncertainties around 

Brexit.  Additionally, business sentiment surveys, such as the Purchasing Managers 

Index collated by Markit, suggest the UK is set for only modest GDP growth in the 

second half of 2018 with the monthly updated figure for annual growth being 1.5% 

as at the end of July.  The housing market is going through a weak phase – with 

UK-wide house price growth averaging 2 to 3%, but with London and the south-east 

experiencing price falls. 

 

Within the political arena, there is a risk that the current Conservative minority 

government may be unable to muster a majority in the Commons over Brexit.  

However, our central position is that Prime Minister May’s government will endure, 

despite various setbacks, along the route to Brexit in March 2019.  If, however, the 

UK faces a general election in the next 12 months, this could result in a potential 

loosening of monetary policy and therefore medium to longer dated gilt yields could 

rise on the expectation of a weak pound and concerns around inflation picking up. 
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Eurozone 

Growth has undershot early forecasts for a strong economic performance in 2018.   

In particular, data from Germany has been mixed and it could be negatively 

impacted by US tariffs on a significant part of manufacturing exports e.g. cars.   For 

that reason, although growth is still expected to be in the region of 2% for 2018, the 

horizon is now less clear.  

 

Interest rate forecasts  

The PCC’s treasury advisor, Link Asset Services, provided the following forecast: 

 

 

BANK 
RATE 

now previously 

Q1 2019 0.75% 0.75% 

Q1 2020 1.00% 1.00% 

Q1 2021 1.50% 1.50% 

 

The flow of generally positive economic statistics after the end of the quarter 

ended 30 June meant that it came as no surprise that the MPC came to a 

decision on 2 August to make the first increase in Bank Rate above 0.5% since 

the financial crash, to 0.75%.  However, the MPC emphasised again, that future 

Bank Rate increases would be gradual and would rise to a much lower 

equilibrium rate, (where monetary policy is neither expansionary of 

contractionary), than before the crash; indeed they gave a figure for this of 

around 2.5% in ten years’ time but they declined to give a medium term 

forecast.  We do not think that the MPC will increase Bank Rate in February 

2019, ahead of the deadline in March for Brexit.  We also feel that the MPC is 

more likely to wait until August 2019, than May 2019, before the next increase, 

to be followed by further increases of 0.25% in May and November 2020 to 

reach 1.5%. However, the cautious pace of even these limited increases is 

dependent on a reasonably orderly Brexit. 
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The balance of risks to the UK: 
 The overall balance of risks to economic growth in the UK is probably 

neutral. 
 The balance of risks to increases in Bank Rate and shorter term PWLB 

rates, are probably also even and are broadly dependent on how strong 
GDP growth turns out, how slowly inflation pressures subside, and how 
quickly the Brexit negotiations move forward positively.  

 

Downside risks to current forecasts for UK gilt yields and PWLB rates 

currently include:  

 Bank of England monetary policy takes action too quickly over the next 

three years to raise Bank Rate and causes UK economic growth, and 
increases in inflation, to be weaker than we currently anticipate.  

 Geopolitical risks, especially North Korea, but also in Europe and the 
Middle East, which could lead to increasing safe haven flows.  

 Austria, the Czech Republic and Hungary now form a strongly anti-
immigration bloc within the EU while Italy, this year, has also elected a 

strongly anti-immigration government.  In the German general election of 
September 2017, Angela Merkel’s CDU party was left in a vulnerable 
minority position as a result of the rise of the anti-immigration AfD party.  
To compound this, the result of the Swedish general election in September 

2018 has left an anti-immigration party potentially holding the balance of 
power in forming a coalition government. The challenges from these 
political developments could put considerable pressure on the cohesion of 
the EU and could spill over into impacting the euro, EU financial policy and 

financial markets.  
 A resurgence of the Eurozone sovereign debt crisis, possibly Italy, due to 

its high level of government debt, low rate of economic growth and 
vulnerable banking system, and due to the election in March of a 

government which initially made a lot of anti-austerity noise, though it has 
back tracked on this more recently due to the consequent rise in Italian 

bond yields as investors became concerned. 
 The imposition of trade tariffs by President Trump could negatively impact 

world growth. President Trump’s specific actions against Turkey pose a 
particular risk to its economy which could, in turn, negatively impact 

Spanish and French banks which have significant exposures to loans to 
Turkey.  

 Weak capitalisation of some European banks. 

 Rising interest rates in the US could negatively impact emerging countries 

which have borrowed heavily in dollar denominated debt, so causing an 
investor flight to safe havens e.g. UK gilts.   

 

Upside risks to current forecasts for UK gilt yields and PWLB rates 

 President Trump’s fiscal plans to stimulate economic expansion causing a 
significant increase in inflation in the US and causing further sell offs of 

government bonds in major western countries. 
 The Federal Bank causing a sudden shock in financial markets through 

misjudging the pace and strength of increases in its Federal Bank Funds 
Rate and in the pace and strength of reversal of QE, which then leads to a 
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fundamental reassessment by investors of the relative risks of holding 
bonds, as opposed to equities.  This could lead to a major flight from 
bonds to equities and a sharp increase in bond yields in the US, which 

could then spill over into impacting bond yields around the world. 
 The Bank of England is too slow in its pace and strength of increases in 

Bank Rate and, therefore, allows inflation pressures to build up too 
strongly within the UK economy, which then necessitates a later rapid 

series of increases in Bank Rate faster than we currently expect.  
 UK inflation, whether domestically generated or imported, returning to 

sustained significantly higher levels causing an increase in the inflation 
premium inherent to gilt yields.  
 

Monetary Policy 

The Bank of England’s Monetary Policy Committee (MPC) sets monetary policy to 
meet the 2% inflation target, and in a way that helps to sustain growth and 

employment. At its meeting ending on 1 August 2018, the MPC voted 
unanimously to increase Bank Rate by 0.25 percentage points, to 0.75%. 
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APPENDIX VII 

Treasury Management Strategy Statement 2018/19 

 

The 2018/19 TMSS is available for view on the website of the Police and Crime 

Commissioner for Sussex and/or via the following link: 

https://www.sussex-pcc.gov.uk/media/3176/item-18-02-tmss-2018-19-sussex-

pcc.pdf 

 

 

 

 

 

  

https://www.sussex-pcc.gov.uk/media/3176/item-18-02-tmss-2018-19-sussex-pcc.pdf
https://www.sussex-pcc.gov.uk/media/3176/item-18-02-tmss-2018-19-sussex-pcc.pdf
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APPENDIX VIII 

To:  Joint Audit Committee 

Date:  25 September 2018 

By:  Chief Finance Officer 

Title:  Treasury Management Ethical Investments Review  
 

Purpose of Report:  

To ensure that an effective system of scrutiny is in place in respect of Treasury 

Management, strategy, policies and practices. 

This report presents a review and consideration of the ethical nature of 

investments following a request from the Joint Audit Committee (JAC) to review 

the ethical nature of investments and identify if it is possible to determine the 

ethical use of our deposits with the institutions we use. 

Terms of Reference: 

As set out in the Committee’s terms of reference, the Committee is responsible 

for; 

10.  Ensuring that an effective system of scrutiny is in place in respect of 

Treasury Management, strategy, policies and practices. 
 

Recommendations – the Joint Audit Committee is recommended to:  

 Note the report. 
 

1 Background: 

1.1 The current Treasury Management Strategy Statement (TMSS) and 

supporting Treasury Management Practice notes (TMP’s) make no 

reference to ethical investment or ethical criteria for investing cash funds. 

 

1.2 The Joint Audit Committee have questioned whether ethical criteria could 

be employed with reference to investing surplus cash balances of Sussex 

Police, typically on a short term basis and often for periods less than a 

year. 

 

1.3 Ethical investment means placing funds and selecting investments in a 

manner that reflects an organisation’s ethical values.  This can take the 

form of positive values to be encouraged or negative values to be avoided: 

 

 

 

Positive Values Negative Values 
Positive Environmental Policy Pollution Convictions 

Community Involvement Poor Human Rights Record 

Equal Opportunities Nuclear Power 
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1.4 This is a contentious and subjective area and negative criteria for one 

organisation may be positive for another depending on local 

circumstances. 

 

2 Findings: 
 

2.1 Other Local Authorities 

 
2.1.1 Many local authorities with responsibilities for pension funds have 

considered the extent to which ethical investment criteria should influence 
the placement or withdrawal of investments in shares, bonds and various 
funds, particularly on a long term basis, to provide for the payment of 
pensions to future pensioners. 

 

2.1.2 There are major difficulties with this and as far as we are aware, no local 

authority has adopted an ethical investment policy for the placing of 
surplus cash. 

 

2.1.3 All local authority organisations, including police bodies have obligations 

to: 
 Implement the CIPFA Code of Practice on Treasury Management 

 Implement investment guidance by the CLG 
 Achieve optimal performance in investment returns 

 

2.1.4 Recent changes to regulations have widened the number of asset classes 

Local Authorities can use so it’s possible that some of those may provide 

easier access to ethical investing. 
 

2.1.5 One key difficulty with ethical investment is that it has potentially as many 
different definitions as the people who raise this issue.  In other words, 

the first step in making an attempt at determining an ethical investment 
policy is for an authority to provide a really clear definition of precisely 
what it is aiming at and the criteria by which the policy will be put into 
effect. 

 
2.2 Pension Advisors 

 

2.2.1 Discussion with the Treasury Management Advisors LINK confirmed that 

there is not much that can be done in terms of “tracking” what happens to 
a deposit because the most likely route of an investment deposit is that it 
joins a pool of investment deposits, which can then be used for a wide 

range of operations within the bank or lending institution. 

 

2.2.2 It is possible to look at the entity itself to see if there is anything that we 

would find disconcerting about the way it operates its overall business.  
This could involve requests for environmental, social and/or governance 

policies from the entities used, to ensure they meet standards acceptable 
to us. 
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2.2.3 There is a ‘human rights risk index’ which looks at issues at a national 
level, but does not drill down into individual banks or lending institutions.  

This means you’d have to look further to see if our chosen banks and 
lending institutions are majority government owned or at all subsidised to 
assess whether they are likely to be complicit on any national issues 
reflected in the human rights risk index. 

 

2.2.4 There are examples of banks that purport to operate more ethically such 

as the Co-operative Bank and Triordos Bank (Cyprus based), however, 
neither of these examples would be of sufficient credit standing to meet 

the criteria set out in the current Investment Strategy. 
 

2.3 Practical Problems to Adopting an Ethical Investment Policy for 
Cash Surpluses  

 

2.3.1 The topic of ethical investment is very common in the field of pension 

funds where the fund manager has a very wide range of permitted 
investments e.g. domestic and international equities, bonds, corporate 

paper and property, derivatives, unlisted securities, currencies, unit trusts. 
 

2.3.2 There are however a number of practical problems that make an ethical 
investment policy more difficult to adopt. 
 
 Inter-bank lending 
 

It is theoretically possible to select counterparties which have a specific 

policy on ethical investments, however it is common practice for banks 

with cash surpluses to lend to other banks which may not fit the same 

ethical criteria. 

 Diversification 
 

There are very few banks which have a strong ethical stance, the 

Cooperative Bank being the main one.  It is generally not advised to have 

100% risk exposure with one counterparty and it would go against the 

CIPFA Code of Practice on Treasury Management to avoid over 

concentration of investments and to ensure proper management of risk by 

adopting suitable creditworthiness criteria. 

The DCLG’s investment guidance also requires all specified investments to 

be of high credit quality.  Any investments without high credit quality must 

be classified as being non-specified and their use justified in the annual 

treasury management strategy report.  

 Credit ratings 
 

A further decision would need to be made where an ethical investment 

opportunity had credit ratings warning of financial insecurity – as to which 

policy would take precedence? 
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 Public view of losses on ethical investments 
 

In the case where an ethical policy were to take precedence over the use 

of  high credit worthiness ratings to choose counterparties, it could be 

difficult to explain that decision to adopt an ethical investment to council 

tax payers in the event of the ethical provider getting into financial trouble 

resulting in losses to be covered by council tax precept. 

 Optimal investment returns 
 

Local authority and police bodies are required to achieve best value by 

considering the three investment principles of security, liquidity and yield 

in that order.  Implementation of these principles is subject to regular 

inspection and scrutiny by internal and external audit. An ethical 

investment policy may therefore be non-compliant with CIPFA and DCLG 

guidance.  An adverse audit report could arise if investment performance 

is sub-optimal because of a decision to adopt an ethical investment policy.  

The organisation (and JAC members) would then have to justify the policy, 

why (if) it is not compliant with CIPFA and DCLG. 

 Council Tax 
 

Council tax payers may not be willing to support a higher council tax 

charge, or a lower level of policing service, due to poorer returns on 

ethical investments. 

 Legal issues 
 

Local authority and PCCs owe a duty to the taxpayer to deploy financial 

resources available to it, to the best advantage.  This clearly indicates an 

obligation to obtain the best possible financial return from investments 

which may be available, but offers discretion to choose how those 

investments can be made.  An authority or policing body must not 

therefore reach an investment decision so unreasonable that no 

reasonable authority or policy body would have made.  

 Other issues 
 

Currently the average investment portfolio is £77.9m and due to reduce 

significantly over the next few years. This will reduce our influence to 

demand ethical criteria are met by potential investment providers. 

The treasury management team is very small and an ethical policy would 

increase significantly the time required to investigate, assess, gain the 

necessary approvals and make arrangements for ethical investments.  

There would also be a significant training requirement for all staff involved.  

Although the treasury management advisors can help us understand 

ethical investment issues, it is more difficult for them to apply standard 

criteria for us to gain certainty over assurances that our investments will 

fit ethical criteria for the reasons noted above. 
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3 Conclusion: 

 

3.1 The PCC for Sussex has considered the potential for an ethical investment 

policy, however there are major difficulties with this and as far as we are 

aware, no local authority has yet adopted an ethical investment policy for 

the placing of surplus cash. 

 

3.2 The PCC for Sussex is not currently in a position to be able to develop and 

deliver a policy that can be guaranteed to only include ethical investments 

and remain compliant with current best practice guidance. 

 

3.3 Base criteria therefore remain as Security, Liquidity and Yield. 

 

 

 

 

 

 

 


