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Agenda Item No. 11 

To:  Joint Audit Committee 

Date:  30 September 2019 

By:  Chief Finance Officer 

Title:  Treasury Management Mid-Year Report 2019/20 

 

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 

2019. 

 

The Police and Crime Commissioner for Sussex - 2019/20 Treasury Management 

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

website as follows;  

https://www.sussex-pcc.gov.uk/media/3999/014-tmss.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:  

 Review the Treasury Management mid-year report for the five months to 
31 August 2019 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 2019/20 Treasury Management Strategy Statement (TMSS). 

1.2 The report and TMSS are attached. 

2 Financial Considerations 

https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
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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 

 £58.2m of investments were held at 31 August 2019. 

 Interest of £0.192m was received which was £0.018m less than expected 

to 31 August. 

 Gross investment return of 0.88% was achieved for the 5 months to 31 

August against 7 day LIBID of 0.57%.   

 The last benchmark report was as at 30 June when the benchmark for 

other police bodies within our benchmarking group was 0.81% and the 

group as a whole was 1.03%. The PCC for Sussex was 0.97% at that date 

which compares favourably against other similar organisations. 

 The Bank of England Base Rate has remained the same at 0.75% since 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 19 June 

2019 due to timing of new fixed investments when 86% of the total 

portfolio held was at variable rate.   

 There was no change in the Capital Financing Requirement and other 

Prudential Indicators are within approved limits. 

 

 

 

https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
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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 2019. 

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 2019/20 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 2019/20 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 2019/20; 
 Review of the PCC’s borrowing strategy for 2019/20; 
 Review of any debt rescheduling undertaken during 2019/20; 

 Review of compliance with Treasury and Prudential Limits for 2019/20. 
 

https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
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3 Treasury Management Strategy Update 

3.1 The Treasury Management Strategy Statement (TMSS) for 2019/20 was 

approved by the PCC on 25 March 2019 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 2019/20 was approved by the Commissioner following 

recommendation from JAC on 21 March 2019 (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. 

 

  

https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
https://www.sussex-pcc.gov.uk/media/4327/033-tm-annual-report-paper.pdf
https://www.sussex-pcc.gov.uk/about/transparency/how-we-work/
https://www.sussex-pcc.gov.uk/about/transparency/how-we-work/
https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
https://www.sussex-pcc.gov.uk/about/transparency/joint-audit-committee/
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4 Investment Performance 

4.1 Interest Receivable 

4.1.1 The PCC’s budgeted investment return for the 2019/20 year is £0.5m and 

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

2019 was £0.192m. This is illustrated in Appendix IV. 

4.1.2 The PCC’s daily average investment portfolio of £52.29m for the five 

month period to 31 August 2019 generated a gross investment return of 

0.88%.  This exceeded the average 7 Day LIBID benchmark of 0.57% by 

0.31% and the average UK Bank Rate of 0.75% by 0.13%.  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 2019 indicate 

the performance for the PCC for Sussex at 0.97% 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 0.06%.  

June 2019 benchmarking results on a Weighted Average Rate of Return 

(WARoR) basis were as follows: 

 

 

 

 

 

 

Performance Group WARoR  

The PCC for Sussex 0.97% 

Benchmarking Group 8 1.03% 

Police  0.81% 

Model 0.91% 
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4.1.4 Extrapolation of the income forecast based on actual interest received in 

the first five months of the 2019/20 year, as compared with the original 

budget is summarised in the table below and in Appendix IV: 

Movement from original investment income budget  £m 

Original Budget  0.500 

Lower average investment portfolio than budget by £17.7m 

)   

(0.127) 

Higher rate of return than budget estimate by 0.161%   0.084 

Net Interest receivable forecast  0.457 
 

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

information known in August 2019, was considered for the purpose of 

internal management. No adjustment has been made to the forecast but 

this will be monitored on a monthly basis for the rest of the year.  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.   

2019/20 Interest Forecast 
Actuals 

Apr-Aug 

Forecast 

Sep-Mar 
Total 

Average portfolio £m 52.285 51.555 51.860 

Average rate of return % 0.88% 0.88% 0.88% 

Net Interest receivable £m 0.192 0.265 0.457 
 

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

England Base Rate has remained at 0.75% since the 2 August 2018.  

4.2 Investment Portfolio Activity 2019/2020 

4.2.1 In accordance with the Code and the Treasury Management Strategy 

Statement (TMSS) for 2019/20, 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 £58.193m of investments as at 31 August 2019 (£46.493m 

at 31 March 19). 

4.2.3 During 2019/20 the PCC for Sussex operated one instant access call 

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

Market Funds, where funds can be deposited and withdrawn without 

notice. 

  

https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
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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 2019. 

Investment 

2018/19 2019/20 2019/20 2019/20 

31-Mar-19 Purchased Redeemed 31-Aug-19 
£m £m £m £m 

UK Banks – Fixed Deposits 14.0 21.0 (14.0) 21.0 

Non UK Banks – Fixed 

Deposits 
10.0 22.0 (14.0) 18.0 

UK Banks – Call Accounts 10.0 5.0 10.0 5.0 

Money Market Funds 12.4 153.8 (152.1) 14.1 

Heritable Bank (i) 0.1 0.0 0.0 0.1 

TOTAL 46.5 201.8 (190.1) 58.2 

 (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 2019 

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 19 June 

2019 due to timing of two new fixed investments when 86% of the total 

portfolio held was at variable rate.   

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 365 days within the 

TMSS for 2019/20.  During the 5 months to August 2019 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 

2018/19 2019/20 

31-Mar-19 30-Jun-19 31-Aug-19 

  £m £m £m 

Instant Access Call Accounts 12.4 7.4 14.1 

Less than 1 month 14.0 10.0 6.0 

1 month to 3 months 10.0 0.0 24.0 

3 months to 6 months 10.0 6.0 14.0 

Heritable Bank(i) 0.1 0.1 0.1 

TOTAL 46.5 23.5 58.2 

 (i)Heritable deposits not shown in specific time periods as final repayment dates unknown 

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 including interest accrued of £44,828. 

https://www.sussex-pcc.gov.uk/media/3999/014-tmss.pdf
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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 

2018/19 2019/20 

31-Mar-19 30-Jun-19 31-Aug-19 

£m £m £m 

AAA rated counterparties (i) 

AA rated counterparties (ii) 

12.4 

4.0 

7.4 

0.0 

14.1 

0.0 

A rated counterparties (iii) 30.0 0.0 9.0 

A+ rated counterparties (iv) 

AA- rated counterparties (v) 

0.0 

0.0 

16.0 

0.0 

26.0 

9.0 

Heritable Bank  0.1 0.1 0.1 

TOTAL 46.5 23.5 58.2 

(i) Money Market Funds 
(ii) Thurrock Borough Council  
(iii) Santander, Qatar, Goldman Sachs International Bank 18/9 & Sumitomo Mitsui 19/20 
(iv) Lloyds, Qatar, Santander, Standards Chartered 
(v) First Abu Dhabi 

 

4.5.2 Borrowing 

4.5.3 The PCC’s capital financing requirement (CFR) for 2019/20 is £16.755m.  

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 2019 the PWLB long-term borrowing held by the PCC for 

Sussex amounted to £4.5m which will be fully matured in 13 years. Total 

interest of £0.2m will be payable to PWLB in 2019/20 relating to the long-

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

4.5%. 
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4.5.5 No new external borrowing was taken in the first five months of 2019/20 

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 2019/20. 

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 assess early repayment or rescheduling against 

the requirements of the budget 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 2019. 

Capital Expenditure by 

Investment Portfolio 

Original 

Budget  

£m 

Approved 

Adjustments 

£m 

Revised 

Budget  

£m 

Information Technology  5.073 2.397 

 

7.470 

Fleet  4.199 1.257 5.456 

Video Enabled Justice - 0.163 0.163 

Digital Policing - 12.911 12.911 

Enterprise Resource Planning 2.100 0.423 2.523 

Operational Investments 2.496 1.217 3.712 

Estates Strategy  5.468 5.272 10.740 

Total Planned Spend 19.336 23.640 42.976 

 

5.1.2 The above adjustments include additional Home Office grant funding for 

the Digital Policing Programme and Video Enabled Justice in addition to 

approved slippage brought forward from 2018/19 and other virements 

approved by the PCC up to 30 June 2019. 

5.2 Planned Capital Financing 2019/20 

5.2.1 The table below illustrates planned financing of the capital expenditure 

plans for 2019/20.  

  

Original 

Estimate 

£000 

Approved 

Adjustments 

£000 

Revised 

Estimate 

£000 

Total Planned Spend 19.335 - 42.976 

Financed by:      

Capital Grants 0.925 13.074 13.999 

Revenue contribution 3.220 - 3.220 

Capital Receipts 4.825 4.425 9.250 

Reserves 10.366 6.141 16.506 

Total Financing 19.336 23.640 42.976 

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. 

5.2.3 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.  

https://www.sussex-pcc.gov.uk/media/3893/council-tax-precept-revenue-and-capital-budgets-2019-20-final-08022019.pdf
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5.2.4 2019/20 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 2019/20 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 

 
2019/20 

Budget    

£m 

2019/20 

Amendments 

£m 

2019/20 

Actual   

£m 

Prudential Indicator – Capital Financing Requirement 

Total CFR 16.755 0 16.755 

 
Net movement in CFR (0.656) 0 (0.656) 
    

Prudential Indicator – External Debt / the Operational Boundary 

Long Term Borrowing 4.500 0 4.500 

Long Term PFI Liability 13.760 0 13.760 

Long Term Finance Lease Liability 0.598 0 0.598 

Total debt 31 March 18.858 0 18.858 

15% External Debt allowance 2.829 0 2.829 

Operational Borrowing Limit 21.687 0 21.687 

 

 
2019/20 

Budget    

£m 

2019/20 

Amendments 

£m 

2019/20 

Final     

£m 

Gross borrowing 4.500 0 4.500 

Plus other long term PFI liability 13.760 0 13.760 

Gross Debt 18.260 0 18.260 

CFR*  16.755 0 16.755 

https://www.sussex-pcc.gov.uk/media/3893/council-tax-precept-revenue-and-capital-budgets-2019-20-final-08022019.pdf
https://www.sussex-pcc.gov.uk/media/3893/council-tax-precept-revenue-and-capital-budgets-2019-20-final-08022019.pdf
https://www.sussex-pcc.gov.uk/media/3893/council-tax-precept-revenue-and-capital-budgets-2019-20-final-08022019.pdf
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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. 

5.3.6 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 Changes in risk appetite  

The 2018 CIPFA Codes and guidance notes have placed enhanced 

importance on risk management. Where an organisation changes its risk 

appetite e.g. for moving surplus cash into or out of certain types of 

investment funds or other types of investment instruments, this change in 

risk appetite and policy should be brought to the attention of the PCC and 

Joint Audit Committee members in treasury management update reports.  

We confirm there has been no change to risk appetite during this year. 

7.1.1 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 

 

Authorised limit for 

external debt 

2019/20 

Original 

Indicator 

£m 

2019/20 

Amendments 

£m 

2019/20 

Revised 

Estimate  

£m 

Borrowing 4.500 0 4.500 

PFI long term liability 13.760 0 13.760 

Finance lease liability 0.598 0 0.598 

Additional external debt 2.829 0 2.829 

Additional contingency 15.000 0 15.000 

Total 36.687 0 36.687 
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from the 2019 guidance.  A long term investment is therefore now one for 

in excess of 365 days. (Our TMSS included this change last year.)  

7.1.2 MRP guidance 

The MHCLG MRP guidance focuses 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. 
 

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 2019 the PCC complied with 

legislative and regulatory requirements.   

8.3 The Chief Finance Officer confirms compliance with the approved Treasury 

Management Strategy Statement for 2019/20 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 review the 

Treasury Management mid-year report for the five months to 31 August 2019 

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 2019 

Tax Base Base: 

BUDGET 

Aug-19   

Estimate 

2019/20 

Compliance at 31-Aug-19 

Impact of Capital Plans on Council Tax 2019/20 2019/20 

19 

  

Impact on Council Tax (Band D Equivalent) £189.91 £189.91 Yes no change 

Financial  BUDGET  Estimate   

  2019/20 2019/20   

 £m £m   

Capital Expenditure (excluding leasing and PFI) 19.335 19.335 Yes  

Capital Financing Requirement (Inc. PFI / Leases) 16.755 16.755 Yes  

Authorised Borrowing Limit  36.687 36.687 Yes no extra borrowing in yr 

Operational Boundary 21.687 21.687 Yes no extra borrowing in yr 

Net Borrowing (25.500) (25.500) Yes, Investments >£77m 

Financing costs 2.400 2.400 Yes forecast costs ~£2m 

Net revenue Stream  (327.440) (327.440)   

Financing costs / Net revenue Stream 0.73% 0.73%   

Closing Liabilities as at 31 March  BUDGET Estimate   

 2019/20 2019/20   

  £ '000s £ '000s   

Long Term Borrowing - Fixed Rate (PWLB)          4.500           4.500  Yes no change 

Long Term PFI Liability - PFI  14.259  13.760  Yes no change 

Long Term Finance Lease Liability - Brighton East 0.598              598  Yes no change 

Total Long Term Debt 18.858 18.858 

 

Yes no change 

15% x External Debt (Total Long term borrowing) 2.829 2.829 Yes no change 

Operational borrowing limit 21.687 21.687 Yes no change 

£15m additional        15.000         15.000  Yes no change 

Authorised borrowing limit 36.687 36.687 Yes no change 

Investments (30.000) (30.000) Yes portfolio av. £52m mth5 
Maximum investments at longer than 1 year (7.500) (7.500) 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 (30.000) (30.000) Yes portfolio av. £52m mth5 

Net Borrowing (25.500) (25.500)   

Treasury Management  BUDGET Estimate 

Estimate 

  

 2019/20 2019/20   

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 74% 74% Yes below maximum  

Actual Debt at Variable Rate as % Net Borrowing 18% 18% 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% 85% 
One single day breach - CFO 

approved in advance  

 91% Maximum Principal Invested > 365 days 25% 25% Yes, no investments >1yr 
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APPENDIX II 

Investment Portfolio as at 31 August 2019 

 

Counterparty 

Investments 

as at 

31-Aug-19 

£ 

UK Banks incorporated in UK:   

Standard Chartered Bank 6,000,000 

Sumitomo Mitsui Banking Corp Eur Ltd 9,000,000 

Santander UK Plc 5,000,000 

First Abu Dhabi Bank 9,000,000 

Qatar 9,000,000 

Lloyds 6,000,000 

Total Banks incorporated in UK 44,000,000 

Icelandic Banks in Administration*:   

Heritable Bank Ltd  93,049 

Total Icelandic Banks 93,049 

TOTAL UK BANKS 44,093,049 

Money Market Funds:   

Aberdeen  4,100,000 

Federated Investors (UK) LLP  10,000,000 

Total Money Market Funds 14,100,000 

Total Investments 58,193,049 

 

*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 

  

2019/20 

  

BUDGET 
PORTFOLIO 

RATE OF 
RETURN 

BUDGET 
INTEREST 

  

£m % £m 

Investment Portfolio 
 

70.000 0.71% 0.500 

INVESTMENT INCOME BUDGET 
 

70.000 
 

0.500 

     

     INTEREST SURPLUS COMPARED WITH BUDGET ASSUMPTIONS 
  

     OUTTURN TO 31-Aug-19 
 

2019/20 to Aug-19 

  

£m % £m 

Average Portfolio (excluding PFI reserve)  
 

52.285 
  Average Investment Return Rate 

  
0.88% 0.192 

     

     

  

2019/20 

  
PORTFOLIO 

 
BUDGET 

INTEREST 

  

£m 
 

£m 
(a) Average investment portfolio < than assumed in original 
budget (17.715) 0.71% (0.126) 

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

52.285 0.16% 0.084 

INTEREST SURPLUS/(DEFICIT) 
   

(0.042) 

     

     

  

2019/20 

  

ACTUAL 
PORTFOLIO 

RATE OF 
RETURN 

FORECAST 
INTEREST 

  

£m % £m 

Average Investment Portfolio as at 31 August 2019 
 

52.285 0.88% 0.458 

ANNUAL INVESTMENT INCOME FORECAST  
 

52.285 
 

0.458 

 

 

 

 

 

 



19 

 

    APPENDIX V 

PWLB certainty rates as at 31 August 2019 

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:    

 

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

2019:  

 

 

 

  

1 Year 5 Year 10 Year 25 Year 50 Year

Low 1.22% 1.06% 1.20% 1.77% 1.67%

Date 29/08/2019 29/08/2019 29/08/2019 16/08/2019 16/08/2019

High 1.58% 1.73% 2.07% 2.58% 2.41%

Date 15/04/2019 17/04/2019 17/04/2019 17/04/2019 17/04/2019

Average 1.41% 1.41% 1.68% 2.27% 2.13%
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APPENDIX VI 

 

Economic Update  

Economic performance to date and outlook 

UK 

UK.  This first half year has been a time of upheaval on the political front as 

Theresa May resigned as Prime Minister to be replaced by Boris Johnson on a 

platform of the UK leaving the EU on or 31 October, with or without a deal.  

However, so far, there has been no majority of MPs for any one option to move 

forward on enabling Brexit to be implemented. At the time of writing, (first week 

in September), the whole political situation in the UK over Brexit is highly fluid 

and could change radically by the day. The vote in the Commons on 3 September 

looks likely to lead to a delay in the date for Brexit to 31 January 2020, but there 

is also likelihood that there will be an imminent general election.  In such 

circumstances, any interest rate forecasts are subject to material change as the 

situation evolves.  At present, if the UK does soon achieve an agreed deal on 

Brexit, including some additional clarification wording on the Irish border 

backstop, then it is possible that growth could recover quickly. The MPC could 

then need to address the issue of whether to raise Bank Rate when there is very 

little slack left in the labour market; this could cause wage inflation to accelerate 

which would then feed through into general inflation.  On the other hand, if there 

was a no deal Brexit and there was a significant level of disruption to the 

economy, then growth could falter and the MPC would be likely to cut Bank Rate 

in order to support growth. However, with Bank Rate still only at 0.75%, it has 

relatively little room to make a big impact and the MPC would probably suggest 

that it would be up to the Chancellor to provide help to support growth by way of 

a fiscal boost by way of tax cuts and / or expenditure on infrastructure projects, 

to boost the economy.  However, infrastructure projects generally take a long 

time to plan and to start up, and so to feed through into impacting the economy; 

tax cuts would be much quicker in impacting the level of consumption in the 

economy. 

 

The first half of 2019/20 has seen UK economic growth fall as Brexit 

uncertainty took a toll. In its Inflation Report of 1 August, the Bank of England 

was notably downbeat about the outlook for both the UK and major world 

economies.  This mirrored investor confidence around the world which is now 

expecting a significant downturn or possibly even a recession in some developed 

economies.  It was therefore no surprise that the Monetary Policy Committee 

(MPC) left Bank Rate unchanged at 0.75% throughout 2019, so far, and is 

expected to hold off on changes until there is some clarity on what is going to 

happen over Brexit. 

 

As for inflation itself, CPI has been hovering around the Bank of England’s 

target of 2% during 2019, (July 2.1%), and is likely to shift only a little upwards 
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over the rest of 2019/20. It does not therefore pose any immediate concern to 

the MPC at the current time. 

 

With regard to the labour market, despite the contraction in quarterly GDP 

growth of -0.2%q/q, (+1.2% y/y), in quarter 2, employment rose by 115,000 in 

the same quarter: this suggests that firms are preparing to expand output and 

suggests there could be a return to positive growth in quarter 3.  Unemployment 

has continued near to a 44 year low, edging up from 3.8% to 3.9% on the 

Independent Labour Organisation measure in June; however, that was caused by 

a rise in the participation rate to an all-time high.  Job vacancies fell for a sixth 

consecutive month, hitting record levels, and indicating that employers are 

having major difficulties filling job vacancies with suitable staff.  It was therefore 

unsurprising that wage inflation picked up to a high point of 3.9%, (3 month 

average regular pay, excluding bonuses).  This meant that in real terms, (i.e. 

wage rates higher than CPI inflation), earnings grew by about 1.8%. As the UK 

economy is very much services sector driven, an increase in household spending 

power is likely to feed through into providing some support to the overall rate of 

economic growth in the coming months. This could mean that the MPC will need 

to take action to raise Bank Rate if there is an agreed Brexit deal as it views 

wage inflation in excess of 3% as increasing inflationary pressures within the UK 

economy.    

 

In the political arena, if there is a general election soon, 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 although, conversely, a weak international backdrop could 

provide further support for low yielding government bonds and gilts. 

 

USA.  President Trump’s massive easing of fiscal policy in 2018 fuelled a 

temporary boost in consumption in that year which generated an upturn in the 

rate of strong growth to 2.9% y/y.  Growth in 2019 has been falling back after a 

strong start in quarter 1 at 3.1%, (annualised rate), to 2.0% in quarter 2.  

Quarter 3 is expected to fall further.  The Fed finished its series of increases in 

rates to 2.25 – 2.50% in December 2018.  In July 2019, it cut rates by 0.25% as 

a ‘midterm adjustment’ but flagged up that this was not to be seen as the start 

of a series of cuts to ward off a downturn in growth.  Financial markets are, 

however, expecting another cut in September.  Investor confidence has been 

badly rattled by the progressive ramping up of increases in tariffs President 

Trump has made on Chinese imports and China has responded with increases in 

tariffs on American imports.  This trade war is seen as depressing US, Chinese 

and world growth.  In the EU, it is also particularly impacting Germany as 

exports of goods and services are equivalent to 46% of total GDP. It will also 

impact developing countries dependent on exporting commodities to China.  

 

BOND YIELDS. It is this souring of investor confidence that has largely 

contributed to the sharp fall in bond yields on government debt in mid-2019 in 

the major western economies as investors have switched out of risky assets - 
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equities, fearing an impending recession, and buying into bonds, so pushing their 

prices up and correspondingly, pushing yields down. Investors have little 

confidence that the US China trade war will have a satisfactory outcome in the 

near future and both sides look as if they are digging in to entrenched positions.  

However, most domestic US economic indicators are not currently pointing to a 

recession in the US, only to a slowing of growth. Provided the major world 

economies do avoid recession, then it is likely that there will be some reversal of 

this flow from equities into bonds and, therefore, that bond yields will recover to 

a limited extent from recent truly exceptional lows. However, the near-term 

reality is that we have seen 10 year bond yields fall below 2 year yields in the 

US; this has historically been a prime indicator of impending recession in the US, 

though this correlation has been much weaker in the UK. All German bond yields 

between 2 and 30 years are actually negative while many other EZ countries 

have bond yields which are also negative, at least in some maturity years. 

 

EUROZONE.  Growth has been slowing from +1.9% during 2018 to +0.4% q/q 

(+1.2% y/y) in quarter 1 and then to +0.2% q/q (+1.0% y/y) in quarter 2; 

there appears to be little upside potential to the growth rate in the rest of 2019. 

German GDP growth fell to -0.1% in quarter 2; industrial production was down 

5.2% y/y in June with car production especially being hit.  Germany would be 

particularly vulnerable to a no deal Brexit depressing exports further and if 

President Trump imposes tariffs on EU produced cars. The ECB meeting in July 

expressed concern as to the weak outlook for growth and how low inflation was 

despite all the monetary stimulus the bank still has in place. The ECB is therefore 

expected to take action to cut its main rate of -0.4% further, but only 

marginally, and to look at the potential for more quantitative easing and/or other 

instruments of monetary policy to provide further stimulus to economic growth. 

On the political front, Spain and Italy are in the throes of trying to form coalition 

governments while the very recent results of two German state elections will put 

further pressure on the frail German CDU/SDP coalition government. 

 

CHINA. Economic growth has been weakening over successive years, despite 

repeated rounds of central bank stimulus; medium term risks are increasing. 

Major progress still needs to be made to eliminate excess industrial capacity and 

the stock of unsold property, and to address the level of non-performing loans in 

the banking and credit systems. The trade war with the US does not appear to 

have had a significant effect on GDP growth as yet as some of the impact of 

tariffs has been offset by falls in the exchange rate and by transhipping exports 

through other countries, rather than directly to the US. 

 

JAPAN - has been struggling to stimulate consistent significant GDP growth and 

to get inflation up to its target of 2%, despite huge monetary and fiscal stimulus. 

It is also making little progress on fundamental reform of the economy.  

 

Interest rate forecasts  

The PCC’s treasury advisor, Link Asset Services, provided the following forecast: 
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It has been little surprise that the Monetary Policy Committee (MPC) has left 

Bank Rate unchanged at 0.75% so far in 2019 due to the ongoing uncertainty 

over Brexit.  In its last meeting on 1 August, the MPC became more dovish as it 

was more concerned about the outlook for both the global and domestic 

economies. That’s shown in the policy statement, based on an assumption that 

there is an agreed deal on Brexit, where the suggestion that rates would need to 

rise at a “gradual pace and to a limited extent” is now also conditional on “some 

recovery in global growth”. Brexit uncertainty has had a dampening effect on UK 

GDP growth in 2019, especially around mid-year. If there were a no deal Brexit, 

then it is likely that there will be a cut or cuts in Bank Rate to help support 

economic growth. 

The above forecasts have been based on an assumption that there is some sort 

of muddle through to an agreed deal on Brexit. Given the current level of 

uncertainties, this is a huge assumption and so forecasts may need to be 

materially reassessed in the light of events over the next few weeks or months.  

The balance of risks to the UK 

 The overall balance of risks to economic growth in the UK is probably to 
the downside due to the weight of all the uncertainties over Brexit, as well 

as a softening global economic picture. 
 The balance of risks to increases in Bank Rate and shorter term PWLB 

rates are currently a little below those to the downside.  
 

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

currently include:  

 Brexit – if it were to cause significant economic disruption and a major 
downturn in the rate of growth. 

 Bank of England takes action too quickly, or too far, 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.  

 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 2018 of a 
government which has made a lot of anti-austerity noise.  The EU has had 
sharp disagreements in successive years with Italy over setting a budget 

within the limits of EU rules. (Early September – a new coalition 
government may be formed which would be less anti-EU.) The rating 

Link Asset Services Interest Rate View

Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22

Bank Rate View 0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.00 1.25

3 Month LIBID 0.70 0.70 0.70 0.70 0.80 0.90 1.00 1.00 1.00 1.10 1.20

6 Month LIBID 0.80 0.80 0.80 0.80 0.90 1.00 1.10 1.10 1.20 1.30 1.40

12 Month LIBID 1.00 1.00 1.00 1.00 1.10 1.20 1.30 1.30 1.40 1.50 1.60

5yr PWLB Rate 1.20 1.30 1.50 1.60 1.70 1.70 1.80 1.90 2.00 2.00 2.10

10yr PWLB Rate 1.50 1.60 1.80 1.90 2.00 2.00 2.10 2.20 2.30 2.30 2.40

25yr PWLB Rate 2.10 2.30 2.40 2.50 2.60 2.70 2.70 2.80 2.90 3.00 3.00

50yr PWLB Rate 2.00 2.20 2.30 2.40 2.50 2.60 2.60 2.70 2.80 2.90 2.90
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agencies have already downgraded Italian debt to one notch above junk 
level.  If Italian debt were to fall below investment grade, many investors 

would be unable to hold Italian debt.  Unsurprisingly, investors are 
becoming increasingly concerned by the actions of the Italian government 
and consequently, Italian bond yields have risen – at a time when the 

government faces having to refinance over €200bn of debt maturing in 
2019. However, the biggest concern is the major holdings of Italian 

government debt held by Italian banks and insurers.  Any downgrading of 
such debt would cause Italian bond prices to fall, causing losses on their 
portfolios, so reducing their capital and forcing them to sell bonds – which, 

in turn, would cause further falls in their prices etc. This is the so called 
‘doom loop’. Due to the Italian government’s already high level of debt, it 

would not be able to afford to bail out the banking system.  Portugal 
faces the same problem as its debt is also only one notch above junk level.  

 Weak capitalisation of some European banks, particularly Italian banks. 
 German minority government.  In the German general election of 

September 2017, Angela Merkel’s CDU party was left in a vulnerable 

minority position dependent on the fractious support of the SPD party, as 
a result of the rise in popularity of the anti-immigration AfD party. Then in 

October 2018, the results of the Bavarian and Hesse state elections 
radically undermined the SPD party and showed a sharp fall in support for 
the CDU. As a result, the SPD had a major internal debate as to whether it 

could continue to support a coalition that is so damaging to its electoral 
popularity. After the result of the Hesse state election, Angela Merkel 

announced that she would not stand for re-election as CDU party leader at 
her party’s convention in December 2018. However, this makes little 
practical difference as she has continued as Chancellor, though more 

recently concerns have arisen over her health. Early September 2019 – 
the results of the Saxony and Brandenburg regional elections were again 

very disappointing for the CDU and SPD; this will rejuvenate the tensions 
of October 2018 between these two parties that form the current coalition 
government. 

 Other minority EU governments. Sweden, Spain, Portugal, Netherlands 
and Belgium all have vulnerable minority governments dependent on 

coalitions which could prove fragile.  
 Italy, Austria, the Czech Republic and Hungary now form a strongly 

anti-immigration bloc within the EU.  There has also been rising anti-

immigration sentiment in Germany and France. 
 The increases in interest rates in the US during 2018, combined with a 

trade war between the USA and China, sparked major volatility in equity 
markets during the final quarter of 2018 and into 2019. In mid-2019, 
investor fears of a looming recession have again sparked moves by 

investors out of riskier assets i.e. equities, into safe havens of government 
bonds of major western countries.  Some emerging market countries 

which have borrowed heavily in dollar denominated debt could be 
particularly exposed to investor flight from equities to safe havens, 
typically US treasuries, German bunds and UK gilts.  

 There are concerns around the level of US corporate debt which has 
swollen massively during the period of low borrowing rates in order to 

finance mergers and acquisitions. This has resulted in the debt of many 
large corporations being downgraded to a BBB credit rating, close to junk 
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status. Indeed, 48% of total investment grade corporate debt is rated at 
BBB. If such corporations fail to generate profits and cash flow to reduce 

their debt levels as expected, this could tip their debt into junk ratings 
which will increase their cost of financing and further negatively impact 
profits and cash flow. 

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

 

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

 Brexit – if agreement was reached all round that removed all threats of 

economic and political disruption between the EU and the UK.  
 The Bank of England is too slow in its pace and strength of increases in 

Bank Rate and, therefore, allows inflationary 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 31 July 2019, the MPC voted unanimously 
to maintain the Bank Rate at 0.75%. 

 
 

 

 

 

 

 

 

 

 

 


