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        Agenda Item No. 8 
 

To:  Joint Audit Committee 
 

Date:  10 December 2014 
 
By:  Chief Finance Officer 

 
Title:  Treasury Management Mid-Year Report 2014-15 

 

 
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 activities. This is done through the Treasury 
Management Strategy via an annual and a mid-year update.  This 
report ensures the Police & Crime Commissioner (PCC) continues to 
implement best practice in accordance with the Code. 

 
 

 

 
Recommendations – the Joint Audit Committee is recommended to  

• Note the update provided in this report; and 

• Endorse the changes to the credit methodology (paragraph 5.5) 
which are subject to approval by the PCC. 

 

 
 
Background 

 
1.1  The PCC operates a balanced revenue budget, which means cash 

raised during the year is used to 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 security and liquidity 
before considering investment return. 

 
1.2  The second main function of the treasury management service is 

the funding of the PCC’s capital programme.  The 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.  This management of longer term cash may involve 
arranging long or short term loans or using longer term cash flow 
surpluses. On occasion any existing debt may be restructured to 
meet risk or cost objectives.  
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Introduction 
 
2.1  The Treasury Management Strategy for 2014-15 was underpinned 

by the adoption of the Chartered Institute of Public Finance and 
Accountancy’s (CIPFA) Code of Practice on Treasury Management 
(revised 2011).  

 
2.2 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). 

 
2.3  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 2014-15 financial year; 
• Review of the Treasury Management Strategy Statement and 

Annual Investment Strategy; 
• The PCC’s capital expenditure (prudential indicators); 
• Review of the PCC’s investment portfolio for 2014-15; 
• Review of the PCC’s borrowing strategy for 2014-15; 
• Review of any debt rescheduling undertaken during 2014-15; 
• Review of compliance with Treasury and Prudential Limits for 

2014-15. 
 
Compliance 

 

3.1 The PCC for Sussex has complied with all of the 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. 

 

3.2 During the six months to 30 September 2014 the PCC complied 
with legislative and regulatory requirements.  The Chief Finance 
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Officer confirms compliance with the approved Treasury 
Management Strategy Statement for 2014-15. 

 

3.3 The Chief Finance Officer confirms that a prudent investment 
approach has been followed with priority given to security and 
liquidity of amounts invested over actual yield achieved. 

 
 
Economic Update 
 
Economic performance to date and outlook 
 
U.K. 
 
4.1  After strong UK GDP quarterly growth in 2013 and the first half of 

2014 (annual rate 3.2% in Q2), it appears very likely that strong 
growth will continue through 2014-15 as forward surveys for the 
services and construction sectors, are very encouraging and 
business investment is also strongly recovering.   

 
4.2  However, for recovery to become more balanced and sustainable in 

the longer term, there is a need to move away from dependence on 
consumer expenditure and the housing market to exporting, and 
particularly of manufactured goods, both of which need to 
substantially improve on their recent performance.   

 
4.3  Most economic forecasters are expecting growth to peak in 2014 

and then to ease off a little, though still remaining strong, in 2015 
and 2016.  Unemployment is therefore expected to keep on its 
downward trend and this is likely to eventually feed through into a 
return to significant increases in pay rates at some point during the 
next three years.  However, just how much those future increases 
in pay rates will counteract the depressive effect of increases in 
Bank Rate on consumer confidence, the rate of growth in consumer 
expenditure and the buoyancy of the housing market, are areas to 
be kept under regular review. 

 
Inflation 

 
4.4  Annual CPI fell to the lowest rate since 2009, reaching 1.5% in May 

and July.  Forward indications suggest that inflation will continue to 
fall in 2014 possibly as low as 1%.   

 
Monetary Policy 
 

4.5  There was no change to UK monetary policy in the period to 
September 2014, with official interest rates and asset purchases 
maintained again at 0.5% and £375bn respectively.  The Monetary 
Policy Committee (MPC) set last August an initial Labour Force 
Survey threshold of 7% to be achieved before it would consider any 
increases in Bank Rate from its current level of 0.5%. 
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4.6 The overall strong growth resulted in unemployment falling much 
faster through the 7% threshold.  The MPC has, therefore, 
subsequently broadened its forward guidance by adopting five 
qualitative principles and looking at a much wider range of about 
eighteen indicators in order to form a view on how much slack there 
is in the economy and how quickly slack is being used up. The MPC 
is particularly concerned that the current squeeze on the disposable 
incomes of consumers should be reversed by wage inflation rising 
back above the level of inflation in order to ensure that the recovery 
will be sustainable.  There also needs to be a major improvement in 
labour productivity, to support increases in pay rates.   

 
4.7  Market expectation indicates the MPC will be cautious in raising 

Bank Rate to protect heavily indebted consumers from too early an 
increase in Bank Rate at a time when inflationary pressures are also 
weak.  A first increase in Bank Rate is therefore expected in Q1 or 
Q2 of 2015 with increases after that expected at a slow pace to 
lower levels than prevailed before 2008 as increases in Bank Rate 
will have a much bigger effect on heavily indebted consumers than 
they did before 2008.  

 
U.S. 
 
4.8  Federal Reserve asset purchases have now fallen from $85bn to 

$15bn and are expected to stop in October 2014, providing strong 
economic growth continues.  First quarter GDP figures for the US 
were depressed by exceptionally bad winter weather, but growth 
rebounded very strongly in Q2 to 4.6% (annualised). 

 
4.9  The U.S. faces similar debt problems to those of the UK, but thanks 

to reasonable growth, cuts in government expenditure and tax 
rises, the annual government deficit has been halved from its peak 
without appearing to do too much damage to growth, although the 
weak labour force participation rate remains a matter of key 
concern for the Federal Reserve when considering the amount of 
slack in the economy and monetary policy decisions. 

 
Eurozone 
 
4.10  The Eurozone faces increasing threat from weak or negative growth 

and deflation.  In September, the average Eurozone inflation rate 
reached a low of 0.3%, which included some countries with 
negative rates of inflation.  Accordingly, the European Central Bank 
(ECB) took limited action in June to loosen monetary policy in order 
to promote growth but has not embarked yet on full quantitative 
easing (QE).  

 
4.11  Concern in financial markets for the Eurozone subsided considerably 

during 2013.  However, sovereign debt difficulties could return in 
respect of any countries that do not dynamically address 
fundamental issues of low growth, lack of international 
competitiveness and need for overdue reforms of the economy.   
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Interest rate forecasts  

 
4.12  The PCC’s treasury advisor, Capita Asset Services, provided the 

following forecast: 
 

 
 
4.13  Capita Asset Services undertook a review of its interest rate 

forecasts in mid August, after the Bank of England’s Inflation 
Report. By the beginning of September, a further rise in geopolitical 
concerns, principally over Ukraine but also over the Middle East, 
had caused a further flight into safe havens like gilts and depressed 
PWLB rates further. However, there is much volatility in rates as 
news ebbs and flows in negative or positive ways. This latest 
forecast includes a first increase in Bank Rate in quarter 1 of 2015.  

 
4.14  Our PWLB forecasts are based around a balance of risks.  However, 

there are potential upside risks, especially for longer term PWLB 
rates, as follows:- 

 
•  A further surge in investor confidence that robust world 

economic growth is firmly expected, causing a flow of 
funds out of bonds and into equities. 

•  UK inflation being significantly higher than in the wider 
EU and US, causing an increase in the inflation premium 
inherent to gilt yields.  
 

4.15 Downside risks currently include:  
 

•  The situation over Ukraine poses a major threat to EZ 
and world growth if it was to deteriorate into economic 
warfare between the West and Russia where Russia 
resorted to using its control over gas supplies to Europe. 

•  UK strong economic growth is currently dependent on 
consumer spending and the unsustainable boom in the 
housing market.  The boost from these sources is likely 
to fade after 2014. 

•  A weak rebalancing of UK growth to exporting and 
business investment causing a weakening of overall 
economic growth beyond 2014. 
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•  Weak growth or recession in the UK’s main trading 
partners - the EU and US, inhibiting economic recovery 
in the UK. 

•  Return to weak economic growth in the US, UK and 
China causing major disappointment in investor and 
market expectations. 

•  Resurgence of the Eurozone sovereign debt crisis caused 
by ongoing deterioration in government debt to GDP 
ratios to the point where financial markets lose 
confidence in the financial viability of one or more 
countries and in the ability of the ECB and Eurozone 
governments to deal with the potential size of the crisis. 

•  Recapitalising of European banks requiring more 
government financial support. 

•  Lack of support by populaces in Eurozone countries for 
austerity programmes, especially in countries with very 
high unemployment rates e.g. Greece and Spain, which 
face huge challenges in engineering economic growth to 
correct their budget deficits on a sustainable basis. 

•  Italy: the political situation has improved but it remains 
to be seen whether the new government is able to 
deliver the austerity programme required and a 
programme of overdue reforms.  Italy has the third 
highest government debt mountain in the world. 

•  France: after being elected on an anti austerity platform, 
President Hollande has embraced a €50bn programme of 
public sector cuts over the next three years.  However, 
there could be major obstacles in implementing this 
programme. Major overdue reforms of employment 
practices and an increase in competiveness are also 
urgently required to lift the economy out of stagnation.   

•  Monetary policy action failing to stimulate sustainable 
growth in western economies, especially the Eurozone 
and Japan. 

•  Heightened political risks in the Middle East and East 
Asia could trigger safe haven flows back into bonds. 

•  There are also increasing concerns that the reluctance of 
western economies to raise interest rates significantly for 
some years, plus the huge QE measures which remain in 
place (and may be added to by the ECB in the near 
future), has created potentially unstable flows of liquidity 
searching for yield and therefore heightened the 
potential for an increase in risks in order to get higher 
returns. This is a return of the same environment which 
led to the 2008 financial crisis.  

 
Treasury Management Strategy Statement and Annual Investment 
Strategy Update 
 

5.1  The Treasury Management Strategy Statement (TMSS) for 2014-15 
was approved by this PCC on 31 March 2014.   
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5.2  Key Change to the TMSS 2014-15: 
 

• The underlying TMSS approved previously now requires revision in 
the light of economic and operational movements during the year.  
The proposed change and supporting detail for the changes are set 
out below: 

 

TMSS 2014-15 

AS PREVIOUSLY APPROVED 

  Fitch Moody’s 
Standard 
& Poors 

Short Term F1 P1 A-1 

Long Term A- A3 A- 

Viability / Financial 
Strength bb- C- - 

Support 3 - - 

 

TMSS 2014-15  
CHANGE RECOMMENDED 

  Fitch Moody’s 
Standard 
& Poors 

Short Term F1 P1 A-1 

Long Term A- A3 A- 

 
5.3  The main rating agencies (Fitch, Moody’s and Standard & Poor’s) 

have, through much of the financial crisis, provided some 
institutions with a ratings “uplift” due to implied levels of sovereign 
support.  More recently, in response to the evolving regulatory 
regime, the agencies have indicated they may remove these 
“uplifts”, making the Support, Financial Strength and Viability 
ratings redundant. This process may commence during this financial 
year. The actual timing of the changes is still subject to discussion, 
but this does mean immediate changes to the credit methodology 
are required. 

 
5.4  As a result of these rating agency changes, the credit element of 

our future methodology will focus solely on the Short and Long 
Term ratings of an institution.  Rating Watch and Outlook 
information will continue to be assessed where it relates to these 
categories. This is the same process for Standard & Poor’s that we 
have always taken, but a change to the use of Fitch and Moody’s 
ratings. Furthermore, we will continue to utilise CDS prices as an 
overlay to ratings in our new methodology 

 
5.5   The Joint Audit Committee is asked to recommend approval of the 

changes to the credit methodology whereby viability, financial 
strength and support ratings will not be considered as key criteria in 
the choice of creditworthy investment counterparties.  Existing 
short term and long term rating criteria will remain the same for 
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both UK and non UK banks as stated in the previously approved 
Treasury Management Strategy for 2014-15.   

 
The PCC’s Capital Position (Prudential Indicators) 

 
6.1  This part of the report is structured to update: 
 

• The PCC’s capital expenditure plans; 
• How these plans are being financed; 
• The impact of the changes in the capital expenditure plans on 

the prudential indicators  and the underlying need to borrow; 
and 

• Compliance with the limits in place for borrowing activity. 
 
Prudential Indicator for Capital Expenditure 
 
6.2  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 2014.   

 
Latest Capital Expenditure Plans 2014-15 

 
The above adjustments include;  
 

• £1.1m of PCC approved schemes carried forward from 2013-
14 inc planned expenditure on flagship projects and ANPR 
strategic roads infrastructure  

• £1.7m of delayed estates schemes now to be spent in 2015-
16.  
 

Changes to the Financing of the Capital Budget  
 
6.3  The table below draws together the main strategy elements of the 

capital expenditure plans (above) and the planned financing.  There 
is no further borrowing planned for this year.   

 

Capital Expenditure by 
Investment Portfolio 

Original 
Budget 
£000 

Approved 
Adjustments 
£000 

Latest 
Budget 
£000 

Main Capital Investments 10,260 301 10,561 

Flagship Investments 4,897 851 5,748 

Estates Strategy 11,725 (1,672) 10,053 

Asset Replacement 1,942 0 1,942 

Total Planned Spend 28,824 (520) 28,304 
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Planned Capital Financing 2014-15 

 
Changes to the Prudential Indicators for the Capital Financing 
Requirement (CFR), External Debt and the Operational Boundary 
  
6.4  The table below shows the CFR, which is the underlying external 

need to incur borrowing for a capital purpose.  It also shows the 
expected debt position over the period. This is termed the 
Operational Boundary. 

  
 Prudential Indicator – Capital Financing Requirement 
 We are on target to achieve the original forecast Capital Financing 

Requirement. 
 
 Prudential Indicator – External Debt / the Operational Boundary 
 We are on target to achieve the original forecast Operational 

Boundary. 

 

 Original 
Estimate 
£000 

Adjustment
s 
£000 

Revised 
Estimate 
£000 

Total Planned Spend 28,824 (520) 28,304 

Financed by:    

Capital grants 2,200 0 2,200 

Revenue contribution 2,000 0 2,000 

Capital receipts 9,253 0 9,253 

Capital reserves 15,371 (520) 14,851 

Total financing 28,824 (520) 28,304 

Borrowing Requirement 0 0 0 

 2014-15 
Original 

Estimate 
£m 

2014-15 
Amendment

s  
 

£m 

2014-15 
Revised 

Estimate 
£m 

Prudential Indicator – Capital Financing Requirement 

Total CFR 20,045 0 20,045 

Net movement in CFR (539) 0 (539) 

    

Prudential Indicator – External Debt / the Operational Boundary 

Long Term Borrowing 4,500 0 4,500 

Long Term PFI Liability 16,283 0 16,283 

Long Term Finance Lease 
Liability 

714 0 714 

Total debt  31 March 21,497 0 21,497 

15% External Debt allowance 3,225 0 3,225 

Operational Borrowing 

Limit 

24,722 0 24,722 
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Limits to Borrowing Activity 
 
6.5 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 2014-15 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 
 

6.6 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. 

 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 to do 
so. 

      
6.7 A further prudential indicator controls the overall level of borrowing.  

This is the Authorised Limit which represents the limit beyond which 
borrowing 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.  

 

 2014-15 
Original 
Estimate 

£m 

2014-15 
Amendment
s  

 
£m 

2014-15 
Revised 
Estimate 

£m 

Gross borrowing 4,500 0 4,500 

Plus other long term PFI 
liability 

16,282 0 16,282 

Gross Debt 20,782 0 20,782 

CFR* (year end position) 20,045 0 20,045 

 

Authorised limit for 
external debt 

2014-15 

Original 
Indicator 

£m 

2014-15 

Amendments  
 

£m 

2014-15 

Revised 
Estimate 

£m 

Borrowing 4,500 0 4,500 

PFI long term liability 16,283 0 16,283 
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6.8  The Chief Finance Officer reports that no difficulties are envisaged 

for the current or future years in complying with this prudential 
indicator. 

 A full listing of Prudential Indicators can be found at Appendix I. 
 
Investment Portfolio 2014-15 
 
6.9 In accordance with the Code, it is the PCC’s priority to ensure 

security of capital and liquidity, and to obtain an appropriate level 
of return which is consistent with the PCC’s risk appetite.  As set 
out in Section 4, it is a very difficult investment market in terms of 
earning the level of interest rates commonly seen in previous 
decades as rates are very low and in line with the 0.5% Bank Rate.  
Indeed, the Funding for Lending scheme has reduced market 
investment rates even further. The potential for a prolonging of the 
Eurozone sovereign debt crisis, and its impact on banks, prompts a 
low risk and short term strategy.  Given this risk environment, 
investment returns are likely to remain low.  

 

6.10  The PCC held £96.58m of investments as at 30 September 2014 
(£85.95m at 31 March 2014)  

 
6.11 A full list of Investments held as at 30 September 2014 is included 

in Appendix II. 
 
6.12  The Chief Financial Officer confirms that the approved limits within 

the Annual Investment Strategy were not breached during the first 
six months of 2014-15. 

 
 
Investment Performance 

 
7.1.1 The PCC’s budgeted investment return for 2014-15 is £0.498m, and 

performance for the year to date is largely in line with the budget. 
 
7.1.2  The investment income forecast based on actual interest received in 

the first half of the 2014-15 year as compared with the original 
budget is summarised in the table below: 

Finance lease liability 714 0 714 

Additional external debt 3,225 0 3,225 

Additional debt 
contingency 

15,000 0 15,000 

Total 39,722 0 39,722 
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*1:  The average investment portfolio is higher than expected 
 due uneven timing of capital expenditure throughout the 
 year and slippage of the capital programme. 
*2: The budgeted average rate of return of 0.83% was a 
 challenging target in the current economic climate. 
*3: The actual PFI reserve transfer is undertaken at the end of 
 each year and this revised forecast is based on the average 
 rate of interest received to date 
 
7.1.3 Actual interest received by the PCC in the first six month period of 

2014-15 was £0.274m (£0.252m Apr-Sep 2013-14) and includes 
car loan interest of £0.005m. 

 
7.1.4  The PCC’s daily average investment portfolio of £92.7m for the six 

month period to 30 September 2014 generated a gross investment 
return of 0.58%.  This exceeded the gross yield Blackrock Sterling 
Liquidity Fund benchmark of 0.32% by 0.26%. 

 
7.1.5 The UK Bank Rate has been maintained at 0.5% since March 2009 

and is not expected to rise until 2016-17. 
 
7.1.6  During 2014-15 the PCC for Sussex operated two instant access call 

accounts with UK-regulated banks (NatWest Reserve and Svenska 
Handelsbanken) and six Sterling Money Market Funds, where funds 
were deposited and withdrawn without notice. 

 
7.1.7 The average investment portfolio yield for the first six months of 

the year was 0.58% against a benchmark (Blackrock) of 0.32%.  
This is illustrated graphically in Appendix III. 

 
 
Investment Activity 

 
7.2.1 The Treasury Management Strategy Statement (TMSS) for 2014-15 

reflects the Department for Communities and Local Government 
(DCLG) Guidance on Local Government Investments in England 
which gives priority to security of capital followed by liquidity and 
then yield. 

 

Movement from original investment income budget  £’000 

Original Budget 498 

Higher average investment portfolio than budgeted (by 
£19.7m)*1 

164 

Lower rate of return than assumed budgeted rate (by -
0.53%)*2 

(235) 

Higher than budgeted transfer forecast to the PFI 
reserve*3 

32 

Net Interest receivable forecast (after PFI transfer) 459 
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7.2.2 During the first half of 2014-15 the PCC had an average amount 
invested of £92.7m. 

 

 
(i) Excludes £0.36m remaining impairment recognised in the 2008-09 
accounts 
 
7.2.3 The slight increase in average investment portfolio at 30 September 

2014 reflects the timing of receipt of government grants and 
precepts from local authorities, together with the 2014-15 capital 
and revenue expenditure. 

 
Liquidity 

 
7.3.1 The maximum period for investments was set at 364 days, with 

explicit approval required from the PCC to extend beyond this time 
period.  There were no such long term investments placed by the 
PCC during the first half of the 2014-15 year. 

 
7.3.2 The maturity profile of the PCC’s investments is shown below: 
 

Deposits with financial 

institutions 

2013-14 2014-15 

31-Mar-14 30-Jun-14 30-Sep-14 

£m £m £m 

Instant Access Call Accounts 24.1 12.0 31.2 

Up to one month 10.0 16.5 0.0 

One month to 3 months 5.0 3.5 5.9 

3 months to 6 months 16.5 5.9 44.1 

6 months to 1 year 30.0 29.1 15.0 

Greater than 1 year 0.0 0.0 0.0 

Heritable Bank(i) 0.4 0.4 0.4 

TOTAL 86.0 67.4 96.6 

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

dates unknown 
 

Investment 

2013-14 

Balance 
31-Mar-

14 
£m 

2014-15 
Purchase

d 
30-Sep-
14 

£m 

2014-15 
Redeeme

d 
30-Sep-
14 

£m 

2014-15 

Balance 
30-Sep-

14 
£m 

UK Banks – Fixed Deposits 35.00 15.00 (15.00) 35.00 

Non UK Banks – Fixed 
Deposits 

16.50 23.50 (20.00) 20.00 

UK Building Societies 10.00 0.00 0.00 10.00 

UK Banks – Call Accounts 10.00 12.86 (12.60) 10.26 

Money Market Funds 14.09 151.25 (144.38) 20.96 

Heritable Bank (i) 0.36 0.00 0.00    0.36 

TOTAL 85.95 202.61 (191.98) 96.58 
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Heritable Bank 

 
7.4.1  The 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 at the date of Heritable entering administration 
(£44,828). 

 
7.4.2  Total repayments received to date amount to £6.4m representing 

94% of the total claim against investments in Heritable Bank. 
 
7.4.3 This is expected to be the extent of recovery, although the final 

position has yet to be confirmed. 
 
7.4.4  A 20% loan impairment of £1.36m was recognised in the 2008-09 

accounts as a prudent forecast of potential loss. In the 2013-14 
accounts, £0.994m of this provision was able to be released to 
reflect repayment amounts received in excess of expectation at the 
time of impairment.  The remaining impairment of £0.366m reflects 
the Principal Value of the investment not yet recovered hence the 
overall carrying value of the Heritable bank investment in the books 
of the PCC is £Nil. 

 
Credit Risk 
 

7.5.1 The movement in the PCC’s investment portfolio by the credit 
ratings of the financial institution is shown in the following table: 

 

Deposits with financial 

institutions 

2013-14 2014-15 

31-Mar-14 30-Jun-14 30-Sep-14 

£m £m £m 

AAA rated counterparties (i) 14.1 2.0 20.9 

AA- rated counterparties (ii) 16.5 30.0 30.0 

A+ rated counterparties (iii) 10.0 10.0 10.0 

A rated counterparties (iv) 35.0 25.0 35.0 

BBB+ rated counterparties 
(v) 

10.0 0.0 0.3 

Heritable Bank(vi) 0.4 0.4 0.4 

TOTAL 86.0 67.4 96.6 

 

(i)  Money Market Funds 
(ii)  Non UK Banks Nordea, National Australia Bank and 

Svenska Handelsbanken 
(iii)  UK Bank Standard Chartered 
(iv) UK Banks Barclays, Lloyds, Bank of Scotland and UK 

Building Society Nationwide 
(v)  UK Bank National Westminster (RBS) 
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(vi) Heritable deposits not shown in specific time periods as 
final repayment dates unknown 

 
Investment Counterparty Criteria 

 
7.6.1 A change to the current investment counterparty criteria selection 

approved in the TMSS 2014-15 is recommended to continue to 
meet the requirement of the treasury management function.  

 
7.6.2 The main rating agencies (Fitch, Moody’s and Standard & Poor’s) 

have, through much of the financial crisis, provided some 
institutions with a ratings “uplift” due to implied levels of sovereign 
support. More recently, in response to the evolving regulatory 
regime, the agencies have indicated they may remove these 
“uplifts”. This process may commence during this financial year. 
The actual timing of the changes is still subject to discussion, but 
this does mean immediate changes to the credit methodology are 
required. 

 
7.6.3 It is important to stress that the rating agency changes do not 

reflect any changes in the underlying status of the institution or 
credit environment, merely the implied level of support that has 
been built into ratings through the financial crisis.  

 
7.6.4 Both Fitch and Moody’s provide “standalone” credit ratings for 

financial institutions. For Fitch, it is the Viability Rating, while 
Moody’s has the Financial Strength Rating. Due to the future 
removal of sovereign support from institution assessments, both 
agencies have suggested going forward that these will be in line 
with their respective Long Term ratings. As such, there is no point 
monitoring both Long Term and these “standalone” ratings.  

 
7.6.5 Furthermore, Fitch has already begun assessing its Support ratings, 

with a clear expectation that these will be lowered to 5, which is 
defined as “A bank for which there is a possibility of external 
support, but it cannot be relied upon.” With all institutions likely to 
drop to these levels, there is little to no differentiation to be had by 
assessing Support ratings.  

 
7.6.6 As a result of these rating agency changes, the credit element of 

our future methodology will focus solely on the Short and Long 
Term ratings of an institution.  The existing short term and long 
term rating criteria will remain the same for both UK and non UK 
banks as stated in the Treasury Management Strategy Statement 
for 2014-15.  Rating Watch and Outlook information will continue to 
be assessed where it relates to these categories. This is the same 
process for Standard & Poor’s that we have always taken, but a 
change to the use of Fitch and Moody’s ratings. Furthermore, we 
will continue to utilise CDS prices as an overlay to ratings in our 
new methodology. 
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Borrowing 
 
8.1 The PCC’s capital financing requirement (CFR) for 2014-15 is 

£20.045m.  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.   

 
8.2 At 30 September 2014 the PWLB long-term borrowing held by the 

PCC for Sussex amounted to £4.5m with a maturity profile of 15 to 
20 years. 

 
8.3 The Chief Finance Officer forecasts that total interest of £0.2m will 

be payable to PWLB in 2014-15 relating to long-term borrowing by 
the PCC, representing an average interest rate of 4.5%. 

 
8.4 No new external borrowing was required in the first six months of 

2014-15 and it is anticipated that further borrowing will not be 
undertaken during this financial year. 

 
8.5 Use of internal resources in lieu of borrowing by the PCC has, 

therefore, 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. 

 
8.6 The long-term borrowing portfolio continues to be periodically 

reviewed in consultation with treasury management advisors 
(Capita Asset Management).  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. 

 
8.7 The in crease in PWLB repayment rates during the period, lowered 

the premium that would apply on premature redemption of loans, 
but the premium is still relatively expensive for the loans in the 
PCC’s portfolio and therefore unattractive for debt rescheduling.  No 
rescheduling activity was undertaken as a consequence. 

 
8.8  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, 

PWLB 
LOAN 

PWLB 
No. 

Date of 
Advance 

Maturity 
Date 

Interes
t 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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the PCC will consider alternative refinancing to achieve cost savings 
and a reduction in risk. 

 
8.9 Trends and variations in PWLB certainty rates are illustrated in 

Appendix V. 
 
8.10  No short-term borrowing was undertaken during the first half of 

2014-15.  All daily cash flow shortages were funded by withdrawals 
from instant access accounts and Money Market Funds held by the 
PCC. 

 
Debt Rescheduling 

 
9. Debt rescheduling opportunities have been limited in the current 

economic climate and consequent structure of interest rates.  No 
debt rescheduling was undertaken during the first six months of 
2014-15 year. 

 
 

CARL RUSHBRIDGE 
CHIEF FINANCE OFFICER 
 
Contact: Carl Rushbridge, Chief Finance Officer 
Tel No: 01273 481582 
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