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Introduction 
 
1.1 This Police and Crime Commissioner is required by  regulations issued under the Local 

Government Act 2003 to produce an annual treasury management review of activities 
and the actual prudential and treasury indicators for 2013-14. This report meets the 
requirements of both the CIPFA Code of Practice on Treasury Management (the Code) 
and the CIPFA Prudential Code for Capital Finance in Local Authorities (the Prudential 
Code).  

 
1.2 During 2013-14 the minimum reporting requirements were that the Police and Crime 

Commissioner should receive the following reports: 

• an annual treasury strategy in advance of the year  

• a mid-year treasury update report  

• an annual review following the end of the year describing the activity compared to 
the strategy (this report)  

1.3 The regulatory environment places responsibility on the Police and Crime 
Commissioner for the review and scrutiny of treasury management policy and 
activities.  This report is therefore important in that respect, as it provides details of 
the outturn position for treasury activities and highlights compliance with the Police 
and Crime Commissioner’s approved policies.   

 
1.4 The Police and Crime Commissioner also confirms that she has complied with the 

requirement under the Code to give scrutiny to all of the above treasury management 
reports by the Joint Audit Committee.   Member training on treasury management 
issues will be provided in September in order to support members’ scrutiny role. 

 
 

The Economy and Interest Rates   

2.1 The financial year 2013-14 continued the challenging investment environment of previous 
years, namely low investment returns, although levels of counterparty risk had subsided 
somewhat. The original expectation for 2013-14 was that Bank Rate would not rise during 
the year and for it only to start gently rising from quarter 1 2015.  This forecast rise has 
now been pushed back to a start in quarter 3 2015.  Economic growth (GDP) in the UK was 
virtually flat during 2012/13 but surged strongly during the year.  Consequently there was 
no additional quantitative easing during 2013-14 and Bank Rate ended the year unchanged 
at 0.5% for the fifth successive year.  While CPI inflation had remained stubbornly high and 
substantially above the 2% target during 2012, by January 2014 it had, at last, fallen 
below the target rate to 1.9% and then fell further to 1.7% in February.  It is also expected 
to remain slightly below the target rate for most of the two years ahead.   

 



2.2  Gilt yields were on a sharply rising trend during 2013 but volatility returned in the first 
quarter of 2014 as various fears sparked a flight to quality.  The Funding for Lending 
Scheme, announced in July 2012, resulted in a flood of cheap credit being made available 
to banks which then resulted in money market investment rates falling drastically in the 
second half of that year and continuing into 2013-14.  That part of the Scheme which 
supported the provision of credit for mortgages was terminated in the first quarter of 2014 
as concerns rose over resurging house prices.   

 
2.3 The UK coalition Government maintained its tight fiscal policy stance but recent strong 

economic growth has led to a cumulative, (in the Autumn Statement and the March 
Budget), reduction in the forecasts for total borrowing, of £97bn over the next five years, 
culminating in a £5bn surplus in 2018-19.  

 
2.4 The EU sovereign debt crisis subsided during the year and confidence in the ability of the 

Eurozone to remain intact increased substantially.  Perceptions of counterparty risk 
improved after the ECB statement in July 2012 that it would do “whatever it takes” to 
support struggling Eurozone countries; this led to a return of confidence in its banking 
system which has continued into 2013-14 and led to a move away from only very short 
term investing.  However, this is not to say that the problems of the Eurozone, or its 
banks, have ended as the zone faces the likelihood of weak growth over the next few years 
at a time when the total size of government debt for some nations is likely to continue 
rising.  Upcoming stress tests of Eurozone banks could also reveal some areas of concern. 

 
 
 
 

The Strategy for 2013-14 

 

 

3.1 The expectation for interest rates within the strategy for 2013-14 anticipated low but 
rising Bank Rate (starting in quarter 1 of 2015), and gradual rises in medium and 
longer term fixed borrowing rates during 2013-14.  Variable, or short-term rates, were 
expected to be the cheaper form of borrowing over the period.  Continued uncertainty 
in the aftermath of the 2008 financial crisis promoted a cautious approach, whereby 
investments would continue to be dominated by low counterparty risk considerations, 
resulting in relatively low returns compared to borrowing rates. 

 
3.2 In this scenario, the treasury strategy was to postpone borrowing to avoid the cost of 

holding higher levels of investments and to reduce counterparty risk.   
 
3.3 The actual movement in gilt yields meant that PWLB rates were on a sharply rising 

trend during 2013 as markets anticipated the start of tapering of asset purchases by 
the Fed.  This duly started in December 2013 and the US FOMC (the Fed.), adopted a 
future course of monthly reductions of $10bn (from a starting position of $85bn), 
meaning that asset purchases were likely to stop by the end of 2014.  However, 
volatility set in during the first quarter of 2014 as fears around emerging markets, 
various vulnerabilities in the Chinese economy, the increasing danger for the Eurozone 
to drop into a deflationary spiral, and the situation in the Ukraine, caused rates to dip 
down, reflecting a flight to quality into UK gilts.  

 

 
 

 



Borrowing Rates in 2013-14 

4.1 PWLB borrowing rates - the graph below shows how PWLB certainty rates have risen 
from historically very low levels during the year. 

 

 
 

 
Borrowing Outturn for 2013-14 

5.1 Borrowing – no borrowing was undertaken during the year.  The total debt outstanding 
remained at £4.5 million within line with the strategy. 

 
5.2 No rescheduling was done during the year as the average 1% differential between PWLB 

new borrowing rates and premature repayment rates made rescheduling unviable. 
 

 

Investment Rates in 2013-14 

6.1 Bank Rate remained at its historic low of 0.5% throughout the year; it has now remained 
unchanged for five years.  Market expectations as to the timing of the start of monetary 
tightening ended up unchanged at early 2015.  The Funding for Lending Scheme resulted 
in deposit rates remaining depressed during the whole of the year, although the part of the 
scheme supporting provision of credit for mortgages came to an end in the first quarter of 
2014. 

 
 
 
 
 
 
 
 
 
 
 



 

 
 



Investment Outturn for 2013-14 

7.1 Investment Policy – the Police and Crime Commissioner’s investment policy is governed 
by CLG guidance, which was been implemented in the annual investment strategy 
approved by the Police and Crime Commissioner during February 2013.  This policy sets 
out the approach for choosing investment counterparties, and is based on credit ratings 
provided by the three main credit rating agencies supplemented by additional market data 
(such as rating outlooks, credit default swaps, bank share prices etc.).   

 
7.2 The investment activity during the year conformed to the approved strategy, and the Police 

and Crime Commissioner had no liquidity difficulties.  
 
7.3 The movement in the Police and Crime Commissioner’s investment portfolio by the credit 

rating of the financial institution (as applicable on the given date) is shown below: 
 

Deposits with financial 
institutions 

2012-13 2013-14 2013-14 2013-14 2013-14 

£’000 £’000 £’000 £’000 £’000 

  Full Year Jun Sep Dec Mar 

Debt Management Office 
AA+ 10.1 0.0 0.0 0.0 0.0 

AAA rated counterparties 60.0 51.8 30.0 16.2 14.1 

AA+ rated counterparties 0.0 0.0 0.0 0.0 0.0 

AA rated counterparties 0.0 0.0 13.9 0.0 0.0 

AA- rated counterparties 0.0 0.0 0.0 10.0 16.5 

A+ rated counterparties 0.0 0.0 0.0 10.0 10.0 

A rated counterparties 10.0 35.0 61.1 45.0 35.0 

A- rated counterparties 0.0 0.0 0.0 10.0 0.0 

BBB rated counterparties 0.0 0.0 0.0 0.0 10.0 

Heritable Bank (i) 1.5 1.5 0.4 0.4 0.4 

Total 81.6 88.3 105.4 91.6 86.0 

 
7.4 The movement in the maturity profile of the Police and Crime Commissioner’s investments 
is shown below: 
 
 

Period to Maturity 
2012-13 

£m 
2013-14 

£m 

Instant Access Call Accounts 70.0 24.1 

Up to one month 8.4 10.0 

One month to 3 months 1.7 5.0 

3 months to 6 months 0.0 16.5 

6 months to 1 year 0.0 30.0 

Greater than 1 year 0.0 0.0 

Heritable Bank (i) 1.5 0.4 

Total 81.6 86.0 

 
 

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



7.5 Yield: The Police and Crime Commissioner sought to optimise returns commensurate with 
its objectives of security and liquidity.  The UK Bank Rate was maintained at 0.5% through 
the year again.  Short-term money market rates remained at very low levels and continued 
to have a significant impact on investment income. 

 
7.6 During 2013-14 the Police and Crime Commissioner operated two instant access call 

accounts with UK-regulated banks and seven Sterling Money Market Funds, where funds 
were deposited and withdrawn without notice.  As the Money Market Funds achieved a 
daily rate of return below the Bank of England base rate further investment in Fixed 
Interest deposits was favoured in preference to the Money Market Funds where possible. 

 
7.7 The total interest received from all instant access accounts during 2013-14 amounted to 

£0.208m representing an average interest rate of 0.42%.  Additional interest was achieved 
from fixed interest investments amounted to £0.324m representing an average interest 
rate of 0.62%.  This is illustrated in the tables below. 

 

Call Accounts 
Average Balance 

£'000 
Interest Received 

£'000 

Rate of 
Return  

% 

BlackRock MMF 31 0 0.32% 

Deutsche MMF 5,516 19 0.35% 

Federated MMF 9,671 41 0.42% 

Goldmans MMF 7,438 27 0.37% 

IGNIS MMF 10,000 43 0.43% 

RBS MMF 2,466 8 0.33% 

SSgA MMF 3,718 13 0.34% 

NatWest Bank (RBS) 8,737 47 0.53% 

Bank of Scotland (Lloyds) 1,740 10 0.55% 

Total Call Accounts 49,315.9 207.9 0.42% 

 
 

Other Investments 
Average Balance 

£'000 
Interest Received 

£'000 

Rate of 
Return  

% 

Bank of Scotland 3,740 32 0.85% 

Lloyds  9,096 71 0.78% 

Barclays 9,205 70 0.76% 

Svenska 983 4 0.44% 

Standard Charter  7,288 41 0.57% 

National Australia Bank 1,336 7 0.50% 

Nationwide 6,803 41 0.60% 

Nordea 7,288 37 0.50% 

Credit Agricole CIB 3,561 17 0.47% 

DMO 2,088 5 0.25% 

Heritable Bank 818 0 0.00% 

Total Other 52,204.2 324.2 0.62% 

 
 



 
 
7.8 Investment Income as compared with the original budget is summarised in the table 

below: 
 

Movement from original investment income budget 
2013-14 

£’000 

Original Budget 617 

Higher average investment portfolio than budgeted at 0.75% 49 

Lower rate of return than assumed budgeted rate (0.226%) (229) 

Higher than budgeted transfer to the PFI reserve 28 

Net Interest received (after PFI transfer) 465 

 
 
7.9 The following table illustrates the overall performance of the Police and Crime 

Commissioner against the Blackrock Money Market Fund and Bank of England base rate 
benchmarks: 

 

Investment Rate of Return 2013-14
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Heritable Bank 

8.1 Prior to inception of Police and Crime Commissioners, the Sussex Police Authority had three 
deposits with Heritable Bank totalling £6.8m when Heritable was taken into administration 
in October 2008 following the failure of its Icelandic parent company, Landsbanki.  An 
original claim of £6.84m was submitted to the administrators Ernst & Young in November 
2008, which included interest accrued at the date of Heritable entering administration 
(£44,828). 

8.2 The U.K. Government, Local Government Association, administrators and other agencies 
have continued to work throughout 2013-14 in recovering assets and co-ordinating 
repayments to all UK councils with Icelandic investments.   

 



8.3 In the case of Heritable Bank plc, a significant repayment was received by the Police and 
Crime Commissioner in August 2013 amounting to 16.73% (£1,145,451.55), bringing the 
total repayments to 94% of the Police and Crime Commissioner’s total claim against 
investments in Heritable Bank. 

 
8.4 This is expected to be the last payment, although the final position has yet to be 

confirmed.  
  
8.5 A 20% loan impairment of £1.36m recognised in the 2008-09 accounts has been released 

to the extent of £0.994m in the 2013-14 accounts 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 which means the carrying 
value of the Heritable bank investment is £Nil at the end of the 2013-14 year. 

 
 
 
 

RECOMMENDED – That the report be noted.  
 
 
 
John Eagles 
Chief Finance Officer, Office of the Sussex Police and Crime Commissioner 
 
Contact: John Eagles, Chief Finance Officer 
Email:  john.eagles@sussex-pcc.gov.uk 
Tel:   01273 481582 
 
 



Prudential and treasury indicators                                                                            

During 2013-14, the Police and Crime Commissioner complied with HER legislative and regulatory 
requirements.  The key actual prudential and treasury indicators detailing the impact of capital 
expenditure activities during the year, with comparators, are as follows:  

 Actual Estimated Actual 
Impact of Capital Plans on Council 

Tax 2012-13 2013-14 2013-14 
Impact on Council Tax (Band D 
Equivalent) 138.42 138.42 138.42 

  Actual Estimate Actual 
  2012-13 2013-14 2013-14 

Financial £ '000s £ '000s £ '000s 
Capital Expenditure (excluding leasing and 
PFI) 10,450 14,296 8,020 
Capital Financing Requirement (Inc PFI & 
Leases) 21,228       20,584 20,584 
Authorised Borrowing Limit  40,782 40,191 40,191 
Operational Boundary 25,782 25,191 25,191 

Net Borrowing (80,515) (70,500) (81,929) 

Financing costs 1,741 2,000 1,848 
Net revenue Stream  (287,151) (297,661) (297,661) 
Financing costs / Net revenue Stream 0.61% 0.67% 0.62% 

  Actual Estimate Actual 
  2012-13 2013-14 2013-14 

  £ '000s £ '000s £ '000s 
Long Term Borrowing - Fixed (PWLB)        4,500          4,500       4,500  
Long Term PFI Liability - PFI       17,168        16,672       16,672  
Long Term Finance Lease Liability - 
Brighton East           751             733            733  

Total Long Term Debt      22,419        21,905       21,905  

15% x External Debt (Total Long term 

borrowing)        3,363          3,286         3,286  

Operational Borrowing limit      25,782        25,191       25,191  

Temporary Borrowing limitl      15,000        15,000       15,000  

Authorised Borrowing limit      40,782        40,191       40,191  

Investments (85,015) (75,000) (86,429) 
Maximum investments at longer than 1 
year (1,511) (18,750) (366) 
Percentage of investment longer than 1 
year 1.8% 25% 0.4% 

Borrowing (actual external borrowing) 4,500 4,500 4,500 
Investments (85,015) (75,000) (86,429) 

Net Borrowing (80,515) (70,500) (81,929) 

 Actual Estimate Actual 
Treasury Management  2012-13 2013-14 2013-14 

Compliance with CIPFA Code of Practice YES YES YES 

Debt Maturity:  26-30 Years 0% 0% 0% 
Debt Maturity:  20-25 Years 22% 0% 0% 
Debt Maturity:  15-20 Years 78% 100% 100% 
Debt Maturity:  10-15 Years 0% 0% 0% 
Debt Maturity:  5-10 Years 0% 0% 0% 
Debt Maturity:  1-5 Years 0% 0% 0% 

Actual Debt at Fixed Rates as % of Net 
Borrowing 28% 31% 27% 
Actual Debt at Variable Rates as % of Net 7% 8% 7% 

Appendix 1 



Borrowing 
Maximum % Borrowing at Fixed Rates 100% 100% 100% 
Maximum % Borrowing at Variable Rates 0% 25% 0% 
Maximum % Investments at Fixed Rates 14% 100% 72% 
Maximum % Investments at Variable 
Rates 86% 85% 86% 
Maximum Principal Invested > 364 days 0% 25% 0% 

 
Any material changes in indicators should be explained  
 
Gross borrowing and the CFR - in order to ensure that borrowing levels are prudent over 
the medium term and only for a capital purpose, the Police and Crime Commissioner should 
ensure that its gross external borrowing does not, except in the short term, exceed the total 
of the capital financing requirement in the preceding year (2013-14) plus the estimates of 
any additional capital financing requirement for the current (2014/15) and next two financial 
years.  This essentially means that the Police and Crime Commissioner is not borrowing to 
support revenue expenditure.  This indicator allows the Police and Crime Commissioner some 
flexibility to borrow in advance of its immediate capital needs in 2013-14.   
 
The authorised limit - the authorised limit is the “affordable borrowing limit” required by s3 
of the Local Government Act 2003.  Once this has been set, the Police and Crime 
Commissioner does not have the power to borrow above this level.  The table below 
demonstrates that during 2013-14 the Police and Crime Commissioner has maintained gross 
borrowing within its authorised limit.  
 
The operational boundary – the operational boundary is the expected borrowing position of 
the Police and Crime Commissioner during the year.  Periods where the actual position is 
either below or over the boundary is acceptable subject to the authorised limit not being 
breached.  
 
Actual financing costs as a proportion of net revenue stream - this indicator identifies 
the trend in the cost of capital (borrowing and other long term obligation costs net of 
investment income) against the net revenue stream. 
 

 2013-14 

Authorised limit £40.1m 

Maximum gross borrowing position  £28.6m 

Operational boundary £25.1m 

Average gross borrowing position   £4.5m 

Financing costs as a proportion of net revenue stream        0.62 % 

 
The exposure to fixed and variable rate investments was as follows: 

 31 March 
2013 
actual 

2013-14 
original limits 

31 March 
2014 
actual 

Fixed rate  14% 100% 72% 

Variable rate  86% 85% 86% 

 

 

 

 



 



 



 



 


