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Agenda Item No.15 

 

To:  Joint Audit Committee 

Date:  7 December 2016 

By:  Chief Finance Officer 

Title:  Treasury Management Mid-Year Report 2016/17 

 

 

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 30 

September 2016. 

 

Recommendations –  

The Joint Audit Committee is recommended to:  

• Note the Treasury Management mid-year report for the six months to 30 
September 2016; and  

• Endorse the changes to the 2016/17 Treasury Management Strategy 

Statement (TMSS) which are subject to 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 2016/17 Treasury Management Strategy Statement 

(TMSS). 

1.2 The report and TMSS are attached. 

2 Financial Considerations 

2.1 Financial implications are considered throughout this report. 

3 Legal Considerations 

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

of the Treasury Management activities. 
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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 

• £87.3m of investments were held at 30 September 2016. 

• We received £392k interest, which was £142k more than expected to 30 

September. 

• Gross investment return of 0.91% was achieved against LIBID of 0.28% 

and a benchmark of similar bodies of 0.82%. 

• The UK sovereign rating was reduced as a result of BREXIT.  The TMSS 

will be amended. 

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

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

approved limits. 

 

 

 

 

 

 

 

 

 

 



3 

 

Treasury Management Performance to 30 September 2016 
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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 six months to 30 September 2016. 

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 2016/17 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 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 2016/17 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 2016/17; 
• Review of the PCC’s borrowing strategy for 2016/17; 

• Review of any debt rescheduling undertaken during 2016/17; 
• Review of compliance with Treasury and Prudential Limits for 2016/17. 
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3 Treasury Management Strategy Update 

3.1 The Treasury Management Strategy Statement (TMSS) for 2016/17 was 

approved by the PCC on 29 March 2016 and is underpinned by adoption of 

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

of Practice on Treasury Management (revised 2011). 

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 2016/17 was reviewed in light of economic developments 

following the BREXIT vote and revisions to the TMSS for 2016/17 are 

recommended to remove the UK sovereign credit rating criteria for 

investment. 

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 The result of the EU referendum held on 23 June 2016 has resulted in a 

downgrading of the UK Sovereign credit rating by two of the three credit 

reference agencies that we use. 

Fitch AA+ to AA 

Standard and Poor AAA to AA 

Moody’s reaffirmed at AA1 (Equivalent to AA+) 

3.7 Our treasury advisers Capita Asset Services, Treasury Solutions noted that 

many of their clients will be impacted by this change if they have an 
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investment risk requirement for UK banks that also includes a UK 

sovereign AA+ rating. 

3.8 The PCC for Sussex is not directly impacted by this change because the 

TMSS 2016/17 specifies a minimum of sovereign AA- rating as per the 

following extract from section 4.3 Changes to Credit Rating Methodology: 

The evolving regulatory environment, in tandem with the rating agencies’ 

new methodologies also means that sovereign ratings are now of lesser 

importance in the assessment process.  Where through the crisis, clients 

typically assigned the highest link between sovereign support and 

domestic financial institutions.  While the PCC understands the changes 

that have taken place, it will continue to specify a minimum sovereign 

rating of AA-.  This is in relation to the fact that the underlying domestic 

and where appropriate, international, economic and wider political and 

social background will still have an influence on the ratings of a financial 

institution. 

3.9 Capita Asset Services, Treasury Solutions has advised that the “Sovereign 

Rating” is no longer relevant to the UK banks ratings because they are no 

longer underwritten by the government as they are all independently 

funded and subject to their own credit ratings.  They advise that we can 

safely remove the UK sovereign rating requirement from our strategy and 

rely on the separate credit ratings of banks.  In addition, a number of 

housekeeping changes are recommended following the mid-year review.   

3.10 The revised TMSS 2016/17 will be presented to the PCC for approval. 
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4 Investment Performance 

4.1 Interest Receivable 

4.1.1 The PCC’s budgeted investment return for the 2016/17 year is £0.5m and 

actual interest received by the PCC in the first six month period to 

September 2016 was higher than expected at £391,951 (£343,924 Apr-

Sep 2015). 

4.1.2 The PCC’s daily average investment portfolio of £86.2m for the six month 

period to 30 September 2016 generated a gross investment return of 

0.91%.  This exceeded the average 7 Day LIBID benchmark of 0.28% by 

0.63% and the UK Bank Rate which reduced from 0.5% to 0.25% on 4 

August 2016.  This is illustrated in Appendix III. 

4.1.3 The Police and Crime Commissioner for Sussex is a member of a local 

Benchmarking Analysis group with data collected by our treasury advisors 

CAPITA which includes data from 9 other Local Authorities.  The return on 

investment results for September 2016 indicate the performance for the 

PCC for Sussex exceeded that of the benchmarking group and the 

majority of other peer returns collated by CAPITA including other police 

forces.  September 2016 benchmarking results on a Weighted Average 

Rate of Return (WARoR) basis were as follows: 

Performance Group WARoR  

The PCC for Sussex 0.91% 

Benchmarking Group 8 0.82% 

Police  0.62% 

 

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

the first half of the 2016/17 year, as compared with the original budget is 

summarised in the table below: 

Movement from original investment income budget  £’000 

Original Budget 500 

Lower average investment portfolio than budget (£3.8m)   -21 

Higher rate of return than budget estimate (0.351%)   303 

Net Interest receivable forecast  782 

 

4.1.5 The revised forecast for investment interest at Quarter 2 was uplifted to 

£631,000 from £500,000.  This takes into consideration reducing interest 

rates and the decrease in portfolio size towards the end of the financial 

year, as illustrated below. 

2016/17 Interest Forecast 
Actuals 

Apr-Sep 

Forecast 

Oct-Mar 
Total 

Average portfolio £'000 86,186 74,000 80,093 

Average rate of return % 0.91% 0.65% 0.79% 

Net Interest receivable £'000 392 239 631 
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4.1.6 Interest rates are at historic lows and are expected to remain at this level 

until certainty over BREXIT is established.  

4.2 Investment Portfolio Activity 2016/17 

4.2.1 In accordance with the Code and the Treasury Management Strategy 

Statement (TMSS) for 2016/17, 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 £87.29m of investments as at 30 September 2016 

(£76.14m at 31 March 2016). 

4.2.3 During 2016/17 the PCC for Sussex operated three instant access call 

accounts with UK-regulated banks (NatWest Reserve and Santander) and 

five Sterling Money Market Funds, where funds can be deposited and 

withdrawn without notice. 

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

Appendix II gives a full list of Investments held at 30 September 2016. 

Investment 
2015/16 

Balance  

31-Mar-16 

£m 

2016/17 

Purchased  

£m 

2016/17 

Redeemed  

£m 

2016/17 

Balance  

30-Sep-16 

£m UK Banks – Fixed Deposits 35.0 30.0 (20.0) 45.0 

Non UK Banks – Fixed Deposits 5.0  0.0 (5.0) 0.0 

UK Building Societies 5.0 0.0 0.0 5.0 

UK Banks – Call Accounts 10.1 32.7 (22.7) 20.1 

Money Market Funds 20.9 154.4 (158.2) 17.1 

Heritable Bank (i) 0.1 0.0 0.0 0.1 

TOTAL 76.1 217.1 (205.9) 87.3 

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

4.2.5 The slight increase in average investment portfolio at 30 September 2016 

reflects timing of receipt of government grants and precepts from local 

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

4.3 Liquidity 

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

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

TMSS for 2016/17.  Explicit approval from the PCC was required to extend 

beyond this time period for this category of Bank.  During the first half of 

the 2016/17 year there were two long term investments placed for two 

year fixed terms as approved by the PCC: 

• £5m deposit with Close Brothers for 2 years at 1.50% from 29 April 2016 

• £5m deposit with Close Brothers for 2 years at 1.50% from 18 May 2016 
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4.3.2 The maturity profile of the PCC’s investments is shown in the following 

table: 

Deposits with financial 

institutions 

2015/16 2016/17 

31-Mar-16 30-Jun-16 30-Sep-16 

 £m £m £m 

Instant Access Call Accounts 31.0 13.5 37.2 

Less than 1 month 10.0 5.0 0.0 

1 month to 3 months 10.0 0.0 5.0 

3 months to 6 months 5.0 5.0 25.0 

6 months to 1 year 20.0 25.0 10.0 

1 year to 2 years 0.0 10.0 10.0 

Heritable Bank(i) 0.1 0.1 0.1 

TOTAL 76.1 58.6 87.3 

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

 

4.4 Heritable Bank 

4.4.1 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 of 

£44,828. 

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

of the total claim against investments in Heritable Bank. 

4.4.3 Full recovery is expected but timing is 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 30 September 

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

books of the PCC is £Nil. 
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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 

2015-16 2016-17 

31-Mar-16 30-Jun-16 

£ 

30-Sep-16 

£  £m £m £m 

AAA rated counterparties (i) 20.9 3.4 17.1 

AA- rated counterparties (ii) 5.0 10.0 10.0 

A+ rated counterparties (iii) 15.0 10.0 15.0 

A rated counterparties (iv) 35.0 35.0 45.0 

BBB+ rated counterparties (v) 0.1 0.1 0.1 

Heritable Bank 0.1 0.1 0.1 

TOTAL 76.1 58.6 87.3 

(i) Money Market Funds 

(ii) DZ Bank and Qatar 

(iii) Lloyds Bank  

(iv) Barclays Bank, Nationwide Building Society, Santander UK Plc, Close Brothers 

and Goldman Sachs International Bank 

(v) National Westminster (RBS Group) 

 

4.5.2 Borrowing 

4.5.3 The PCC’s capital financing requirement (CFR) for 2016/17 is £19.282m.  

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 30 September 2016 the PWLB long-term borrowing held by the PCC for 

Sussex amounted to £4.5m which will be fully matured in 15 years. 

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

payable to PWLB in 2016/17 relating to the long-term borrowing by the 

PCC, representing an average interest rate of 4.5%. 

 

4.5.6 No new external borrowing was taken in the first six months of 2016/17 

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

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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funded by withdrawals from instant access accounts and Money Market 

Funds held by the PCC. 

4.5.7 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. 

4.5.8 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. 

4.5.9 Trends and variations in the PWLB certainty rates are illustrated in 

Appendix V.   

 

4.6 Debt Rescheduling 

4.6.1 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 2016/17. 

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

portfolio and therefore unattractive for debt rescheduling.  No debt 

rescheduling activity was undertaken as a consequence.    

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

against the requirements of the business plan and any future borrowing 

requirements.  Where rescheduling is appropriate, the PCC will consider 

alternative refinancing to achieve cost savings and a reduction in risk. 
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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 2016. 

Capital Expenditure by 

Investment Portfolio 

Original 

Budget  

£000 

Approved 

Adjustments 

£000 

Latest  

Budget  

£000 

Main Capital Investments 10,325 1,305 11,630 

Major Change Initiatives 3,660 1,944 5,604 

Estates Strategy 12,494 2,647 15,141 

Asset Replacement 336 214 550 

Total Planned Spend 26,814 6,110 32,924 

 

The above adjustments include;  

• £5.1m increase for PCC approved carried forward from 2015/16  
• £1m increase for new investment projects including body worn video 

equipment and Mobile Policing  

 

5.2 Planned Capital Financing 2016/17 

5.2.1 The table below illustrates planned financing of the capital expenditure 

plans for 2016/17.  

  
Original 

Estimate 

£000 

Approved 

Adjustments 

£000 

Revised 

Estimate 

£000 

Total Planned Spend 26,814 6,110 32,924 

Financed by:       

Capital Grants 1,068 0 1,068 

Revenue contribution 2,517 0 2,517 

Capital Receipts 4,800 0 4,800 

Reserves 18,430 6,110 24,540 

Total Financing 26,814 6,110 32,924 

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 CFR indicates the underlying external need to incur borrowing for a 

capital purpose.  The Operational Boundary shows the expected debt 

position over the period.   

5.2.4 2016/17 performance is on target against the original Prudential Indicator 

forecasts for the Capital Financing Requirement, External Debt and 

Operational Boundary. 
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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 2016/17 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 

 
2016/17 

Original 

Estimate 

£m 

2016/17 

Amendments 

£m 

2016/17 

Revised 

Estimate 

£m Prudential Indicator – Capital Financing Requirement 

Total CFR 19,282 0 19,282 

Net movement in CFR (467) 0 (467) 

    

Prudential Indicator – External Debt / the Operational Boundary 

Long Term Borrowing 4,500 0 4,500 

Long Term PFI Liability 15,823 0 15,823 

Long Term Finance Lease Liability 672 0 672 

Total debt  31 March 20,995 0 20,995 

15% External Debt allowance 3,149 0 3,149 

Operational Borrowing Limit 24,144 0 24,144 

 

2016/17 

Original 

Estimate 

£m 

2016/17 

Amendments 

£m 

2016/17 

Revised 

Estimate 

£m 

Gross borrowing 4,500 0 4,500 

Plus other long term PFI liability 15,823 0 15,823 

Gross Debt 20,323 0 20,323 

CFR* (year-end position) 19,282 0 19,282 
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is prohibited, and needs to be set and revised by the PCC.  It reflects the 

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

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

maximum borrowing need with some headroom for unexpected 

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

the Local Government Act 2003.  

 

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

current or future years in complying with this prudential indicator. 

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

6 Economic Update 

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

Appendix VI. 

7 Conclusion 

7.1 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. 

7.2 During the six months to 30 September 2016 the PCC complied with 

legislative and regulatory requirements.   

7.3 The Chief Finance Officer confirms compliance with the approved Treasury 

Management Strategy Statement for 2016/17 and that a prudent 

investment approach has been followed with priority given to security and 

liquidity of amounts invested over actual yield achieved. 

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

Treasury Management mid-year report for the six months to 30 September 

2016. 

7.5 The Chief Finance Officer requests the Joint Audit Committee to endorse 

the recommended changes to the 2016/17 Treasury Management Strategy 

Statement (TMSS) which are subject to approval by the PCC. 

 

Authorised limit for 

external debt 

2016/17 

Original 

Indicator 

£m 

2016/17 

Amendments 

£m 

2016/17 

Revised 

Estimate  

£m 

Borrowing 4,500 0 4,500 

PFI long term liability 15,823 0 15,823 

Finance lease liability 672 0 672 

Additional external debt 3,149 0 3,149 

Additional contingency 15,000 0 15,000 

Total 39,144 0 39,144 
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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 30 September 2016 

Tax Base Base:  
BUDGET 

Q2   
Estimate 

2016/17 
Compliance at 30-Sep-16 

Impact of Capital Plans on Council Tax 2016/17 2016/17   
Impact on Council Tax (Band D Equivalent) 148.91 148.91 Yes no change 

Financial   Actual  Q2 Estimate    
  2016/17 2016/17   
 £ '000s £ '000s   
Capital Expenditure (excluding leasing and PFI) 26,814 32,924 Yes PCC approved changes 
Capital Financing Requirement (Inc. PFI / Leases) 19,282 19,282   
Authorised Borrowing Limit  39,144 39,144 Yes no extra borrowing in yr 
Operational Boundary 24,144 24,144 Yes no extra borrowing in yr 
Net Borrowing (40,500) (68,500) Yes, Investments >£70m 
Financing costs 2,000 2,000 Yes forecast costs <£2m 
Net revenue Stream  (291,025) (291,025)   
Financing costs / Net revenue Stream 0.69% 0.69%   

Closing Liabilities as at 31 March   BUDGET Q2 Estimate    
 2016/17 2016/17   
  £ '000s £ '000s   
Long Term Borrowing - Fixed Rate (PWLB)          4,500           4,500  Yes no change 
Long Term PFI Liability - PFI  15,823  15,823  Yes no change 
Long Term Finance Lease Liability - Brighton East 672              672  Yes no change 

Total Long Term Debt  20,995         20,995  Yes no change 
15% x External Debt (Total Long term borrowing) 3,149           3,149  Yes no change 
Operational borrowing limit 24,144  24,144  Yes no change 
£15m additional        15,000         15,000  Yes no change 
Authorised borrowing limit 39,144  39,144  Yes no change 
Investments (45,000) (73,000) Yes portfolio P1-6 av. 

£86.2m Maximum investments at longer than 1 year (11,250) (18,250) Yes, £10m investments >1yr 
Percentage of investment longer than 1 year 25% 25% Yes, £10m investments >1yr 

Borrowing (actual external borrowing) 4,500 4,500 Yes no change 
Investments (45,000) (73,000) Yes portfolio P1-6 average 

£86.2m Net Borrowing  (40,500) (68,500)   
Treasury Management   BUDGET Q2 Estimate  

Estimate  
  

 2016-17 2016-17   
Compliance with CIPFA Code of Practice YES YES   
Debt Maturity: 15-20 Years 44% 44% Yes no change  
Debt Maturity: 10-15 Years 56% 56% Yes no change 
Actual Debt at Fixed Rate as % Net Borrowing 52% 31% Yes below maximum  
Actual Debt at Variable Rate as % Net Borrowing 13% 8% 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% Yes max P1-6 61% 
Maximum Principal Invested > 364 days 25% 14% Yes, £10m investments >1yr 
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APPENDIX II 

Investment Portfolio as at 30 September 2016 

 

Counterparty 

Investments 

as at 

30-Sep-16 

£ 

UK Banks incorporated in UK:   

Lloyds Bank 15,000,000 

Close Brothers 10,000,000 

Goldman Sachs 10,000,000 

Qatar 10,000,000 

Santander UK Plc 20,000,000 

NatWest Reserve (RBS Group) 100,000 

Total Banks incorporated in UK 65,100,000 

Icelandic Banks in Administration*:   

Heritable Bank Ltd  93,049 

Total Icelandic Banks 93,049 

TOTAL UK BANKS 65,193,049 

UK Building Society:   

Nationwide Building Society 5,000,000 

Total UK Building Societies 5,000,000 

Money Market Funds:   

Federated Investors (UK) LLP  7,100,000 

SLI Plc 10,000,000 

Total Money Market Funds 17,100,000 

Total Investments 87,293,049 

*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 

 2016-17 to Q2 

 
BUDGET 

PORTFOLIO 

RATE 
OF 

RETURN 
BUDGET 

INTEREST 

 £'000 % £'000 

Investment Portfolio 90,000 0.56% 500 

INVESTMENT INCOME BUDGET   90,000  500 
    

INTEREST SURPLUS COMPARED WITH BUDGET ASSUMPTIONS   

    

Outturn  to 30-Sep-16 2016-17 to Q2 
 £'000 % £'000 
Average Portfolio (excluding PFI reserve)  86,186   
Average Investment Return Rate  0.91% 392 
    

 PORTFOLIO  BUDGET 
INTEREST 

 £'000  £'000 
(a) Average investment portfolio > than assumed in original budget (3,814) 0.56% (21.20) 
(b) Actual rate of return < than assumed in original budget 86,186 0.35% 303 

INTEREST SURPLUS/(DEFICIT)   281 
    
 2016-17 to Q2 
 ACTUAL 

PORTFOLIO 
RATE 

OF 
ACTUAL 

INTEREST  £'000 % £'000 
Average Investment Portfolio 86,186 0.91% 782 

INVESTMENT INCOME FORECAST AS AT 30 -SEP-16 86,186  782 
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    APPENDIX V 

PWLB certainty rates, half year ended 30 September 2016 

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

first six months of the year to date:    

  1 Year 5 Year 10 Year 25 Year 50 Year 

01/04/16 1.13% 1.62% 2.31% 3.14% 2.95% 
30/09/16 0.83% 1.01% 1.26% 1.41% 1.66% 

Low  0.81% 0.95% 1.42% 2.08% 1.87% 

Low Date  07/09/2016 10/08/2016 10/08/2016 12/08/2016 30/08/2016 

High  1.20% 1.80% 2.51% 3.28% 3.08% 

High date  27/04/2016 27/04/2016 27/04/2016 27/04/2016 27/04/2016 

Average  0.99% 1.33% 1.92% 2.69% 2.46% 

 

As outlined below, the general trend has been a sharp fall in interest rates 

during the six months.  
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APPENDIX VI 

 

Economic Update  

Economic performance to date and outlook 

U.K. 

UK GDP growth rate in 2015 was disappointing at 1.8%, though it remained one 

of the leading rates among the G7 countries established to facilitate economic 
cooperation among the world’s largest industrial nations.  The growth rate fall 

observed in quarter 1 recovered in quarter 2 of 2016.  
 
The referendum vote for Brexit in June this year delivered an immediate shock fall in 

confidence indicators and business surveys, pointing to an impending sharp 
slowdown in the economy.  The Bank of England meeting on 4 August 2016 

addressed this expected slowdown in growth by a package of measures including a 
cut in Bank Rate from 0.50% to 0.25%.   
 

The Inflation Report included an unchanged forecast for growth in 2016 of 2%, but 
cut the forecast for 2017 from 2.3% to 0.8% reflecting uncertainty of whether the 

UK would have continue full access to the EU single market.  The Report also 
forecast a sharp rise for inflation to around 2.4% in 2018 and 2019.   
 

CPI started rising during 2016 as the falls in the price of oil and food twelve 
months ago fall out of the calculation during the year and, in addition, the post 

referendum 10% fall in the value of sterling on a trade weighted basis is likely to 
result in a 3% increase in CPI over a time period of 3-4 years. 
 

Eurozone 

The Eurozone GDP growth rose by 0.6% in quarter 1 2016 but slowed to 0.3% in 

quarter 2.  This has added to comments from many forecasters that central 
banks around the world are running out of options to stimulate economic growth 
and boost inflation.  They stress that national governments will need to do more 

by way of structural reforms, fiscal measures and direct investment expenditure 
to support demand in the their economies and economic growth. 
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Interest rate forecasts  

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

 
 

 

 

 

 

 

 

Capita Asset Services reviewed its interest rate forecasts shortly after the MPC 

meeting on 4 August 2016 leading to reduction of the Bank Rate from 0.50% to 
0.25%. The MPC gave forward guidance that it expected to cut the Bank Rate 

again to near zero before the year end.  The MPC is concerned about the impact 
of increases on many heavily indebted consumers, especially when the growth in 

average disposable income is still weak and could turn negative when inflation 
rises during the next two years to exceed average pay increases.  
 

The above forecast therefore includes a further cut to 0.1% in November this 
year and a very tentative first increase in May 2018, to 0.25%, but no further 

increase to 0.50% until a year later.   
 
The overall longer run trend is for gilt yields and PWLB rates to rise gently.  An 

eventual world economic recovery may also see investors switching from the 
safe haven of bonds to equities. However, exceptional levels of volatility in 

financial markets have caused significant swings in PWLB rates.  Capita PWLB 
rate forecasts are based on the Certainty Rate (minus 20 bps) which has been 
accessible to most authorities since 1st November 2012.   

 
The overall balance of risks to economic recovery in the UK remains to the 

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

include: 
• Monetary policy action failing to stimulate significant sustainable growth, 

combat threat of deflation and reduce high levels of debt, combined with a 
lack of adequate action from national governments to promote growth 
through structural reforms, fiscal policy and investment expenditure.  

• Weak capitalisation of some European banks. 
• A resurgence of the Eurozone sovereign debt crisis. 

• Geopolitical risks in Europe, the Middle East and Asia, increasing safe 
haven flows.  

• Emerging country economies, currencies and corporates destabilised by 

falling commodity prices and/or Federal Bank rate increases, causing a 
further flight to safe havens (bonds). 
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• UK economic growth and increases in inflation weaker than we currently 
anticipate.  

• Weak growth or recession in the UK’s main trading partners - the EU and 
US.  

 

Potential upside risks to current forecasts for UK gilt yields and PWLB rates 
currently include: 

• The pace and timing of increases in Federal funds rate causing a 

fundamental reassessment by investors of the relative risks of holding 
bonds as opposed to equities and leading to a major flight from bonds to 

equities. 
• UK inflation returning to significantly higher levels than in the wider EU 

and US, causing an increase in the inflation premium inherent to gilt 

yields. 
 

Monetary Policy 

There was a change to UK monetary policy in the period to September 2016, 
with official interest rates dropping from 0.5% to 0.25%.  The Bank of England’s 

Monetary Policy Committee (MPC) sets monetary policy in order to meet the 2% 
inflation target and in a way that helps to sustain growth and employment.  

 
Markets remain edgy and, despite recent stronger than expected data, remain 
wary of a follow up interest rate cut from BoE in November, should the run of 

better data end.  A November move would seem a possibility given that it 
coincide with the publication of the next BoE Quarterly Inflation Report, and the 

fresh projections contained therein. 
 

 


