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To:  The Sussex Police & Crime Commissioner  

Date:  12 July 2022 

By:  Chief Finance Officer 

Title:  Treasury Management Annual Report 2021/22 

 

Purpose of Report:  

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

Practice on Treasury Management (the Code) requires the PCC to receive a 

Treasury Management Annual Report on borrowing and investment activity by 30 

September each year.  

There is also a requirement of Financial Regulations 3.9 Treasury Management 

that the PCC’s CFO will prepare treasury management reports for the PCC on 

policies, practices and activities, including as a minimum, an annual strategy, a 

mid-year monitoring report and an annual report. 

This report meets this requirement and informs the PCC of Treasury Management 

activity during 2021/22. 

The report was reviewed and recommended for approval by the PCC at the Joint 

Audit Committee 9 June 2022. 

 

 

1 Executive Summary 

1.1 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. 

1.2 The annual performance of the Treasury Management Service is reported 

in line with CIPFA’s Code of Practice on Treasury Management and the PCC’s 

2021/22 Treasury Management Strategy Statement (TMSS). 

2 Main Issues and Performance Overview 

2.1 £32.9m of investments were held as at 31 March 2022. 
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2.2 £0.095m interest was received during the year, which was £0.055m less 

than budget. 

2.3 Gross investment return of 0.22% was achieved against the 0.71% 

originally anticipated and compared to SONIA of 0.14%. This translates to 

a weighted average return of 0.51% which compares against a benchmark 

group of 15 other local authorities achieving 0.49% and a benchmark group 

of 11 other policing bodies with a weighted average rate of return of 0.30%. 

2.4 Because of the continuing uncertainty pertaining to the economy, the Bank 

of England base rate remained at 0.10% from 19 March 2020 until 16 

December 2021 when it changed to 0.25%.  It changed again on 3 February 

2022 to 0.50% and again on 17 March 2022 to 0.75%. 

2.5 The short term borrowing of £10m taken in March 2021, in advance of long-

term loan decisions to support the capital programme financing, was rolled 

over in May 2021 and finally repaid in July 2021. 

2.6 New borrowing of £14.271m was taken in December 2021 to support the 

capital financing programme.  This is an EIP loan, Equal Instalments of 

Principal, whereby each payment includes an equal amount in respect of 

the loan principal and therefore the interest due with each payment will 

reduce.  Payments commence during 2022.  The original loan balance, 

where payments are interest only, remains at £4.500m.  The total 

outstanding balance of both loans at 31 March was £18.771m. 

2.7 The CFR has increased, hence the need for the new borrowing, but this and 

the other Prudential Indicators are within approved limits. 

2.8 Financial implications are considered throughout the main report. 

2.9 Relevant legislation and guidance have been complied with in the delivery 

of the Treasury Management activities. 

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

3 Key Risks  

3.1 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 PCC’s principal sums are safeguarded.  Maximising income is 

considered secondary to this main aim. 
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Treasury Management Performance to 31 March 2022 
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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 financial year to 31 March 2022. 

2 Background 

2.1 The annual performance of Treasury Management activity is reported in line 

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

Code of Practice on Treasury Management and the 2021/22 Treasury 

Management Strategy Statement. 

2.2 The Police and Crime Commissioner (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 annual report has been prepared in compliance with CIPFA’s Code of 
Practice on Treasury Management, and covers the following: 
 

• Economic update for the 2021/22 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 2021/22; 

• Review of the PCC’s borrowing strategy for 2021/22; 
• Review of any debt rescheduling undertaken during 2021/22; 

• Review of compliance with Treasury and Prudential Limits for 2021/22. 
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3 Treasury Management Strategy Update 

3.1 The Treasury Management Strategy Statement (TMSS) for 2021/2022 was 

approved by the PCC on 19 March 2021 and is underpinned by adoption of 

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

of Practice on Treasury Management. 

3.2 The primary requirements of the Code are as follows:  

• Creation and maintenance of a Treasury Management Policy Statement, 
stating the policies, objectives and approach to risk management of the 

PCC’s treasury management activities. 
• Creation and maintenance of Treasury Management Practices (TMPs), 

setting out the manner in which the PCC will seek to achieve those 
policies and objectives, and prescribing how it will manage and control 
those activities. 

• The PCC will receive reports on its treasury management policies, 
practices and activities, including, as a minimum, an annual strategy 

and plan in advance of the year, a mid-year review and an annual 
report after its close, in the form prescribed in its TMPs. 

• The PCC nominates the Joint Audit Committee (JAC) to be responsible 

for ensuring effective scrutiny of the treasury management strategy and 
policies. 

• The PCC nominates the Chief Finance Officer as the responsible officer 
for implementing and monitoring treasury management policies and 
practices and for the execution and administration of treasury 

management decisions. 
   

3.3 The TMSS for 2021/22 was approved by the PCC following recommendation 

from JAC on 19 March 2021 (no revisions were made to this strategy during 

the year)  Decision Notice 

2021/22 Treasury Management Strategy Statement 

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 2021/22 mid-year review report was approved by the PCC on 16 

December 2021. 

  

https://www.sussex-pcc.gov.uk/media/5668/009-decision-summary-tmss-2021_22-and-capital-strategy.pdf
https://www.sussex-pcc.gov.uk/media/5670/009-tmss-2021-22-sussex-pcc-final-18032021.pdf
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4 Investment Performance 

4.1 Interest Receivable 

4.1.1 The actual interest received by the PCC for the year to 31 March 2021 was 

£0.095m. 

4.1.2 The PCC’s daily average investment portfolio of £42.2m for the year 

generated a gross investment return of 0.22%.  This exceeded the average 

7 Day LIBID benchmark of 0.14% by 0.08% and the UK Average Bank Rate 

of 0.19% which had remained at a base rate of 0.10% from 19 March 2020 

as a result of the uncertainty pertaining to the coronavirus pandemic until 

16 December 2021 when it was raised to 0.25% and again on 3 February 

2022 when it increased again to 0.50% followed by a further increase to 

0.75% on 17 March 2022.  This is illustrated in Appendix III. 

4.1.3 The PCC is a member of a Benchmarking Analysis group with data collected 

by our treasury advisors Link Asset Services which includes data from 15 

other Local Authorities.  The return on investment results for the year to 31 

March 2022 indicates the performance for the PCC did exceed that of the 

benchmarking group 8 and that of the majority of other peer returns 

collated by Link Asset Services including 11 other police forces.  March 2022 

benchmarking results on a Weighted Average Rate of Return (WARoR) basis 

were as follows: 

Performance Group WARoR  

The PCC for Sussex 0.51% 

Benchmarking Group 8 0.49% 

Police  0.30% 

Model 0.40% 
 

4.2 Investment Portfolio Activity 2021/22 

4.2.1 In accordance with the Code and the Treasury Management Strategy 

Statement for 2021/22, 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 £32.9m of investments as at 31 March 2022 (£27.0m at 31 

March 2021). 

4.2.3 The increase in average investment portfolio at 31 March 2021 reflects 

timing of receipt of government grants along with timing and use of 

reserves for capital and investment expenditure in year. 

4.2.4 During 2021/22 the PCC for Sussex operated instant access call accounts 

with UK-regulated banks (Santander and our NatWest Special Interest 

Account) and seven Sterling Money Market Funds, where funds can be 

deposited and withdrawn without notice to provide for day to day working 

capital requirements. No cash was deposited in fixed term deposits where 

planning indicated money could be invested for longer periods. 
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4.2.5 The following table illustrates the portfolio movement during the year.  

Appendix II gives a full list of Investments held at 31 March 2022. 

Investment 

2020/21 

Balance  

31-Mar-20 

£m 

2021/22 

Purchased  

£m 

2021/22 

Redeemed  

£m 

2020/21 

Balance  

31-Mar-21 

£m 

UK Banks – Fixed Deposits 0.0  0.0  0.0 0.0  

Non UK Banks – Fixed Deposits 0.0  0.0  0.0 0.0 

Local Authority 0.0  0.0  0.0 0.0  

UK Banks – Call Accounts 9.5 151.2  (140.7) 20.0  

Money Market Funds 17.5 232.6  (237.2) 12.9  

Heritable Bank 0.0  0.0  (0.0)  (0.0)  

TOTAL 27.0  388.8  (382.9) 32.9  

 

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 2021/22.  Explicit approval from the PCC is required to extend 

beyond this period for this category of bank.  There were no long-term 

investments placed during the 2021/22 year. 

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

table: 

Deposits with financial institutions 

2020/21 

31/03/2021 

£m 

2021/22 

31/03/2022 

£m 

Instant Access Call Accounts 9.5 20.0 

Less than 1 month 17.5 12.9 

1 month to 3 months 0.0 0.0 

3 months to 6 months 0.0 0.0 

6 months to 1 year 0.0 0.0 

17.51 year to 2 years 0.0 0.0 

Heritable Bank 0.01 0.0 

TOTAL 27.0 32.90 

 

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.  From the original claim of £6.8m submitted to the administrators 

Ernst & Young in November 2008, repayments received to date amount to 

£6.78m representing 99.7% of the total amount invested. 

4.4.2 No further repayments are expected. 

4.4.3 A loan impairment of £1.360m (20%) was recognised in the 2008-09 

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

reversed to the extent of £1.343m to reflect repayment amounts received. 
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The remaining carrying amount of £0.017m represented unrecoverable 

Principal Value of the investment and was written off during the year against 

the equivalent amount of remaining impairment. The carrying value and 

impairment figure relating to the Heritable investment are now both £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 

2020/21 

31/03/2021 

£m 

2020/21 

31/03/2021 

£m 

AAA rated counterparties (i) 17.5 12.9 

AA+ rated counterparties (ii) 0.0 0.0 

A+ rated counterparties (iii) (iiia)9.5 (iiia)20.0 

Local authorities (iv) 0.0 0.0 

Heritable Bank 0.0 0.0 

TOTAL 27.0 32.9 

(i) Money Market Funds 

        (iiia) Santander 
 

4.6 Borrowing 

4.6.1 The PCC’s capital financing requirement (CFR) for 2021/22 is £29.4m.  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).   

4.6.2 Short term loans totalling £10m were taken during March 2021 in advance 

of long term loan decisions to support the capital programme financing.  All 

daily cash flow shortages are funded by withdrawals from instant access 

accounts and Money Market Funds held by the PCC.  These short term loans 

were rolled over in May 2021 and finally repaid in July 2021  

4.6.3 At 31 March 2022 the original PWLB long-term borrowing held by the PCC 

for Sussex amounted to £4.5m and will be fully matured in 10 years. 

4.6.4 Total interest of £0.201m was payable to PWLB in 2021/22 relating to the 

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

4.5%. 

 

 

 

PWLB 

No. 

Date of 

Advance 

Maturity 

Date 

Interest 

Rate 

Amount      

£m 

Annual 

Interest   

£m 

Loan 1 489785 31-Mar-05 01-Mar-31 4.85 1.250 0.060 

Loan 2 490633 24-Oct-05 01-Jun-31 4.45 1.250 0.057 

Loan 3 491430 31-Mar-06 01-Mar-32 4.25 1.000 0.042 

Loan 4 492302 02-Oct-06 01-Jun-32 4.25 1.000 0.042 

TOTAL     4.500 0.201 
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4.6.5 The long-term borrowing requirement 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 given the transparency and control that its facilities continue 

to provide. 

4.6.6 Use of internal resources in lieu of borrowing by the PCC is no longer 

sustainable as a means of funding the capital and investment programme. 

4.6.7 New PWLB borrowing of £14.271m with a fixed interest rate of 1.54% over 

20 years was taken in December 2021 to support the capital financing 

programme.  This is an EIP loan, Equal Instalments of Principal, whereby 

each payment includes an equal amount of the loan principal and therefore 

the interest due with each payment will reduce.  Twice yearly payments will 

commence in June 2022.  The original PWLB loan balance, where payments 

are interest only, remains at £4.5m.  The total outstanding balance of both 

loans at 31 March was £18.771m 

4.6.8 Trends and variations in the PWLB interest rates are illustrated in Appendix 

V.   

4.7 Debt Rescheduling 

4.7.1 Debt rescheduling opportunities have been limited in the current economic 

climate and consequent structure of interest rates.   

4.7.2 The long-term borrowing portfolio was reviewed during the year and in 

December 2021 with our advisors Link Asset Services.  The premium is still 

very expensive to redeem the loans in the PCC’s portfolio and therefore we 

concluded that debt rescheduling remains unattractive at this time.  No debt 

rescheduling activity was undertaken as a consequence. Instead, it was 

deemed necessary to take out further borrowing. See 4.6.7   

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

against the requirements of the medium term financial 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 final revised budget for capital & investment 

expenditure 2021/22 and the adjustments approved since the original 

capital budget was agreed by the PCC in February 2021. 

  
Original 
Budget  

£m 

Approved 
Adjustments 

£m 

Revised 
Budget  

£m 

IT Strategy 2.418 2.903 5.321 

Fleet Strategy 4.724 0.705 5.429 

PFI Schemes 0.000 0.149 0.149 

Operational Investments 0.835 0.180 1.015 

Estates Strategy 6.716 0.596 7.312 

Total Planned Spent 14.693 4.533 19.226 
 

5.1.2 The above adjustments include: 

5.1.3 Virements: During the year the PCC approved the following virement: 

• The main sources are the Centenary House slippage of £2.0m, Vehicle and 
Equipment including Telematics slippage of £1.9m, Firing range slippage of 

£1.7m,   Emergency Service Mobile Network slippage of £0.9m and Wyse 
Terminal slippage of £0.7m. 

5.1.4 Revenue to Capital Transfers: During the year the PCC approved the 

following revenue to capital budget transfers: 

• to the Capital and Investment reserve (£0.512m) in relation to the IT 
Hardware 

 

• to the Capital and Investment reserve (£0.306m) in relation to fleet 
purchases funded by precept uplift 

 

5.1.5 Capital and Investment Carry Forwards: The PCC approved the capital and 

investment carry-forward requests totalling £10.7m (£3.7m approved & 

vired during the year and £7.0m requested as part of the year-end process) 

to support the following capital projects: 
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5.1.6 The table below illustrates planned financing of the capital expenditure 

budget for 2021/22.  

  
Original 

Estimate 

£m 

Approved 

Adjustments 

£m 

Actual 

£m 

Total Planned 

Spend 

14.693 (3.844) 10.849 

Financed by:       

Home Office Capital 

Grants 

0.400 (0.157) 0.243 

External Funding 0.000 0.125 0.125 

Revenue contribution 2.600 3.030 5.630 

Capital Receipts 5.393 (5.283) 0.110 

Reserves 0.00 0.020 

 

0.020 

Borrowing 6.300 (1.579) 4.721 

Total Financing 14.693 (3.844) 10.849 

 

5.1.7 The following table shows the final capital and investment outturn position 

and the source of funding for the 2021/22 year. 

Capital and Investment Budget Outturn 2021/22 

  Actual 
Revised 
Budget 

Variance over/ 
(under)spend 

  £m £m £m % 

IT Strategy  2.256  5.897  (3.641) (161%) 

Fleet Strategy 4.187  5.964  (1.777)   (42%) 
PFI Schemes 0.000 0.149 (0.149) (100%) 
Operational Investments 0.554 0.701 (0.147) (27%) 
Estates Strategy 3.852  6.112 (2.260) (59%) 

Total 10.849 18.823 (7.974) (73%) 

       Net year end carry forward requests:  £10.7m 

 

Capital and Investment Funding 2021/22 

Source of Funding 

Revenue 

Sources  

£m 

Capital 

Sources  

£m 

Total 

Financing  

£m 

Home Office Capital Grant 0.000 0.243 0.243 

Other Grants and Income 0.000 0.125 0.125 

 
Capital Receipts 0.000 0.110 0.110 

Revenue Funding 0.935 5.630 6.565 

Reserves 0.000 0.020 0.020 
Borrowing 0.000 4.721 4.721 

Total 0.935 10.849 11.784 
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5.2 Prudential Indicators for the Capital Financing Requirement 

(CFR), External Debt and the Operational Boundary 

5.2.1 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.   

5.2.2 The following table illustrates 2021/22 performance 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 2021/22 and 

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

borrowing for future years.   

5.3.2 The PCC will not borrow in advance of need purely to profit from the 

investment of the extra sums borrowed. Any decision to borrow in advance 

will be within forward approved Capital Financing Requirement estimates 

and will be considered carefully to ensure that value for money can be 

demonstrated and that the PCC can ensure the security of funds. This 

complies with the Prudential Code.   

 

 

 
2021/22 

Budget    

£m 

2021/22 

Amendments 

£m 

2021/22 

Actual   

£m 

Prudential Indicator – Capital Financing Requirement 

Total CFR 21.381 8.091 29.472 

Net movement in CFR  8.091  

    Prudential Indicator – External Debt / the Operational Boundary 

Long Term Borrowing (PWLB1) 4.500 0.0 4.500 

Long Term PFI Liability 12.270 0.0 12.270 

Long Term Finance Lease 

Liability 

0.539 0.0 0.539 

Long Term External Borrowing 5.985 8.091 14.076 

Long Term Internal Borrowing 0.0 0.0 0.0 

Total debt 31 March 23.744 

 

8.091 31.835 

 
15% External Debt allowance 3.562 1.213 4.775 

 
Operational Borrowing 

Limit 

27.306 9.304 36.610 
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* Includes on balance sheet PFI schemes and finance leases 

5.3.3 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 a PFI contract repayment and a long-term finance 

lease plus a new long term PWLB loan of £14.1m. 

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

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

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

economic circumstances make it viable. 

5.3.5 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.  

 

 

 
2021/22 

Budget    

£m 

2021/22 

Amendments 

£m 

2021/22 

Final     

£m 

Gross borrowing 4.500 0.0 4.500 

Long Term PFI Liability 12.720 0.0 12.720 

Long Term Finance Lease 0.539 0.0 0.539 

Long Term External Borrowing 5.985 8.091 14.076 

Long Term Internal Borrowing 0.0 0.0 0.0 

Gross Debt 23.744 8.091 31.835 

CFR* (year-end position) 21.381 8.091 29.472 

 

Authorised limit for external 

debt 

2021/22 

Original 

Indicator 

£m 

2021/22 

Amendments 

£m 

2021/22 

Final 

Indicator    

£m 

PWLB Borrowing 4.500 0.0 4.500 

PFI long term liability 12.720 0.0 12.720 

Finance lease liability 0.539 0.0 0.539 

Long Term Internal Borrowing 0.0 0.0 0.0 

Long Term External 

bbbBBorrowing 

5.985 8.091 14.076 

Total Long-Term Debt 23.744 8.091 31.835 

15% x External Debt 3.562 1.213 4.775 

Operational Borrowing Limit 27.306 9.304 36.610 

Additional contingency 15.000 0.0 15.000 

Total 42.306 

 

9.304 51.610 



14 

 

5.3.6 The Chief Finance Officer reports that no difficulties were experienced 

during the 2021/22 year or are envisaged for future years in complying with 

this prudential indicator although tighter controls are being implemented 

with cash flow forecasting in line with additional pressures resulting from 

inflation and as levels of reserves reduce to fund planned expenditure. 

5.3.7 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 Compliance 

7.1 During the year to 31 March 2022 the PCC 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 An Internal Audit review of Treasury Management was published on 7th 

October 2020 and gave a ‘Substantial’ assurance opinion with no 

management actions. There have been no recent audits 

7.3 Bi-weekly meetings take place with the Treasury Management team and 

the CFO as responsible officer, to provide updates and discuss planning to 

manage the investment portfolio effectively and efficiently in compliance 

with the approved TMSS. 

7.4 Compliance against Prudential Indicators can be found at Appendix I. 

7.5 The Chief Finance Officer confirms compliance with the approved Treasury 

Management Strategy Statement for 2021/22 and that a prudent 

investment approach has been followed with priority given to security and 

liquidity of amounts invested over actual yield achieved. 

 

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 March 2022 

  
Base: 
Actual 

 Base: 
Budget 

Base: 
Actual 

2021/22 Compliance 

Impact of Capital Plans on Council Tax 2020/21 2021/22 2021/22   

Impact on Council Tax (Band D Equivalent) 199.91 214.91 214.91 Yes, no change 

Tax base Increase 5.27%  7.50% 7.50%   

Financial Actual Budget Actual   

  2020/21 2021/22 2021/22   

  £m £m £m   

Capital Expenditure 14.984 14.693 10.849 Yes, PCC approved changes 

Capital Financing Requirement 24.377 21.381 29.472   

Authorised Borrowing Limit  45.556 42.306 51.610 Yes, no change 

Operational Boundary  30.556 27.306 36.610 Yes, no change 

Net Borrowing (15.187) (9.515) (15.567)   

Financing costs 2.023 2.400 2.416   

Net revenue Stream  (348,981) (365.969) (369.735)  

Financing costs/Net revenue Stream 0.58% 0.66% 0.65%  

Borrowing Actual Budget Actual   

  2020/21 2021/22 2021/22   

  £m £m £m   

Long Term Borrowing        4.500        4.500        4.500  Yes, no change 

Long Term PFI Liability     13.371  12.720 12.720 Yes, no change 

Long Term Finance Lease Liability        0.569       0.539       0.539 Yes, no change 

Long Term External Borrowing      8.130 5.985 14.076 Yes, PCC approved changes 

Total Long Term Debt     26.570     23.744   31.835 Yes, no change 

15% x External Debt (Long term)       3.986        3.562       4.775  Yes, no change 

Operational borrowing limit 30.556 27.306     36.610 Yes, no change 

£15m additional 15.000     15,000      15,000  Yes, no change 

Authorised borrowing limit     45.556  42.306      51.610  Yes, no change 

Investments (27.817) (20.000)   (34.143)   

Maximum investments longer than 1 year (6.954) (5.000) (8.500) Yes, none >1yr 

Maximum % investment longer than 1 year 25% 25% 25% Yes, none >1yr 

Borrowing (actual external borrowing) 12.630 10.485 18.576  

Investments (27.817) (20,000) (34.143)   

Net Borrowing (15.187) (9.515) (15,567)   

Treasury Management Actual Budget Actual   
 2020/21 2021/22 2021/22   

Compliance with CIPFA Code of Practice YES YES YES  

Debt Maturity:     

15-20 Years   76%  

10-15 Years 100% 44% 5% Yes, PCC approved changes 

 5-10 Years   19%  

Actual Debt at Fixed Rates as % Net 
Borrowing 

175% 250% 205% 
Lower % due to higher level 

investments retained 
Actual Debt at Variable Rates as % Net 
Borrowing 

44% 62% 51% 
Lower % due to higher level 

investments retained 

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

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

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

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

Maximum Investment allowed > 365 days 25% 25% 25% Yes, none >1yr 
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APPENDIX II 

Investment Portfolio as at 31 March 2022 

 

Counterparty 

Investments 

as at 

31-Mar-22 

£m 

UK Banks incorporated in UK:   

Santander UK Plc 180 5.000 

Santander UK Plc                                       15.000 

Total Banks incorporated in UK 20.000 

Icelandic Banks in Administration*:   

Heritable Bank Ltd  0 

Total Icelandic Banks 0 

TOTAL UK BANKS 20.000 

Money Market Funds:   

Aviva 2.900 

 
BlackRock Heritage                                                                          10.000 

Total Money Market Funds 12.900 

Total Investments 32.900 

 

*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 (SONIA) and the 

Bank of England base rate. 
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APPENDIX IV 

Investment Income Budget Performance 

 2021/22 

 

BUDGET 

PORTFOLIO 

RATE 

OF 

RETURN 

BUDGET 

INTEREST 

 £m 
 

£m 

Investment Portfolio 21.000 0.71%         0.150 

INVESTMENT INCOME BUDGET  21.000  0.150 

    

INTEREST DEFICIT COMPARED WITH BUDGET ASSUMPTIONS          0.055 

    

Outturn to 31 March 2022 2021/22 

 £m % £m 

Average Portfolio (excluding PFI reserve)  42.224   

Average Investment Return Rate  0.22% 0.095 

    

 PORTFOLIO  BUDGET 

INTEREST 

 £m  £m 

(a) Average investment portfolio > than assumed in original budget 21.224 0.71% 0.152 

(b) Actual rate of return < than assumed in original budget 42.224 (0.489%) (0.207) 

 
INTEREST SURPLUS/(DEFICIT)    (0.055) 

 
    

 2021/22 

 ACTUAL 

PORTFOLIO 

RATE 

OF 

RETURN 

ACTUAL 

INTEREST  £m % £m 

Average Investment Portfolio 42.224 0.22% 0.095 

INVESTMENT INCOME  42.224  0.095 
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    APPENDIX V 

PWLB certainty rates, year ended 31 March 2022 

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

year and going forwards: 
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HIGH/LOW/AVERAGE PWLB RATES FOR 2021/22 

 

PWLB rates are based on gilt (UK Government bonds) yields through H.M.Treasury determining a 

specified margin to add to gilt yields.  The main influences on gilt yields are Bank Rate, inflation 

expectations and movements in US treasury yields. Inflation targeting by the major central banks has 

been successful over the last 30 years in lowering inflation and the real equilibrium rate for central 

rates has fallen considerably due to the high level of borrowing by consumers: this means that central 

banks do not need to raise rates as much now to have a major impact on consumer spending, inflation, 

etc. This has pulled down the overall level of interest rates and bond yields in financial markets over 

the last 30 years.  We have seen, over the last two years, many bond yields up to 10 years in the 

Eurozone turn negative on expectations that the EU would struggle to get growth rates and inflation 

up from low levels. In addition, there has, at times, been an inversion of bond yields in the US whereby 

10 year yields have fallen below shorter term yields. In the past, this has been a precursor of a 

recession.  Recently, yields have risen since the turn of the year on the back of global inflation 

concerns. 

Gilt yields fell sharply from the spring of 2021 through to September and then spiked back up before 

falling again through December.  However, by January sentiment had well and truly changed, as 

markets became focussed on the embedded nature of inflation, spurred on by a broader opening of 

economies post the pandemic, and rising commodity and food prices resulting from the Russian 

invasion of Ukraine. 

At the close of the day on 31 March 2022, all gilt yields from 1 to 5 years were between 1.11% – 1.45% 

while the 10-year and 25-year yields were at 1.63% and 1.84%.   

Regarding PWLB borrowing rates, the various margins attributed to their pricing are as follows: - 

• PWLB Standard Rate is gilt plus 100 basis points (G+100bps) 

• PWLB Certainty Rate is gilt plus 80 basis points (G+80bps) 

• PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps) 

• PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 

• Local Infrastructure Rate is gilt plus 60bps (G+60bps) 

 

There is likely to be a further rise in short dated gilt yields and PWLB rates over the next three 

years as Bank Rate is forecast to rise from 0.75% in March 2022 to 1.25% later this year, with 

upside risk likely if the economy proves resilient in the light of the cost-of-living squeeze.  Medium 

to long dated yields are driven primarily by inflation concerns but the Bank of England is also 

embarking on a process of Quantitative Tightening when Bank Rate hits 1%, whereby the Bank’s 

£895bn stock of gilt and corporate bonds will be sold back into the market over several years.  The 

1 Year 5 Year 10 Year 25 Year 50 Year

01/04/2021 0.80% 1.20% 1.73% 2.22% 2.03%

31/03/2022 1.91% 2.25% 2.43% 2.64% 2.39%

Low 0.78% 1.05% 1.39% 1.67% 1.25%

Low date 08/04/2021 08/07/2021 05/08/2021 08/12/2021 09/12/2021

High 2.03% 2.37% 2.52% 2.75% 2.49%

High date 15/02/2022 28/03/2022 28/03/2022 23/03/2022 28/03/2022

Average 1.13% 1.45% 1.78% 2.10% 1.85%

Spread 1.25% 1.32% 1.13% 1.08% 1.24%
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impact this policy will have on the market pricing of gilts, while issuance is markedly increasing, is 

an unknown at the time of writing.  
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                                                                                                APPENDIX VI 

 

Economic Update  

The Economy and Interest Rates 

UK.  Economy. Over the last two years, the coronavirus outbreak has done huge economic damage to 

the UK and to economies around the world. After the Bank of England took emergency action in March 

2020 to cut Bank Rate to 0.10%, it left Bank Rate unchanged at its subsequent meetings until raising 

it to 0.25% at its meeting on 16th December 2021, 0.50% at its meeting of 4th February 2022 and then 

to 0.75% in March 2022.  

The UK economy has endured several false dawns through 2021/22, but with most of the economy 

now opened and nearly back to business-as-usual, the GDP numbers have been robust (9% y/y Q1 

2022) and sufficient for the MPC to focus on tackling the second-round effects of inflation, now that 

the CPI measure has already risen to 6.2% and is likely to exceed 8% in April. 

Gilt yields fell towards the back end of 2021, but despite the war in Ukraine gilt yields have shot higher 

in early 2022.  At 1.38%, 2-year yields remain close to their recent 11-year high and 10-year yields of 

1.65% are close to their recent six-year high. These rises have been part of a global trend as central 

banks have suggested they will continue to raise interest rates to contain inflation. 

Historically, a further rise in US Treasury yields will probably drag UK gilt yields higher.  There is a 

strong correlation between the two factors.   However, the squeeze on real household disposable 

incomes arising from the 54% leap in April utilities prices as well as rises in council tax, water prices 

and many phone contract prices, are strong headwinds for any economy to deal with.  In addition, 

from 1st April 2022, employees also pay 1.25% more in National Insurance tax.  Consequently, inflation 

will be a bigger drag on real incomes in 2022 than in any year since records began in 1955.  

Average inflation targeting. This was the major change in 2020/21 adopted by the Bank of England in 

terms of implementing its inflation target of 2%.   The key addition to the Bank’s forward guidance in 

August 2020 was a new phrase in the policy statement, namely that “it does not intend to tighten 

monetary policy until there is clear evidence that significant progress is being made in eliminating 

spare capacity and achieving the 2% target sustainably”.  That mantra now seems very dated.  Inflation 

is the “genie” that has escaped the bottle, and a perfect storm of supply side shortages, labour 

shortages, commodity price inflation, the impact of Russia’s invasion of Ukraine and subsequent 

Western sanctions all point to inflation being at elevated levels until well into 2023. 

USA. The flurry of comments from Fed officials following the mid-March FOMC meeting – including 

from Chair Jerome Powell himself – hammering home the hawkish message from the mid-March 

meeting, has had markets pricing in a further 225bps of interest rate increases in 2022 on top of the 

initial move to an interest rate range of 0.25% - 0.5%. 

In addition, the Fed is expected to start to run down its balance sheet.  Powell noted that the rundown 

could come as soon as the next meeting in May. 

The upward pressure on inflation from higher oil prices and potential knock-on impacts on supply 

chains all argue for tighter policy (CPI is estimated at 7.8% across Q1), but the hit to real disposable 

incomes and the additional uncertainty points in the opposite direction. 
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More recently, the inversion of the 10y-2y Treasury yield spread at the end of March led to predictable 

speculation that the Fed’s interest rate hikes would quickly push the US economy into recession. Q1 

GDP growth is likely to be only between 1.0% and 1.5% annualised (down from 7% in Q4 2021). But, 

on a positive note, the economy created more than 550,000 jobs per month in Q1, a number 

unchanged from the post-pandemic 2021 average.   Unemployment is only 3.8%. 

EU. With euro-zone inflation having jumped to 7.5% in March it seems increasingly likely that the ECB 

will accelerate its plans to tighten monetary policy. It is likely to end net asset purchases in June – i.e., 

earlier than the Q3 date which the ECB targeted in March. And the market is now anticipating possibly 

three 25bp rate hikes later this year followed by more in 2023.  Policymakers have also hinted strongly 

that they would re-start asset purchases if required. In a recent speech, Christine Lagarde said “we 

can design and deploy new instruments to secure monetary policy transmission as we move along the 

path of policy normalisation.”  

While inflation has hit the headlines recently, the risk of recession has also been rising. Among the 

bigger countries, Germany is most likely to experience a “technical” recession because its GDP 

contracted in Q4 2021, and its performance has been subdued in Q1 2022. However, overall, Q1 2022 

growth for the Eurozone is expected to be 0.3% q/q with the y/y figure posting a healthy 5.2% gain.  

Finishing on a bright note, unemployment fell to only 6.8% in February. 

China.  After a concerted effort to get on top of the virus outbreak in Q1 of 2020, economic recovery 

was strong in the rest of the year; however, 2021 has seen the economy negatively impacted by 

political policies that have focussed on constraining digital services, restricting individual freedoms, 

and re-establishing the power of the One-Party state.  With the recent outbreak of Covid-19 in large 

cities, such as Shanghai, near-term economic performance is likely to be subdued. Official GDP 

numbers suggest growth of c4% y/y, but other data measures suggest this may be an overstatement. 

Japan. The Japanese economic performance through 2021/22 is best described as tepid.  With a 

succession of local lockdowns throughout the course of the year, GDP is expected to have risen only 

0.5% y/y with Q4 seeing a minor contraction.  The policy rate has remained at -0.1%, unemployment 

is currently only 2.7% and inflation is sub 1%, although cost pressures are mounting. 

World growth. World growth is estimated to have expanded 8.9% in 2021/22 following a contraction 

of 6.6% in 2020/21. 

Deglobalisation. Until recent years, world growth has been boosted by increasing globalisation i.e. 

countries specialising in producing goods and commodities in which they have an economic advantage 

and which they then trade with the rest of the world. This has boosted worldwide productivity and 

growth, and, by lowering costs, has also depressed inflation. However, the rise of China as an 

economic superpower over the last 30 years, which now accounts for 18% of total world GDP (the 

USA accounts for 24%), and Russia’s recent invasion of Ukraine, has unbalanced the world economy. 

In addition, after the pandemic exposed how frail extended supply lines were around the world, both 

factors are now likely to lead to a sharp retrenchment of economies into two blocs of western 

democracies v. autocracies. It is, therefore, likely that we are heading into a period where there will 

be a reversal of world globalisation and a decoupling of western countries from dependence on China 

(and to a much lesser extent Russia) to supply products and vice versa. This is likely to reduce world 

growth rates. 

Central banks’ monetary policy. During the pandemic, the governments of western countries have 

provided massive fiscal support to their economies which has resulted in a big increase in total 

government debt in each country. It is therefore very important that bond yields stay low while debt 

to GDP ratios slowly subside under the impact of economic growth. This provides governments with 
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a good reason to amend the mandates given to central banks to allow higher average levels of inflation 

than we have generally seen over the last couple of decades. Both the Fed and Bank of England have 

already changed their policy towards implementing their existing mandates on inflation, (and full 

employment), to hitting an average level of inflation. Greater emphasis could also be placed on hitting 

subsidiary targets e.g. full employment before raising rates. Higher average rates of inflation would 

also help to erode the real value of government debt more quickly. 

 

 

 

 

 

 

 

 

 

 

 

 


