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Dorset Police and Crime Commissioner  
 
Joint Independent Audit Committee – 16 March 2017 
 
Open for the purposes of FOI 
Report of the Treasurer 
 
 

Treasury Management Strategy for 2017-18 
 
 

RECOMMENDATIONS: 
 That the Treasury Management / Investment Strategy be approved and 

specifically that: 
(i) the Annual Investment Strategy be approved; 
(ii) the Treasurer should retain the flexibility to invest funds within the limits 

set out in the strategy; 
(iv) the counterparty list attached at Appendix 4 be approved for all new 

lending; 
(v) the capital expenditure prudential indicators (paragraph 4.1), the external 

debt indicators (paragraphs 6.2 & 6.5), the Treasury Management Limits 
on Activity (paragraph 6.10) and the Investment Treasury Indicator 
(paragraph 7.25) be approved;  

 
1 Purpose of the Treasury Management Strategy 

1.1 The purpose of the Treasury Management Strategy is to ensure that:  

Revenue Cash Flow is Adequately Planned 

The Police and Crime Commissioner (PCC) is required to operate a balanced 
revenue budget, which in broad terms means that cash raised during the year 
will meet cash expenditure. The treasury management operation is designed to: 

 ensure that cash flow is adequately planned during the year, with cash being 
available when it is needed;  

 invest surplus monies in counterparties or instruments commensurate with 
the Police and Crime Commissioner’s (PCC’s) risk appetite, providing 
adequate liquidity before considering the investment return.  

Funding is Available to meet Capital Expenditure Plans 

Capital expenditure does not have to be charged against the income for the 
year and for this reason longer term cash flow planning is required to ensure 
that the PCC can meet his capital spending obligations. This management of 
longer term cash may involve arranging long or short term loans or using longer 
term cash flow surpluses. The PCC has a policy of avoiding borrowing for 
capital purposes and thefore remaining debt free.  
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2 Policy Context  

2.1 The Treasury Management Strategy is integrated with the Medium Term 
Financial Strategy and this document should be read in conjunction with the 
report on the Medium Term Financial Strategy 2017-18 to 2019-20.  

 

3 Treasury Management Strategy 2017-18  

3.1 The strategy for 2017-18 covers two main areas:  
 
Capital issues: 

 the capital plans and Prudential indicators;  
 the minimum revenue provision (MRP) strategy.  

Treasury management issues: 

 the current treasury position;  
 treasury indicators which limit the treasury risk and related activities of 

the PCC;  
 prospects for interest rates;  
 the borrowing strategy;  
 the investment strategy;  
 creditworthiness policy; and 
 policy on use of external service providers.  

3.2 These elements cover the requirements of the Local Government Act 2003, the 
CIPFA Prudential Code, the Department for Communities and Local 
Government’s (DCLG) MRP Guidance, the CIPFA Treasury Management Code 
and DCLG Investment Guidance.  

3.3 The PCC’s objectives for treasury management (both investing and borrowing) 
are as follows:  

 effective management and control of risk is the prime objective; 

 the PCC attaches a high priority to revenue cost stability. This aids stable 
financial planning and avoids a stop-start approach to service delivery. This 
means a relatively low-risk attitude to treasury management is adopted, and 
it is accepted that this may come at a cost;  

 the main risks with regard to treasury management activities are security, 
liquidity and yield risk. The PCC’s treasury management policies will 
prioritise the risks in that order of importance, that is highest priority will be 
given to security, followed by liquidity and then yield;  

 the PCC will pursue best value in treasury management within the context of 
effective risk management. 

3.4 In accordance with the CLG Guidance, the PCC will be asked to approve a 
revised Treasury Management Strategy Statement should the assumptions on 
which this report is based change significantly. Such circumstances would 
include, for example, a large unexpected change in interest rates, or in the 
PCC’s capital programme or in the level of its investment balance. 
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4 The Capital Prudential Indicators 2017-18 to 2020-21 

4.1 The PCC’s capital expenditure plans are set out in detail in the Medium Term 
Financial Strategy and are summarised below.  

 
  Table 1 : Prudential Indicator -  Capital Expenditure  
 

 
2016-17 

£000 
2017-18 

£000 
2018-19 

£000 
2019-20 

£000 
Capital Expenditure 4,497 3,220 4,121 5,181
Funded By:  
  Gross Borrowing 0 0 0 0
  Other capital resources 4,497 3,220 4,121 5,181

 
4.2 The capital financing requirement is a measure of the Commissioner’s 

underlying need to borrow.  

Table 2: Prudential Indictor - the Capital Financing Requirement 
 
 2016-17 

£000 
2017-18 

£000 
2018-19 

£000 
2019-20 

£000 
Opening Capital Financing 
Requirement – Long Term 
Liabilities 

34,020 32,913 31,092 29,066

Capital expenditure to be 
funded by borrowing  

0
 

Change in PFI Liabilities (1,107) (1,821) (2,026) (2,124)
Closing Capital Financing 
Requirement  

32,913 31,092 29,066 26,942

 
  Capitalisation of Equal Pay  

4.3 The PCC may use capital receipts to fund one off costs in relation to equal pay 
claims. The proposed capital programme as set out in the MTFS assumes that 
there will be no need to apply capital receipts to cover the one off costs of equal 
pay claims.  This Treasury Management Strategy, and in particular the 
calculation of the Capital Financing Requirement as set out in table 2 above 
and the borrowing strategy as set out in paragraphs 5.8 to 5.12 below, are 
based on this assumption.  

 Minimum Revenue Provision (MRP) Policy Statement 

4.4 The PCC is required to pay off an element of the Capital Financing 
Requirement each year through a charge to revenue. DCLG regulations have 
been issued which require the PCC to approve an MRP Statement in advance 
of each year.   

For all unsupported borrowing, the MRP policy will be based on the Asset Life Method.  
MRP will be based on the estimated life of the assets, in accordance with the 
regulations (this option must also be applied for any expenditure capitalised under a 
Capitalisation Directive). 
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5 Affordability Indicators 2017-18 to 2020-21 

5.1 The affordability indicators demonstrate the impact of the capital investment 
plans on the PCC’s overall finances.  

Estimate of the ratio of net capital financing costs to revenue budget 

5.2 As the PCC is debt free there are no costs arising in terms of interest payments 
or minimum provision for the repayment of debt. Surplus cash balances are 
invested to earn interest  there is therefore a net surplus arsing from financing 
activities.  

Table 3 : Prudential Indicator  - Ratio of Net Capital Financing Costs to 
Revenue Budget 

 2016-17 2017-18 2018-19 2019-20
 £000 £000 £000 £000
   
Interest Received (net) (100) (100) (100) (100)
Capital Financing Costs (100) (100) (100) (100)
   0

Net Budget Requirement  121,000 121,700 122,900 124,300

Ratio of financing costs to net 
revenue stream 

(0.08) (0.08) (0.08) (0.08)

 

  Incremental Impact on Council Tax 

5.3 This indicator shows the incremental impact on the Band D council tax payer of 
the additional capital expenditure funded from borrowing included in the 2017-
18 capital programme – as no expenditure is funded from borrowing this 
indicator is zero.  

Table 4 : Prudential Indicator - Incremental Impact on Council Tax 

2016-17 2017-18 2018-19 2019-20 
Incremental increase in Council Tax 
arising from Capital Expenditure Plans

0 0 0 0 

 

6 Borrowing  

6.1 The capital expenditure plans set out in Section 3 above provide detail of the 
service activity of the PCC. This section shows how those plans impact on the 
need to borrow and the forecast level of external borrowing.  

6.2 Current Position 

The PCC’s borrowing position at 31 March 2017, with forward projections, is 
summarised below. The table shows the actual external debt  and other long 
term liabilities against the underlying capital borrowing need (the Capital 
Financing Requirement – CFR).   
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Table 5: Prudential Indicator  - External Debt  and Other Long term Liabilities  
 
 2016-17

Est 
£000 

2017-18
Est 

£000 

2018-19 
Est 

£000 

2019-20
Est 

£000 
1 Opening external debt 0 0 0 0
2 Expected change in debt 0 0 0 0
3 PFI/deferred Liabilities (Pre 90 loan 

Charges)  
34,020 32,913 31,092 29,066

4 Expected change in PFI Liabilities/Pre 
90 Load Charges 

(1,107) (1,821) (2,026) 
(2,124)

5 Closing external debt  32,913 31,092 29,066 26,942
   
6 Capital Financing Requirement  32,913 31,092 29,066 26,942

 

6.3 Within the prudential indicators there are a number of key indicators to ensure 
that the PCC operates its activities within well defined limits.  One of these is 
that the PCC needs to ensure that its gross debt does not, except in the short term, 
exceed the total of the CFR in the preceding year plus the estimates of any 
additional CFR for 2017-18 and the following two financial years. Table 5 shows 
that this prudential indicator is achieved in over the period  of the Strategy (row 
5 of table 5 does not exceed row 6).  

Prudential Indicators for External Debt 

6.4 The operational boundary is the limit which external debt is not normally 
expected to exceed.  

6.5 The Authorised Limit represents the maximum level at which the 
Commissioner is able to borrow and enter into other long term liabilities. 
Additional borrowing beyond this level is prohibited unless the limit is revised by 
the Commissioner.  

6.6 Although no borrowing for capital purposes is envisaged the borrowing limirs 
are set to cover the forecast PFI liabilities and to provide cover for any short 
term borrowings that might be required for cash management purposes or 
unexpected call on capital resources.  

Table 6 - Prudential Indicators for External Debt 

 2017-18

£000

2018-19 

£000 

2019-20

£000

Long term borrowing for capital 
purposes 31,092 29,066 26,942

Maximum cash-flow deficit arising from 
revenue budget operations 

5,000 5,000 5,000

Operational Boundary  36,092 34,066 31,942

Additional margin for unforeseen 
circumstances 

8,000 8,000 8,000

  Authorised Limit  44,092 42,066 39,942
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 Prospects for Long Term Interest Rates  

6.7 The OPCC has appointed Arlingclose as its treasury advisor and part of their 
service is to assist the PCC to formulate a view on interest rates.  Appendix 6 
gives the advisers forecasts with regards to long term interest rates (published 
December 2016).  It should be noted that that this forecast shows:  

 The bank rate remains stable over the period remaining at 0.25%  

 Arlingclose have advised that a rate of 3.0% is an appropriate forecast for new 
borrowing costs over the four year period of the  Strategy.  

   Borrowing Strategy 2017-18 to 2020-21 

6.8 The overall aim of the borrowing strategy is to avoid borrowing for capital 
purposes and remain debt free. The debt free strategy continues to be 
appropriate whilst investment returns (c.0.40%) are significantly lower than the 
costs of borrowing (c3.0%). Use of cash balances to fund capital spending 
rather than borrowing also reduces counter party risk.  

6.9 Should circumstances change the approved sources of long-term and short-
term borrowing are: 

 Public Works Loan Board (PWLB) and any successor body 
 any institution approved for investments (see below) 
 any other bank or building society authorised to operate in the UK 
 UK Municipal Bonds Agency plc and other special purpose companies 

created to enable local authority bond issues 
 

Municipal Bond Agency: UK Municipal Bonds Agency plc was established in 
2014 by the Local Government Association as an alternative to the PWLB.  It 
plans to issue bonds on the capital markets and lend the proceeds to local 
authorities.  This will be a more complicated source of finance than the PWLB 
for two reasons: borrowing authorities will be required to provide bond investors 
with a joint and several guarantee to refund their investment in the event that 
the agency is unable to for any reason; and there will be a lead time of several 
months between committing to borrow and knowing the interest rate payable. 
Any decision to borrow from the Agency will therefore be the subject of a 
separate report to the PCC.   

 
Short-term and Variable Rate loans: These loans leave the Authority exposed 
to the risk of short-term interest rate rises and are therefore subject to the limit 
on the net exposure to variable interest rates in the treasury management 
indicators below. 
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6.10 Treasury Management Limits on Activity   

It should be noted that as the PCC is debt free and no long term borrowing 
exists or is forecast over the period of the Treasury Management Strategy. For 
this reason and for as long as this policy prevails the limits below relating to 
Interest Rate Exposures and the Maturity Structure of borrowing are theoretical 
limits.  
 

Interest Rate Exposures 

 Upper limit on fixed and variable interest rate exposures for 2017-18 to 2019-20 
are: 

 

  Upper 
Limit 

Upper 
Limit 

Upper 
Limit 

 2017/18 2018/19 2019/20 
Upper limit on fixed rate exposures – 
debt 

£200k  £200k  £200k  

Upper limit on variable rate exposures 
– debt 

£100k £100k £100k 

 

The upper limit on fixed interest exposures identifies the maximum revenue 
costs of interest paid on fixed rate debts and is intended to prevent the PCC 
from being locked into rates of interest that it cannot easily exit. 
 
The upper limit on variable interest rate exposures identifies the maximum 
revenue cost of interest paid on variable ate debts and is intended to minimise  
the budget exposure of the PCC to movement in interest rates.  
 

 

Maturity Structure of Borrowing 

Table 7 
Maturity Structure of Fixed Interest Rate Borrowing  
 Lower Limit 

% 
Upper Limit 

% 
Under 12 Months  0 25 
12 Months to 2 Years 0 25 
2 years to 5 Years 0 25 
5 Years to 10 Years 0 35 
10 Years and Above  0 45 

 
The maturity structure of borrowing has been fixed to avoid the possibility of a 
large proportion of loans having to be repaid in one year.  

7 Annual Investment Strategy  

7.1 The PCCs investment policy has regard to the DCLG’s Guidance on Local 
Government Investments (“the Guidance”) and the 2011 revised CIPFA 
Treasury Management in Public Services Code of Practice and Cross Sectoral 
Guidance Notes (“the CIPFA Treasury Management Code”).  

 



 
 

8 
 

7.2 The overall aims of the PCC’s investment strategy are:  

 to limit the risk of the loss of capital; 

 ensure funds are always available to meet cash-flow requirements; 

 to maximise investment returns consistent with the first two aims. 

The overriding objective will be to invest prudently, with priority being 
given to security and liquidity before yield. 

7.3 Where balances are expected to be invested for more than one year, the PCC 
will aim to achieve a total return that is equal or higher than the prevailing rate 
of inflation, in order to maintain the spending power of the sum invested. 

7.4 If the UK enters into a recession in 2017/18, there is a small chance that the 
Bank of England could set its Bank Rate at or below zero, which is likely to feed 
through to negative interest rates on all low risk, short-term investment options. 
This situation already exists in many other European countries. In this event, 
security will be measured as receiving the contractually agreed amount at 
maturity, even though this may be less than the amount originally invested. 
 

7.5 The PCC’s risk appetite can be characterised as follows:  

 the PCC looks to invest in banks and building societies of a high credit 
quality and sets lending limits against each one;  

 lending to other Local Authorities and Public Bodies can be undertaken;  

 the PCC may lend to the Debt Management Office (central government), 
this lending is seen as having the highest level of security;  

 the PCC may use Treasury Bills and Certificates of Deposit;  

 the PCC may invest in high quality bonds issued national governments, 
regional and local authorities and multilateral development banks  

 the PCC may invest in high quality corporate bonds   

 the PCC may invest in money market funds and enhanced money market 
funds with a AAA/AAA (f) credit rating. 

 the PCC may invest in bond, equity and property funds  

Bond, equity and property funds offer enhanced returns over the longer term, 
but are more volatile in the short term. For this reason investment in these 
funds needs to be seen as a long term investment. Any such investment would 
require the explicit approval of the PCC.  

Investment Strategy Principles 

7.6 It should be borne in mind that it would be impossible for the PCC to mitigate all 
of the possible risks inherent in investing cash balances. Further economic or 
banking problems could impact on the security or returns achieved from the 
investment strategy.  

7.7 In exceptional circumstances, the Treasurer will be empowered to invest in 
foreign currencies but only with the explicit approval of the PCC. The 
investment strategy for the PCC Investment Fund is set out in Appendix 1.  



 
 

9 
 

Short term deposits of less than 100 days do not require approval from the 
Treasurer (as set out in Treasury Management Practices).  

Creditworthiness Policy  

          Table 8 Approved Investment Counterparties and Limits 
 
Credit 
Rating 

Banks 
Unsecured 

Banks
Secured 

Government Corporates 
Registered 
Providers 

UK National 
Govt 

n/a n/a 
£ Unlimited 

50 years 
n/a n/a 

AAA 
£3m 

5 years 
£6m 

20 years 
£6m 

50 years 
£2m 

20 years 
£3m 

20 years 

AA+ 
£3m 

5 years 
£6m 

10 years 
£6m 

25 years 
£2m 

10 years 
£3m 

10 years 

AA 
£3m 

4 years 
£6m 

5 years 
£6m 

15 years 
£2m 

5 years 
£3m 

10 years 

AA- 
£3m 

3 years    
£6m 

4 years 
£6m 

10 years 
£2m 

3 years    
£3m 

10 years 

A+ 
£3m 

2 years 
£6m 

3 years 
£3m 

5 years 
£2m 

3 years 
£3m 

5 years 

A 
£3m 

13 months 
£6m 

2 years 
£3m 

5 years 
£2m 

2 years 
£3m 

5 years 

A- 
£3m 

6 months 
£6m 

13 months 
£3m 

5 years 
£2m 

13 months 
£3m 

5 years 

BBB+ £3m 
100 days 

£6m 
6 months 

£3m 
2 years 

£2m 
6 months 

£3m 
2 years 

None* n/a n/a 
£3m 

25 years 
n/a 

£3m 
5 years 

Pooled 
funds 

£3m per fund 

 
*this classification will be used for UK local Authorities which don’t have a credit 
rating  
 
 
7.10 This table is indicative and will be used in conjunction with the Arlingclose 

advice on investment duration in addition the table must be read in 
conjunction with the notes below.  

 
Credit Rating: Investment limits are set by reference to the lowest published 
long-term credit rating from Fitch, Moody’s or Standard & Poor’s.  Where 
available, the credit rating relevant to the specific investment or class of 
investment is used, otherwise the counterparty credit rating is used. However, 
investment decisions are never made solely based on credit ratings, and all 
other relevant factors including external advice will be taken into account. 

 
Banks Unsecured: Accounts, deposits, certificates of deposit and senior 
unsecured bonds with banks and building societies, other than multilateral 
development banks.  These investments are subject to the risk of credit loss 
via a bail-in should the regulator determine that the bank is failing or likely to 
fail.  Unsecured investment with banks rated BBB are restricted to 35 day 
deposits with NatWest (Royal Banks of Scotland). Should the credit rating of 
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NatWest (the PCC’s current account bank) fall below the current level of 
BBB+ deposits will be restricted to overnight deposits only.  

 
Banks Secured: Covered bonds, reverse repurchase agreements and other 
collateralised arrangements with banks and building societies.  These 
investments are secured on the bank’s assets, which limits the potential 
losses in the unlikely event of insolvency, and means that they are exempt 
from bail-in.  Where there is no investment specific credit rating, but the 
collateral upon which the investment is secured has a credit rating, the higher 
of the collateral credit rating and the counterparty credit rating will be used to 
determine cash and time limits.  The combined secured and unsecured 
investments in any one bank will not exceed the cash limit for secured 
investments. 

 
A detailed counterparty list for banks and building societies is provided at 
Annex 2. 

 
 Government: Loans, bonds and bills issued or guaranteed by national 

governments, regional and local authorities and multilateral development 
banks.  These investments are not subject to bail-in, and there is an 
insignificant risk of insolvency.  Investments with the UK Central Government 
may be made in unlimited amounts for up to 50 years. 

  
Corporates: Loans, bonds and commercial paper issued by companies other 
than banks and registered providers. These investments are not subject to 
bail-in, but are exposed to the risk of the company going insolvent.  Loans to 
unrated companies will only be made as part of a diversified pool in order to 
spread the risk widely. 

 
A detailed counterparty list for high quality bonds issued by national 
governments, regional and local authorities, multilateral development banks 
and corporates is provided at Annex 2. 

  
 Registered Providers: Loans and bonds issued by, guaranteed by or 

secured on the assets of Registered Providers of Social Housing, formerly 
known as Housing Associations.  These bodies are tightly regulated by the 
Homes and Communities Agency and, as providers of public services, they 
retain the likelihood of receiving government support if needed.   

 
Pooled Funds: Shares in diversified investment vehicles consisting of the any 
of the above investment types, plus equity shares and property. These funds 
have the advantage of providing wide diversification of investment risks, 
coupled with the services of a professional fund manager in return for a fee.   
 
Short-term Money Market Funds that offer same-day liquidity and very low or 
no volatility will be used as an alternative to instant access bank accounts, 
while pooled funds whose value changes with market prices and/or have a 
notice period will be used for longer investment periods. Criteria for the 
operation of Money Market Funds are set out in Appendix 3.  
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Bond, equity and property funds offer enhanced returns over the longer term, 
but are more volatile in the short term.  These allow the PCC to diversify into 
asset classes other than cash without the need to own and manage the 
underlying investments. Because these funds have no defined maturity date, 
but are available for withdrawal after a notice period, their performance and 
continued suitability in meeting the PCC’s investment objectives will be 
monitored regularly. 
 

 Icelandic Banks Update  
 

7.11 Between 26 June and 3 September 2008, Dorset Police Authority made three 
temporary loans to two Icelandic banks, Landsbanki, (two loans totalling £5 
Million) and Heritable (a UK subsidiary, one loan of £2 Million), totalling £7 
Million.  These loans have now transferred to the PCC.  At the time these 
loans were made, both banks met the criteria set by the Treasury 
Management Policy. 

 
7.12 The Heritable claim was for £2,035,104, of which £1,994,403 has been repaid 

to date,  at present, legal proceedings are still on-going and if successful it is 
possible that close to 100% could be returned.The Landesbanki claim is now 
closed.  

 
 Liquidity of Investments  

 
7.13 Minimum limits will be set for short term cash in order that sufficient liquidity is 
 available to meet unexpected variation in the cash flow: 

 £9m at less than 31 days duration 
 of which £3m to be overnight 

 
 Risk Assessment and Credit Ratings 
 
7.14 Credit ratings are obtained and monitored by the PCC’s treasury advisers, 
 who will notify changes in ratings as they occur.  Where an entity has its credit 
 rating downgraded so that it fails to meet the approved investment criteria 
 then: 

 no new investments will be made, 
 any existing investments that can be recalled or sold at no cost will 

be, and; 
 full consideration will be given to the recall or sale of all other existing 

investments with the affected counterparty. 

7.15 Where a credit rating agency announces that a credit rating is on review for 
possible downgrade (also known as “rating watch negative” or “credit watch 
negative”) so that it may fall below the approved rating criteria, then only 
investments that can be withdrawn [on the next working day] will be made 
with that organisation until the outcome of the review is announced.  This 
policy will not apply to negative outlooks, which indicate a long-term direction 
of travel rather than an imminent change of rating. 
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7.16  The PCC understands that credit ratings are good, but not perfect, predictors 
of investment default.  Full regard will therefore be given to other available 
information on the credit quality of the organisations in which it invests, 
including credit default swap prices, financial statements, information on 
potential government support and reports in the quality financial press.  No 
investments will be made with an organisation if there are substantive doubts 
about its credit quality, even though it may meet the credit rating criteria. 

 
7.17 When deteriorating financial market conditions affect the creditworthiness of 

all organisations, as happened in 2008 and 2011, this is not generally 
reflected in credit ratings, but can be seen in other market measures.  In these 
circumstances, the PCC will restrict its investments to those organisations of 
higher credit quality and reduce the maximum duration of its investments to 
maintain the required level of security. The extent of these restrictions will be 
in line with prevailing financial market conditions. If these restrictions mean 
that insufficient commercial organisations of high credit quality are available to 
invest the PCC’s cash balances, then the surplus will be deposited with the 
UK Government, via the Debt Management Office or invested in government 
treasury bills for example, or with other local authorities. This will cause a 
reduction in the level of investment income earned, but will protect the 
principal sum invested. 

 
7.18 Specified Investments: The CLG Guidance defines specified investments as 

those: 
 denominated in pound sterling, 
 due to be repaid within 12 months of arrangement, 
 not defined as capital expenditure by legislation, and 
 invested with one of: 
 the UK Government, 
 a UK local authority, parish council or community council, or 
 a body or investment scheme of “high credit quality”. 

7.19 The PCC defines “high credit quality” organisations and securities as those 
having a credit rating of [A-] or higher that are domiciled in the UK or a foreign 
country with a sovereign rating of [AA+] or higher. For money market funds 
and other pooled funds “high credit quality” is defined as those having a credit 
rating of [A-] or higher. 

 
7.20 Non-specified Investments: Any investment not meeting the definition of a 

specified investment is classed as non-specified.  The PCC does not intend to 
make any investments denominated in foreign currencies, nor any that are 
defined as capital expenditure by legislation, such as company shares.  Non-
specified investments will therefore be limited to long-term investments, i.e. 
those that are due to mature 12 months or longer from the date of 
arrangement, and investments with bodies and schemes not meeting the 
definition on high credit quality.  Limits on non-specified  
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Table 10: Non-Specified Investment Limits 
 

 Cash limit 

Total long-term investments £6m 
Total investments without credit ratings or rated 
below [A-] 

£3m  

Total investments (except pooled funds) with 
institutions domiciled in foreign countries rated 
below [AA+]  

£3m 

Total non-specified investments  
£18m 

(=sum of the above) 
 
7.21 Investment Limits: The PCC’s revenue reserves available to cover 

investment losses are forecast to be £13 million on 31st March 2017.  In order 
that no more than 23% of available reserves will be put at risk in the case of a 
single default, the maximum that will be lent to any one organisation (other 
than the UK Government) will be £7.5 million for unsecured funds.  A group of 
banks under the same ownership will be treated as a single organisation for 
limit purposes.  Limits will also be placed on fund managers, investments in 
brokers’ nominee accounts, foreign countries and industry sectors as below. 
Investments in pooled funds and multilateral development banks do not count 
against the limit for any single foreign country, since the risk is diversified over 
many countries. 
 
Table 11: Investment Limits 
 
 Cash limit 
Any single organisation, except the UK Central 
Government 

£6m each 
(£3m unsecured funds)

UK Central Government unlimited 
Any group of organisations under the same 
ownership 

£6 per group 
(£3m unsecured funds)

Any group of pooled funds under the same 
management 

£6m per manager 

Negotiable instruments held in a broker’s nominee 
account 

£12m per broker 

Foreign countries £6m per country 

Registered Providers £12m in total 

Unsecured investments with Building Societies £6m in total 

Loans to unrated corporates N/A 

Money Market Funds £18m in total 
 

 Investment Return Expectations  

7.22  The BoE bank rate is forecast to remain unchanged at 0.25% throughout 
 2016-17.  
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Table 12 – Rates used to calculate interest receipts budget 

 
Average % 

17-18 18-19 19-20 20-21 
Forecast Rates for Budget 
Purposes (Interest receipts) 

0.25 0.25 0.25 0.25 

  

7.23  The economic data and commentary that underpins these forecasts is  
  provided in Appendix 5. If the economy were to recover more quickly than  
  forecast then the investment returns would be higher than included in  
  the Medium Term Financial Strategy. Conversely if the pace of   
  economic recovery is slower than forecast then returns, particularly in the  
  later years of the Medium Term Financial Strategy, will be lower than  
  forecast.  

Performance 

7.24  The benchmark for performance on the Investment fund will be the 3 month 
  LIBID (London Interbank Bid Rate).  

Investment Treasury Indicator 

7.25 Upper limit for principal sums invested for period of over 364 days.  

 The Treasury Management Strategy imposes the following controls on sums 
 invested for more than 364 days: 

Police and Crime Commissioner’s Investment Fund - no more than the 
lesser of £6m may be invested for more than 364 days 

Limits on investments to mature beyond: 

31 March 2017  £6m 

31 March 2018 £6m  

 

8 Monitoring & Benchmarking 

8.1  Income and expenditure will be monitored monthly to ascertain performance 
 against the budget. Performance and changes in borrowing and lending will 
 be reported regularly to the PCC through the Treasurer.  

8.2  During 2017-18 the PCC will participate in the Arlingclose benchmarking 
 service. The aim of this benchmarking will be to determine, whether, given the 
 risk appetite of the PCC the rate of return on internally managed funds has 
 been maximised.  

9 Governance Structure 

9.1  The governance arrangements for the Treasury Management Strategy are set 
 out in Appendix 6.  

9 Treasury Management Consultants 

9.1 The PCC uses Arlingclose as external treasury management advisors.  

9.2   The PCC recognises that responsibility for treasury management decisions 
 remains with the organisation at all times and will ensure that undue reliance 
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 is not placed upon external service providers.  The PCC also recognises that 
 there is value in employing external providers of treasury management 
 services in order to acquire access to specialist skills and resources.  The 
 PCC will ensure that the terms of their appointment and the methods by which 
 their value will be assessed are properly agreed and documented and 
 subjected to regular review.  

10  Conclusion 

10.1 The continuation of the low bank rate of 0.25% and changes to the regulation 
 of the banking sector mean that 2017-18 will be another challenging year in 
 terms of investment returns. The PCC’s has followed a debt free strategy to 
 date and this will be maintained in 2017/18. This Strategy is compliant with all 
 the relevant statutory and regulatory requirements including the CIPFA Code 
 of Practice on Treasury Management, the CIPFA Prudential Code, the Local 
 Government Act 2003 and the Department for Communities and Local 
 Government investment guidance.  

 
Richard Bates 
Treasurer  
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Appendices 

1. Objectives of the PCC’s Investment Fund  

2. Police and Crime Commissioner for Devon and Cornwall - Approved List of 
Borrowers: 

 Banks and Building Societies 

 High Quality Bonds 

4. Limits for Money Market Funds 

5. Economic Background 

6. Interest Rate Forecasts  

7. Treasury Management Governance Arrangements   

 The role of the PCC Senior Management Team 

 The role of the Joint Audit Committee 

 The treasury management role of Treasurer (the section 151 officer) 
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Appendix 1 
Dorset PCC’s Investment Fund  

Purpose 

To invest cash balances to achieve best value in terms of return whilst giving 
primacy to the effective management and control of risk. This means that the 
security of the principal sums invested and the liquidity of funds will be given priority 
over yield. 

Investment Strategy 

1. Funds may be invested in: 
 fixed interest deposits with UK and Overseas banks and UK building 

societies;  
 the Debt Management Account Deposit Facility provided by central 

government; 
 Certificates of deposit 
 the PCC may invest in money market funds and enhanced money market 

funds  with a AAA/AAA (f) credit rating. 

 High quality bonds (as defined in Appendix 2)  

 the PCC may invest in bond, equity and property funds  

 
 A more detailed definition of approved investment is provided in Appendix 2. 

2. All investments to be with countries with a sovereign rating of AA- or above. 
Banks with a UK banking licence will be deemed to be rated according to the UK 
sovereign rating. 

3. Funds to be invested only with counterparties on the approved list.  

4. The fund will not invest directly in government bonds, foreign currency or 
international bonds.  

5. Investments for more than one year are classified as non-specified investments. 
A limit of £6m or 50% of the overall portfolio (whichever is the lesser) will be 
placed on the amount of the fund that can be invested for a period of more than 1 
year.  

6. The benchmark for performance will be the 3 months LIBID (London Inter Bank 
Bid Rate).  

7. Investment decisions within the policy will be taken by the Treasurer.  
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Appendix 2 
 

 
Dorset Police Approved List of Borrowers  

Group 

UK  Unsecured  Secured Unsecured  Secured  Duration 

£m  £m  £m  £m  Unsecured  Secured 

Lloyd Banking Group:  3 6 

Bank of Scotland  Yes  3  6 13 mths  * 

Lloyds Bank PLC  Yes  3  6 13 mths  * 

HSBC Bank  Yes  3  6 13 mths  * 

Bank of Montreal  3  6 13 mths  * 

Bank of Nova Scotia  3  6 13 mths  * 

Canadian Imperial Bank of Commerce  3  6 13 mths  * 

Royal Bank of Canada  3  6 13 mths  * 

Toronto Dominion Bank  3  6 13 mths  * 

JP Morgan Chase   3  6 13 mths  * 

Rabobank  3  6 13 mths  * 

DBS Bank LTD  3  6 13 mths  * 

Oversea‐Chinese Banking Corporation  3  6 13 mths  * 

United Oversea Bank  3  6 13 mths  * 

Nordea Bank AB  3  6 13 mths  * 

Svenska Handlebanken  3  6 13 mths  * 

Close Brother Limited  3  6 6 mths  * 

Santander UK PLC  Yes  3  6 6 months  * 

Australia and New Zealand Banking Group  3  6 6 months  * 

Commonwealth Bank of Australia  3  6 6 months  * 

National Australia Bank  3  6 6 months  * 

Westpac Banking Group  3  6 6 months  * 

Landesbank Hessen‐Thuringen (Helaba)  3  6 6 months  * 

Nationwide Building Society  Yes  3  6 6 months  * 

Coventry Building Society  Yes  3  6 6 months  * 

Barclays Bank  Yes  3  6 100 days  * 

Goldman Sachs International Bank  Yes  3  6 100 days  * 

Leed Building Society  Yes  3  6 100 days  * 

Credit Suisse  3  6 100 days  * 

RBS Banking Group  3 6 

National Westminster Bank PLC  Yes  3  6 35 days  * 

Royal Bank of Scotland  Yes  3  6 35 days  * 

* Dependent on instrument ‐ most secured investments should be AAA rated and duration will be 20 years 

 
 
 
The secured and unsecured limits may be used in combination so long unsecured deposits do 
not exceed £3m and total deposits do not exceed £6m. 
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Appendix 2 Contd 
 

  High Quality Bond Issuers   
Country  Counterparty  Max Duration  Max 

Amount  
Supra  Council of Europe Development Bank  15 years  £2m 
Supra  European Bank for Reconstruction & Development  25 years  £2m 
Supra  European Coal & Steel Community  25 years  £2m 
Supra  European Investment Bank  25 years  £2m 
Supra  Inter-American Development Bank  25 years  £2m 
Supra  International Bank for Reconstruction & Development 

Bank  
25 years  £2m 

Supra  International Finance Corp  25 years  £2m 
Supra  Nordic Investment Bank  25 years  £2m 
Australia  New South Wales Treasury Corporation  25 years  £2m 
Canada  Export Development Canada  25 years  £2m 
Denmark  Kommunekredit  25 years  £2m 
Finland  Finnish Government  15 years  £2m 
Finland  Municipality Finance plc  15 years  £2m 
Germany  FMS Wertmanagement  25 years  £2m 
Germany  KfW  25 years  £2m 
Germany  Landeskreditbank Baden-Württemberg - Förderbank  25 years  £2m 
Germany  Landwirtschaftliche Rentenbank  25 years  £2m 
Germany  State of Saxony-Anhalt  15 years  £2m 
Netherlands  Bank Nederlandse Gemeenten  5 years  £2m 
Netherlands  Nederlandse Waterschapsbank NV  5 years  £2m 
Norway  Kommunalbanken AS  5 years  £2m 
Singapore  Temasek Financial (I) Ltd  10 years  £2m 
Sweden  Svensk Exportkredit AB  5 years  £2m 
UK  LCR Finance plc  25 years  £2m 
UK  Network Rail Infrastructure Finance plc  25 years  £2m 
UK  Transport for London  15 years  £2m 
UK  Wellcome Trust Finance plc  20 years  £2m 
    
Table 2 
Corporate Bonds – Credit Rating  -A and Above* 
UK Heathrow Funding  2 Years £2m 
UK National Grid PLC  2 Years £2m 
UK Northern Powergrid Yorkshire PLC 2 Years £2m 
UK National Grid Gas PLC  2 Years £2m 
    
Bond must be rated –A or above with all agencies issuing a credit rating  
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 

20 
 

 
 
 

Appendix 3  
  
 
Limits for Money Market Funds  
 
Exposure should be kept to 0.5% of the Money Market Fund size* for standard Funds and 2% 
for Government Money Market Funds. 
 
Investment in each MMF should be limited to £3m  
 
Overall investment in MMFs as a whole will limited to £12 million.  
 
Investments should be diversified  as far as is practicable, over multiple MMFs, with broadly 
equal exposure to each fund.  
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Economic Background and Credit Outlook      Appendix 4 
  

Economic Background:  
 
The major external influence on the PCC’s treasury management strategy for 2017/18 will be 
the UK’s progress in negotiating a smooth exit from the European Union. Financial markets, 
wrong-footed by the referendum outcome, have since been weighed down by uncertainty 
over whether leaving the Union also means leaving the single market.  Negotiations are 
expected to start once the UK formally triggers exit in early 2017 and last for at least two 
years. Uncertainty over future economic prospects will therefore remain throughout 2017/18. 
 
The fall and continuing weakness in sterling and the near doubling in the price of oil in 2016 
have combined to drive inflation expectations higher.  The Bank of England is forecasting that 
Consumer Price Inflation will breach its 2% target in 2017, the first time since late 2013, but 
the Bank is expected to look through inflation overshoots over the course of 2017 when 
setting interest rates so as to avoid derailing the economy. 
 
Initial post-referendum economic data showed that the feared collapse in business and 
consumer confidence had not immediately led to lower GDP growth. However, the prospect 
of a leaving the single market has dented business confidence and resulted in a delay in new 
business investment and, unless counteracted by higher public spending or retail sales, will 
weaken economic growth in 2017/18.   
 
Looking overseas, with the US economy and its labour market showing steady improvement, 
the market has priced in a high probability of the Federal Reserve increasing interest rates in 
December 2016. The Eurozone meanwhile has continued to struggle with very low inflation 
and lack of momentum in growth, and the European Central Bank has left the door open for 
further quantitative easing. 
 
The impact of political risk on financial markets remains significant over the next year.  With 
challenges such as immigration, the rise of populist, anti-establishment parties and negative 
interest rates resulting in savers being paid nothing for their frugal efforts or even penalised 
for them, the outcomes of Italy’s referendum on its constitution (December 2016), the French 
presidential and general elections (April – June 2017) and the German federal elections 
(August – October 2017) have the potential for upsets. 
 
Credit outlook:  
 
Markets have expressed concern over the financial viability of a number of European banks 
recently. Sluggish economies and continuing fines for pre-crisis behaviour have weighed on 
bank profits, and any future slowdown will exacerbate concerns in this regard. 
Bail-in legislation, which ensures that large investors including local authorities will rescue 
failing banks instead of taxpayers in the future, has now been fully implemented in the 
European Union, Switzerland and USA, while Australia and Canada are progressing with 
their own plans. The credit risk associated with making unsecured bank deposits has 
therefore increased relative to the risk of other investment options available to the PCC; 
returns from cash deposits however continue to fall. 
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Appendix 5 
Interest Rate Forecasts 
 
 

 Dec-
16 

Mar-
17 

Jun-
17 

Sep-
17 

Dec-
17 

Mar-
18 

Jun-
18 

Sep-
18 

Dec-
18 

Mar-
19 

Jun-
19 

Sep-
19 

Dec-
19 

Average 

Official Bank Rate               

Upside risk 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.25 0.25 0.25 0.25 0.25 0.25 0.12 
Arlingclose Central 
Case 

0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 

Downside risk 0.25 0.25 0.25 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.40 
               
3-month LIBID rate               

Upside risk 0.05 0.05 0.10 0.10 0.10 0.15 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.18 
Arlingclose Central 
Case 

0.25 0.25 0.25 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.29 

Downside risk 0.20 0.25 0.25 0.25 0.30 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.34 
               
1-yr LIBID rate               

Upside risk 0.10 0.10 0.15 0.15 0.15 0.20 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.23 
Arlingclose Central 
Case 

0.60 0.50 0.50 0.50 0.50 0.50 0.50 0.60 0.70 0.85 0.90 0.90 0.90 0.65 

Downside risk 0.10 0.15 0.15 0.15 0.20 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.24 
               
5-yr gilt yield               

Upside risk 0.25 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.39 
Arlingclose Central 
Case 

0.50 0.40 0.35 0.35 0.35 0.40 0.40 0.40 0.45 0.50 0.55 0.60 0.65 0.45 

Downside risk 0.30 0.45 0.45 0.45 0.45 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.47 
               
10-yr gilt yield               

Upside risk 0.30 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.39 
Arlingclose Central 
Case 

1.15 0.95 0.85 0.85 0.85 0.85 0.85 0.90 0.95 1.00 1.05 1.10 1.15 0.96 

Downside risk 0.30 0.45 0.45 0.45 0.45 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.47 
               
20-yr gilt yield               

Upside risk 0.25 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.39 
Arlingclose Central 
Case 1.70 1.50 1.40 1.40 1.40 1.40 1.40 1.45 1.50 1.55 1.60 1.65 1.70 1.75 

Downside risk 0.40 0.55 0.55 0.55 0.55 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.57 
               
50-yr gilt yield               

Upside risk 0.25 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.39 
Arlingclose Central 
Case 1.60 1.40 1.30 1.30 1.30 1.30 1.30 1.35 1.40 1.45 1.50 1.55 1.60 1.41 

Downside risk 0.40 0.55 0.55 0.55 0.55 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.57 
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Appendix 6 
Treasury Management Governance Arrangements  
 

The PCC is responsible for: 

 receiving and reviewing reports on treasury management policies, practices and 
activities; 

 approval of annual strategy. 

 approval of/amendments to the treasury management policy statement and 
treasury management practices; 

 budget consideration and approval; 

 approval of the division of responsibilities; 

 receiving and reviewing regular monitoring reports and acting on 
recommendations; 

 approving the selection of external service providers and agreeing terms of 
appointment. 

The Joint Audit Committee is responsible for: 

 scrutinising the treasury management policy and procedures and making 
recommendations to the PCC.  

The Treasurer is responsible for: 

 recommending clauses, treasury management policy/practices for approval, 
reviewing the same regularly, and monitoring compliance; 

 submitting regular treasury management policy reports; 

 submitting budgets and budget variations; 

 receiving and reviewing management information reports; 

 reviewing the performance of the treasury management function; 

 ensuring the adequacy of treasury management resources and skills, and the 
effective division of responsibilities within the treasury management function; 

 ensuring the adequacy of internal audit, and liaising with external audit; 

 recommending the appointment of external service providers.  
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Estimated Estimated Estimated Estimated

2016-17 2017-18 2018-19 2019-20

£000 £000 £000 £000

Programmed  Capital Expenditure 4,497 3,220 4,121 5,181

Forecast Capital Expenditure bfwd/cfwd

Capital programme increases

Total capital Expenditure 4,497 3,220 4,121 5,181

Funded by:

Borrowing 0 0 0 0

Other capital resources including 4,497 3,220 4,121 5,181

Total Capital Finance 4,497 3,220 4,121 5,181

Actual Estimated Estimated Estimated Estimated

2015-16 2016-17 2017-18 2018-19 2019-20

£000 £000 £000 £000 £000

Opening Capital Financing Requirement - Debt

Opening Long term liabilities (PFI) & Pre 90 Loan Liability 34,020 32,913 31,092 29,066

Capital expenditure to be financed from borrowing 0

Less Minimum Revenue Provision 0

Change in PFI Liabilities/Pre 90 Loan Liability (1,107) (1,821) (2,026) (2,124)

Closing Capital Financing Requirement 34,020 32,913 31,092 29,066 26,942

Estimated Estimated Estimated Estimated

2016-17 2017-18 2018-19 2019-20

£000 £000 £000 £000

Long Term Borrowing for capital purposes 0 0 0 0

Long term liabilities - Lease Finance 34,020 32,913 31,092 29,066 26,942

Maxiumum forecast cashflow deficit arising

from revenue budget operations 5,000 5,000 5,000 5,000

Operational Boundary 37,913 36,092 34,066 31,942

Additional margin for unforeseen 

circumstances 8,000 8,000 8,000 8,000

Authorised Boundary 45,913 44,092 42,066 39,942

Annual impact on revenue budget

Change in PFI Liabilities/Pre 90 Loan Liability 1,107 1,821 2,026 2,124

1,107 1,821 2,026 2,124

Interest Payments & Interest Foregone

Based on Borrowing as at 31 March 2014

Adjust to exclude financing adjust (i.e switch from internal to 
external borrowing

0 0 0 0

Interest Receipts (100) (100) (100) (100)

Estimated Estimated Estimated Estimated

2016-17 2017-18 2018-19 2019-20

£000 £000 £000 £000

Minimum Revenue Provision 

Finance Lease Minimum Revenue Provision 0 0 0 0

Interest payable on Long Term Borrowing 0 0 0 0

Interest Received (net) (100) (100) (100) (100)

Capital Financing Costs (100) (100) (100) (100)

Lease finance

(100) (100) (100) (100)

Revenue Budget 121,000 121,700 122,900 124,300

Ratio of financing costs to net revenue stream -0.08% -0.08% -0.08% -0.08%

Cost of Borrowing for New Schemes in 2017/18

MRP 0 0 0 0 0

Interest

Lost interest receipts 0 0 0 0 0



Interest forecast

Operational Estate Strategy - assumed to be neutral

Total 0 0 0 0 0

New Schemes only

Council Tax

Tax Base 0

As at 31 
March 2016 2016-17 2017-18 2018-19 2019-20

Incremental increase in Council Tax 

arising from Capital Expenditure Plans £0.00 £0.00 £0.00 £0.00



2016/17 
£000's

2017/18 
£000's

2018/19 
£000's

2019/20 
£000's

2020/21 
£000's

Major Capital Programme

Ongoing Minor Capital Programme
Vehicles Replacement Programme 1,167 1,260 1,131 1,161 1,191
Minor Building Works 730 340 350 360 370
Information Systems 2,400 1,420 1,440 1,460 1,470

Equipment 200 200 200 200 200

Total Minor Capital 4,497 3,220 3,121 3,181 3,231

Total Capital Programme 4,497 3,220 4,121 5,181 3,231

2016/17 £000's 7/18 £000's 8/19 £000's 9/20 £000's20/21 £000's

Home Office Capital Grant 474 474 474 474 474
Sale of Surplus Premises 4,505 3,850 350 350 350
Contribution From Revenue to Capital 0 600 1,200 1,200 1,200
Transfer from / (to) Reserve -520 -1,440 2,104 3,148 1,200
Slippage in Cash Flow 38 -264 -7 9 7
Total Funding 4,497 3,220 4,121 5,181 3,231

NB: Capital Reserve Balances 6/17 £000's 7/18 £000's 8/19 £000's 9/20 £000's20/21 £000's
Opening Balance 477 997 2,437 1,333 -2,815
Transfers (to) / From reserve 520 1,440 -2,104 -3,148 -1,200
Closing Balance / (Deficit) 997 2,437 333 -2,815 -4,015

Funding of the programme
Home Office Capital Grant 474 474 474 474 474
Sale of Surplus Premises 4,023 2,146 2,447 3,507 1,557
Contribution From Revenue to Capital 0 600 1200 1200 1200

4497 3220 4121 5181 3231

0 0 1,000 2,000 0
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