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AGENDA NO: 5
JOINT INDEPENDENT AUDIT COMMITTEE – 4 SEPTEMBER 2014

TREASURY MANAGEMENT ANNUAL REVIEW AND ACTUAL PRUDENTIAL INDICATORS
2013-14

REPORT OF THE TREASURER TO THE POLICE AND CRIME COMMISSIONER

1. BACKGROUND

1.1  The Police and Crime Commissioner (PCC) has adopted the CIPFA Code of Practice for
Treasury Management in the Public Sector and operates its Treasury Management
function in compliance with this Code. This requires that the prime objective of the
Treasury Management function is the effective management of risk, and that its borrowing
activities are undertaken on a prudent, affordable and sustainable basis.

1.2 The Code requires as a minimum the regular reporting of Treasury Management activities
to:

� forecast the likely activity for the forthcoming year (in the Annual Treasury
Management Strategy Statement, which was agreed for 2014-15 by the PCC on 6
March 2014); and

� review the actual activity for the preceding year (this report).

1.3 Elements of the Treasury Management Strategy were changed in light of the Icelandic
Banks crisis in 2008. Members have received periodic updates since October 2008 as
more information has become available.

2. UPDATE ON ICELANDIC BANKS

2.1 The current position on each bank is shown below:

Heritable Bank

2.2 Ernst & Young have made 14 separate repayments to date; the most recent of these
being received on 23 August 2013 for £340,615, following the sale of its mortgage book.
The total amount returned to date is £1,913,351 or 94% of the claim.  This is significantly
more than the Administrator’s estimate of recovery, which until this latest settlement was a
maximum of 90%.

2.3 The Administrator is due to provide an update on the next stages of the claim and a
further payment is now expected, which will also be returned to reserves.  The loan
remains on the PCC’s balance sheet but is fully impaired which means that any further
payments received can be returned to reserves.
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Landsbanki

2.4 PCC also has deposits frozen with Landsbanki, and this process is progressing
significantly slower than Heritable as it is being conducted under Icelandic law. The
Principal outstanding is £5,000,000. There has been a significant amount of work on
behalf of local authorities by Bevan Brittan, Kent County Council and the London Borough
of Barnet. The authorities are members of the “Resolution Committee” that has been
placed in charge of running Landsbanki by the Icelandic Financial Services Authority (the
“FME”).

2.5 The Winding Up Board of Landsbanki released the first payment received by the Authority
in Sterling, Euros, and US Dollars between 17 and 21 February 2012, totalling
£1,476,002. A second payment was received in Sterling on 29 May 2012 for £619,767
with a third payment received on 10 October 2012 in Sterling, Euros and US Dollars
totalling £295,537 and a fourth payment was received on 13 September 2013 in sterling,
Euros and US Dollars totalling £254,609, giving a total received to date of £2,645,916.
Given the latest update received from the Landsbanki Resolution Committee, Bevan
Brittan anticipate that priority creditors will now recover 100% of the value of deposits in
Landsbanki  The PCC’s total claim in sterling terms is £5,065,899.The repayments and
change in the latest recovery assumptions decreases on the impairment charge in the
2013-14 accounts by £185,817.

3. DAY TO DAY CASH MANAGEMENT ACTIVITY

3.1 The Bank of England Base rate was 0.50% for the entire year, having been reduced to
that level on 5 March 2009 by the Bank of England Monetary Policy Committee (MPC).
The base rate was reduced to that level as part of worldwide central bank intervention to
help ease the difficulties in the credit markets and stimulate the economy.

3.2 During the year there were eleven individual loans totalling £29.5M. As at the 31 March
2014there were five loans to banks outstanding totalling £13.0M, £7.0M which related to
Icelandic banks and £6.0M relating to other Fixed Term deposits. There was also a
balance in a NatWest Special Interest Bearing Account of £0.3M, £3.0M in a call account
with Svenska Handelsbanken and £2.3M with Money Market Fund, Ignis. The detailed
portfolio of loans outstanding is shown at Appendix A.

3.3 The chart below compares Base Rate with the more variable selection of market rates.

3.4 Interest Rate Comparisons
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3.5 Interest earned from Treasury Management operations in the year was £86,000 which is
higher than the estimate for the year of £75,000. The forecast was based on an average
balance of £15.5M and an average interest rate of 0.48%.

3.6 The average daily balance was £18.7M (£16.1M excluding loans to Icelandic Banks) and
the average interest earned was 0.54%, ahead of the average 7 day rate was 0.35%. A
summary of statistics showing previous years is at Appendix B. This return of 0.54% is
below the return earned by 200 local Councils, PCC’s and Fire Authorities within the
CIPFA Treasury Management Club who averaged 0.85% for the year. The average size
of funds invested by these local authorities however is £92.99M and these higher
balances are likely to offer higher returns.

3.7 The PCC has a surplus of cash on a month to month basis because of the time difference
between receipt of the income (grants and precepts) and the costs of providing services.
At 31 March 2014 the cash balance of £14.0M was made up of:

£M
Excess of creditors over debtors -1.7
Specific reserves mainly for pensions & insurance 8.0
Provisions 0.6
General Balances 4.5
Other adjustments 2.6
Total 14.0

4. COMPLIANCE WITH POLICY AND EXERCISE OF DELEGATIONS

4.1 The Code of Practice as agreed by the PCC has been adhered to.  The Code requires the
Authority to be aware of who is responsible for which decisions, the limits on delegated
responsibilities and reporting requirements.  These are reproduced at Appendix C.

5. PRUDENTIAL INDICATORS 2013/14

5.1 The PCC approved the Prudential Indicators for 2013/14 on 9 February 2014. It is a
requirement of the Prudential Code that actual Prudential Indicators are reported after the
end of the financial year.

5.2  Comparative figures showing actual Prudential Indicators are shown in Appendix D. It
should be noted that only Indicators 4, 5, 8, 9, 10, and 11 are actually limits and the
remainder are simply indicators. I can report that none of the limits set were breached
during the year.

6. RISK/THREAT ASSESSMENT

(a) Financial/Resource/Value for Money Implications

No risk issues arise directly from this report of outcomes for 2013/14. However, the
Treasury Management policy agreed each year carefully balances the acceptance and
spread of borrower risk against the requirement to maximise returns. In addition, a
potential budget risk exists if there is a shortfall against budget of interest earnings as a
result of lower interest rates and balances.
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(b) Legal implications

The PCC has adopted the CIPFA Code of Practice for Treasury Management in the Public
Sector and operates its Treasury Management function in compliance with this Code. This
requires that the prime objective of the Treasury Management function is the effective
management of risk, and that its borrowing activities are undertaken on a prudent,
affordable and sustainable basis.

(c) Implications for Policing Outcomes

Not applicable

(d) Equality

Not applicable

7.        RECOMMENDATIONS

7.1 Members are RECOMMENDED to:

  i) Receive the Treasury Management Annual Report, and
ii) Note the actual 2013-14 Prudential Indicators

RICHARD BATES
Treasurer to the Police and Crime Commissioner

If you have any queries on this report please contact Phil Rook, Deputy Treasurer on (01305)
225131 or e-mail p.j.rook@dorsetcc.gov.uk

Background Papers
CIPFA Treasury Management Code of Practice

Appendices
Appendix A – Loans Outstanding
Appendix B – Statistics
Appendix C – Delegation
Appendix D – Prudential Indicators
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APPENDIX A

TREASURY MANAGEMENT – ANNUAL REVIEW

PORTFOLIO OF LOANS OUTSTANDING AS AT 31st MARCH 2014

BORROWER AMOUNT

    £       £

Icelandic Banks  (See below)
Heritable Bank 2,000,000
Less Heritable Repayments
from Administrators           (1,913,000)
Landsbanki Islands 5,000,000 (2 Loans)
Less Landsbanki Repayments
from Administrators           (2,646,000)

SUB-TOTAL (3 separate loans) 2,441,000

Lloyds Banking Group 3,000,000
DBS Bank Ltd 3,000,000 6,000,000

NatWest Bank (Special Interest Bearing Account)   318,000
Ignis (Money Market Fund) 2,300,000
Svenska Handelsbanken (Call Account) 3,000,000

TOTAL LOANS 14,059,000

Icelandic Banks
The value shown is for Treasury Management purposes and is different from the carrying
value on the balance sheet as at 31 March 2014 which is calculated in accordance with
LAAP Bulletin 82.
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Analysis of loans by Maturity
(As at 31 March 2014)

Fixed Term Deposits

Call Accounts (Instant Access)

Money Market Funds (Instant Access)

Icelandic Bank Loans

Total

£M

6.0

3.3

2.3

2.4

14.0

Analysis of loans by Counterparty
Rating

(Analysed by Counterparty Rating as at
31 March 2014)

AAA Money Market Funds

A and above

Icelandic Bank Loans

Total

£M

2.3

9.3

2.4

14.0

Analysis of loans by Sovereign

(All available AAA rated counterparties
as at 31 March 2014. Note that Icelandic
Bank loans were made before
introduction of Sovereign Rating criteria)

UK
Australia
Canada
Denmark
Finland
Germany
Iceland
Luxembourg
Netherlands
Singapore
Sweden
Switzerland

Total

£M

5.6
0.0
0.0
0.0
0.0
0.0
2.4
0.0
0.0
3.0
3.0
0.0

14.0

Icelandic Banks,
£2.4M

Fixed Term
Deposits, £6.0M

AAA Rated
Money Market
Funds, (Instant
Access) £2.3M

Call Account,
(Instant Access)

£3.3M

Icelandic Banks,
£2.4M

Counterparties rated
A and above, £9.3M

AAA Rated Money
Market Funds,£2.3M
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APPENDIX B

SUMMARY OF KEY STATISTICS

2010/112011/12 2012/13   2013/14

Activities

Lending

Number of transactions 11 17 8 11

Value £M 20.00 43.60 25.00 29.50

31 March Balance £M 17.10 19.91 10.17 14.06

Borrowing

Number of transactions 0 0 0 0

Value £M 0.00 0.00 0.00 0.00

Performance

Average 7 day rate 0.43% 0.62% 0.52% 0.35%

Average rate earned 0.84% 0.91% 0.83% 0.54%
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APPENDIX C

Delegation

The Code requires the policy of delegation to show who is responsible for which decision, the
limits on the delegation and reporting requirements.

The Code also requires the responsibilities of the PCC, and its officers to be set out. In summary
they are as follows:-

PCC - approval of recommendations from the Joint Independent Audit Committee and the
borrowing limits. The approval of the Treasury Management Strategy statement, the receipt of
annual reports from the Treasurer to the PCC on Treasury Management activities and from time
to time the review of the Treasury Management Strategy Statement.

Joint Independent Audit Committee - the approval of the Treasury Policy statement, the receipt
of annual reports from the Treasurer to the PCC on treasury management activities and from time
to time the review of the Treasury Management Strategy Statement.

The Treasurer to the PCC - approval of draft policy statement, appointment of moneybrokers,
regular monitoring of activities and reporting on these activities to the Committee.

Chief Constable - that the system is laid down and resourced, and that the Treasurer to the PCC
makes the required regular reports to the PCC.

Assistant Chief Officer - monitor implementation of policy.

Treasury Management contractor - preparation of draft monitoring reports for the Treasurer to
the PCC and the placement and approval of deals on a day to day basis in accordance with the
approved policy.

Monitoring Officer– Chief Executive - ensuring compliance by the Treasurer to the PCC.

Internal Audit - the policing of the arrangements.

In addition to these delegations there is in place a comprehensive system of checks undertaken
by the Treasury Management contractor in accordance with the terms of the contract specified by
the PCC.
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APPENDIX D

Estimated and Actual Treasury Position and Prudential Indicators

Comments
In addition to the above the Council is required as a Prudential Indicator to:

· Adopt the CIPFA Code of Practice.
· Ensure that over the medium term borrowing will only be for a capital purpose (i.e. net

external borrowing is less than the CFR).
The OPCC has complied with these two indicators.

Figures are for the financial year
unless otherwise titled in italics

2013-14
Actual

2013-14
Original
Indicator

Comments

1 Capital Expenditure (£ 000’s) 4,966 3,156

2 Capital Financing Requirement
(CFR) at 31 March 37,994 37,996 No borrowing

3 External Debt at 31 March (£ 000’s)
Borrowing
Other long term liabilities
Total Debt

0
37,994
37,994

0

37,996
37,996

No borrowing

4 Authorised Limit (£ 000’s) (against
maximum position) 38,450 51,296

5 Operational Boundary (£ 000’s) 38,450 43,196

6 Ratio of financing costs to net
revenue stream -0.18% -0.08% No borrowing

7 Incremental impact of capital
investment decisions on the Band
D council tax (£) 0.00 0.00 Due to no

borrowing, net
interest receipts.

8 Upper limits on fixed interest rates
(£ 000’s) (against maximum
position)(net interest payable)

0 300
Due to no
borrowing, net
interest receipts.9 Upper limits on variable interest

rates (£ 000’s) (against maximum
position)(net interest payable)

0 75

10 Maturity structure of fixed rate
borrowing (against maximum
position)
Under 12 months 0% 0%

12 months to 2 years 0% 0%
2 years to 5 years 0% 0%
5 years to 10 years 0% 0%
10 years and above 0% 0%

11 Maximum principal funds invested
for more than 364 days (£ 000’s)
(against maximum position)

0 0


