OUR REMIT

EXTRACT FROM ANNEX B OF FSBR, 9 MARCH 1999

Financing policy

Table B22 updates the financing arithmetic for 1998-99 to allow for the latest central government net cash
requirement forecast, and sets out the financing arithmetic for 1999-2000.

The gilts issuance programme for 1998-99 was revised in November 1998, following the November Pre-
Budget Report. However at that stage, gilt sales in 1998-99 had already reached £6.5 billion, against a
revised gilts financing requirement in the Pre-Budget Report of £6.4 billion. The Government announced that,
although there would be no further issuance of conventional gilts in 1998-99, the remaining index-linked
auctions would take place as planned. If this resulted in excess gilt sales, such sales were necessary in order
to meet the commitment to a minimum issuance of £2.5 billion (cash) of index-linked gilts in 1998-99 (and in
future years) in support of the move to index-linked auctions. The latest view of the financing arithmetic in
Table B21 shows forecast excess gilt sales of £2.3 billion in 1998-99. These excess sales will be unwound in
1999-2000 by a residual adjustment which reduces the initial requirement for gilt sales in that year.

The requirement for gilt sales in 1999-2000 is further reduced by the increase in the level of the stock of
Treasury bills and other short-term debt which will be required if, as planned, the DMO take over responsibility
for cash management in that year. However this is largely offset by the additional requirement in 1999-2000 to
finance investment in the foreign currency reserves which has previously been financed by issuance of Euro
Treasury bills. The main details of the debt management plans for 1999-2000 are contained in the remits to
the UK Debt Management Office and National Savings announced on 9 March. Full details, including the
remits, will be published in the 1999-2000 Debt Management Report.
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£ billion
1995-049 1999-00
Mowember
harch 1992  June 19498 hdarch hiarch
arginal 1993 Pre-Budget 19949 19949
remit EF5FR Feport Budget Budget
CGNCR ar 3a 21 2T B2
plus eapected netinancing orresenes ' on oo oo oo 24
plus expected git redemption s 16.7 16.8 16.8 169 ° 14.8
plus residual unwinding exmcess gitt sales fom prevous fnancial war BN B2 B2 B2 23
Rrmarcing requirenent 152 124 Ea EA 21.0
=55 Met Mational S5avings inflow 10 oA o1 0z o.1
{55 netincrease in T-bills and other sharttemm debt on oo oo oo 36
Gt sales required 14.2 116 E A R 173
of whick
aszumed gilt zales:
index-linked gilts h 34
short comentional gilts (3-7 wears) oo 510
medium conwentional gilts (7-15 wears) 15 30
long connentional gilts (=15 wears) 31 L]
change in short-term bamowing in-wearto offE et excess gilt sales ]
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Additional background:
Explanation of increase in short-term debt for cash management



The financing requirement in 1999-2000 is reduced by a "gilt sales residual" which unwinds excess sales of
gilts in 1998-99, based on the forecast for the 1998-99 CGNCR in the Budget. This "gilt sales residual” in the
financing arithmetic actually increases the issuance of short-term debt in 1999-2000 (thereby reducing the
financing requirement), and unwinds the expected reduction in short-term debt in 1998-99 that was necessary
to accommodate the excess gilts sales. It therefore leaves the stock of Treasury bills and other short term
debt unchanged over 1998-99 and 1999-2000.

In recent years, the decision to unwind the previous year's undershoot or overshoot in gilt sales has been a
portfolio decision. This year, the inclusion of the residual which unwinds the previous year's excess gilt sales
is only a presentational device. This year, as part of its portfolio decisions, the government has decided to
issue more Treasury bills in order to build up the stock of these bills to a level that will enable the DMO to start
to use them as the main instrument for smoothing the government's cash flow, as a key part of the cash
management operations. This requires an increase in short-term debt over and above that necessary for
unwinding the effects of excess gilt sales in 1998-99. The total increase in short-term debt is assumed to be
£5.9 billion. This increase has been split in the financing arithmetic into the unwinding residual and the
expected net increase in short-term debt issuance as a presentational device to make it clear how much of
the increase is necessary to leave the stock of short-term debt unchanged, and the amount of short-term debt
that the government plans to issue as an actual net increase to reach the higher level of stock that is needed
initially for cash management. This is illustrated in the following table:

Change in short-term dehbt in 19992000 for cash management

£ hillian
Increase in Treasury hills 6.2
Financing of cash deposit in Bank of England 0.z
Expected repayment of Ways and b eans -0.5
Total net increase in short-term debt 5.0
Presentation in financing arithmetc:
Residual unwinding decrease in shortterm debt in 1938-93 ! 33
Expected net increase in issuance to meet initial
reguirements on DM 0's cash management aperations in
1995-2000 3.6
Total net increase in short-term debt 5.9

! The stock of short-term debt w as reduced in 1995-99 to offs et excess gilt = ales

For the purposes of these plans, the net increase in Treasury bills and Ways and Means in 1999-2000 is
assumed to achieve a stock of Treasury bills issued outside central government of about £10 billion and a
level of Ways and Means of about £17 billion, by 31 March 2000. This is the assumed level at which Ways
and Means will be frozen, following completion of cash management transfer. These 31 March 2000 stock
level figures are only planning assumptions. In the event that the government revises its financing programme
for 1999-2000, any changes in the financing requirement could be accomodated by changes to planned
issuance of short-term debt and therefore to these figures for the stock of Treasury bills and other short-term
debt at 31 March 2000, as well as by changes to planned gilt issuance. Further details of how any changes to
the financing requirement might be accomodated are written into paragraphs 9 and 10 of the DMO remit.



