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TREASURY MANAGEMENT STRATEGY STATEMENT

(INCLUDING ANNUAL INVESTMENT STRATEGY 2016/17, PRUDENTIAL 
INDICATORS AND MINIMUM REVENUE PROVISION POLICY STATEMENT)

1. SUMMARY

1.1 The primary function of the Treasury section within Finance is to:-
 manage the cash flow planning (both in the short and longer term);
 to ensure that the Council can meet its revenue and capital spending 

obligations;
 manage the Council’s borrowings / long term debt scheduling;
 manage the Council’s net interest budget.

1.2 The economic and financial environment in which the Council’s treasury operations are 
undertaken remains challenging. Interest rates remain at historic lows and while 
lessened, there are still concerns over the security of global financial institutions. Given 
this, the Council continues to take a prudent approach to its Treasury Strategy. The 
proposed 2016/17 Treasury Strategy is therefore, largely unchanged from that approved 
for 2015/16, the key facts being unchanged as follows: 

 effective control of the associated risks (borrowing and lending) with the aim 
of optimum performance available within the management of those risks

 investments will be deposited with high quality counterparties, 
predominantly over relatively short periods, 

 capital financing, including internal borrowing, continues to be managed as 
agreed on a long term risk based approach.

1.3 The Capital Programme for 2016/17 is presented to Council for approval elsewhere on 
this agenda and the Prudential Indicators detailed in this Appendix support that 
programme. The Prudential Indicators are also included in the Medium Term Financial 
Plan 2017-19 (MTFP). 

1.4 The Council has freedom over capital expenditure so long as it is prudent, affordable 
and sustainable. In order to show it is working within these guidelines the Council must 
approve, revise and monitor a range of Prudential Indicators covering the forthcoming 
three years. This appendix revises the Prudential Indicators for 2015/16, 2016/17, 
2017/18, and extends the indicators for the new MTFP period. 

1.5 This appendix meets the Council’s reporting requirements in respect of Treasury 
Management to comply with the: 

 Local Government Act 2003, (including the revised guidance applicable 
since 1 April 2010), 

 CIPFA Treasury Management in the Public Services Code of Practice 
Revised 2011 Edition (CIPFA TM Code), and 

 the CIPFA Prudential Code for Capital Finance in Local Authorities: Revised 
2011 Edition (CIPFA Prudential Code). 
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2. RECOMMENDATIONS 

2.1 The covering report to the Budget Report to be considered by Cabinet on 4th February 
2016 and then Council on 18th February 2016 includes the following recommendations 
for approval :-

a) The Treasury Management Strategy at section 4 below, including the 
borrowing strategy as set out in Section 4.4. 

b) The Annual Investment Strategy Statement at section 5 below, 

c) The Prudential Indicators at section 6 below.

d) The Minimum Revenue Provision (MRP) Policy Statement at Section 7 
below.

3. BACKGROUND

3.1 The Council is required by statute to operate a balanced revenue budget, which broadly 
means that cash raised during the year will meet cash expenditure.  The primary 
function of the Treasury section, within Finance, is to manage the cash flow planning 
(both in the short and longer term) to ensure that the Council can meet its revenue and 
capital spending obligations.  In terms of capital spending, this may involve arranging 
long or short term loans (i.e. borrowing), or using longer term cash balances, in lieu of 
external debt. Key to the Treasury function is the effective control of the associated risks 
and the pursuit of optimum performance consistent with those risks.  Finance must:

a) ensure the Council’s short term cash reserves are securely held (i.e. security 
of principal);

b) ensure appropriate levels of cash are availabe to manage day to day 
payments (i.e. liquidity); and

c) after both the above have been considered to maximise investment returns 
(i.e. income generation).

3.2 The Council follows the requirements of the Chartered Institute of Public Finance and 
Accountancy’s Code of Practice for Treasury Management in Public Services (the 
CIPFA TM Code) and the Prudential Code for the management of its Treasury 
functions. This requires local authorities to determine their Treasury Strategy and 
Prudential Indicators on an annual basis in advance of the new financial year. As such 
the draft Treasury Strategy for operations during 2016/17 is contained within this paper 
for consideration by Council. These are separated into four sections:-

3.3 Treasury Management Strategy (Section 4) – This details the estimated value and 
rates at which borrowing may be undertaken to finance current and future capital spend. 
The main objective being to manage risk effectively while minimising interest costs. The 
value of the Capital Programme and how it’s financed i.e. long term borrowing; revenue 
financing; grants; etc. is therefore intrinsically linked. As such borrowing strategies are 
dependent on the decisions made about the revenue and capital budgets and the two 
should be considered together. 
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3.4 Investment Strategy (Section 5) – The Annual Investment Strategy sets out the 
policies which govern the management of the Council’s investments. The Council’s 
investment strategy has always been risk averse with security and liquidity of cash 
assets taking precedence over returns. To do this the Council uses a prescriptive list of 
counterparties with whom investments can be placed. This list has reduced significantly 
in recent years due to the uncertainty in the financial markets (leading to many banks 
being downgraded). Money is placed across a range of the highest rated counterparties 
possible to maximise security. 

3.5 Capital Plans and Prudential Indicators (Section 6) – The Local Government Act 
2003 includes the requirement that Local Authorities have regard to the Prudential Code 
(the Code).  The Code requires the Council to assess its capital investment plans and 
ensure they are affordable, prudent and sustainable. This must be substantiated by the 
production of a range of prudential indicators, which cover capital investment and 
treasury management plans for the forthcoming three years. 

3.6 Minimum Revenue Provision (MRP) Policy Statement (Section 7) – This sets out 
how the Council will pay for the financing of capital assets by way of an annual charge 
to the revenue budget, hence the reason that approval of the annual budget must be 
considered in  tandem to the Treasury Strategy and MRP Policy Statement. 

4 TREASURY MANAGEMENT STRATEGY FOR 2016/17 

4.1 The Strategy for 2016/17 covers the current debt and investment portfolios, interest 
rates, the borrowing strategy/policy and rescheduling, training, use of specialist 
advisers, and reporting. 

4.2 Current Debt and Investment Portfolio 

4.2.1 The Council’s long term borrowing and investments as at 31st December 2015:

Principal
£’m

Average 
rate
%

Borrowing:
Fixed rate funding PWLB 277.2 4.44

Market 25.0 4.70
Total Borrowing 302.2 4.46
Total Investments 140.8 0.69

4.2.2 Existing Council borrowing is primarily from the Public Works Loan Board (PWLB) at 
fixed rates determined at the time the borrowing was undertaken and £25m taken from 
the Money Market. The chart at Annex A provides a graphical analysis of the Council’s 
debt including the maturity profile and rates of interest.

4.2.3 Treasury activity and planning over recent years has provided a stable debt portfolio. 
This stability has allowed the Council to maintain an under-borrowed position, using 
temporary cash balances, instead of externalising borrowing, and so reducing 
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counterparty risk without losing significant investment returns. This policy has also 
helped reduce the interest cost of funding the capital programme. 

4.2.4 Investment balances have been decreasing overall during the 2015/16 financial year in 
the period to 31st December, averaging £151.5m and varying between £119.5m and 
£183.5m.  Annex B provides a detailed list of investments by counterparty as at 31st 
December 2015, totalling £140.8m.

4.3 Prospects for Interest Rates

4.3.1 The Council uses the services of a specialist treasury advisor and part of their service is 
to assist the Council to formulate a view on interest rates. The following table gives their 
central view as at 20th January 2016, which draws on a number of current City forecasts 
for base rate (Bank Rate), and longer fixed interest rates for borrowing from PWLB: 

4.3.2 This latest forecast includes no change in the Bank Rate until the end of 2016.   With 
CPI inflation now likely to be at or near zero for most of 2015 and into early 2016, it is 
currently difficult for the MPC to make a start on increasing Bank Rate. In addition, the 
Inflation Report forecast was also notably subdued with inflation barely getting back up 
to the 2% target within the 2-3 year time horizon. The significant appreciation of Sterling 
against the Euro in 2015 has also acted to dampen UK growth while volatility in financial 
markets since the Inflation Report has resulted in volatility in equity and bond prices and 
bond yields (and therefore PWLB rates). But CPI inflation will start sharply increasing 
around mid-year 2016, once initial falls in fuel and commodity prices fall out of the 12 
month calculation of inflation; this will cause the MPC to take a much keener interest in 
the forecasts for inflation over their 2-3 year time horizon.

4.3.3 The Governor of the Bank of England, Mark Carney, has definitively ruled out an 
increase in Bank Rate in the very near future. He has previously laid out three criteria 
that need to be met before he would look to make a start on increasing Bank Rate. 
These criteria (GDP growth above 0.6%, core inflation increasing towards 2% target, 
wage costs increasing) are not being met at the current time. He previously stated that 
increases in Bank Rate will be slow and gradual after they do start.  The MPC is 
concerned about the impact of increases on many heavily indebted consumers, 
especially when average disposable income is only just starting a significant recovery 
as a result of falling prices of food and fuel.

4.3.4 The current economic outlook and structure of market interest rates and government 
debt yields have several key treasury management implications:
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 The credit rating agencies have amended their methodologies in 2015 for 
assessing creditworthiness of part-nationalised banks as government ownership 
is decreased, but this does not change the strategy or investment approach of 
the Council. Significant counterparty risks do remain, and as such the proposed 
strategy for investment remains that of use of higher quality counterparties and 
for time periods under 1 year;

 Investment returns are likely to remain relatively low during 2016/17, with slow 
increases beyond;

 The 50 year PWLB target (certainty) rate for new long term borrowing, for the 
quarter ending 31st December, fell slightly during the quarter from 3.60% to 
3.50% after the November Bank of England Inflation report. The policy of 
avoiding new borrowing by running down available cash balances has served the 
Council well over the last few years.  However (as has been explained in recent 
years) this continues to be carefully reviewed to avoid incurring higher borrowing 
costs in the future, when the Council will not be able to avoid new borrowing to 
finance new capital expenditure and/or to refinance maturing debt;

 There is a ‘cost of carry’ to any new borrowing which causes an increase in the 
net investment budget, (ie incurring a short term revenue loss due to borrowing 
costs currently being higher than investment returns). As such the proposed 
strategy continues the measured approach to balancing this short term saving 
against long term increased costs, with continual review of rates.

4.4 Borrowing Strategy 

4.4.1 The Council can only borrow in the long term to finance capital spend so the 
recommended borrowing strategy reflects Officer’s views of the best way to fund the 
expected need detailed in the draft Capital Programme (covered elsewhere in this 
report). The Treasury Management function ensures that the Council’s cash is 
managed, in accordance with the relevant professional codes, to ensure that sufficient 
cash is available to fund those plans. This will involve both the organisation of the cash 
flow and, where capital plans require, the organisation of approporiate borrowing 
facilities.

4.4.2 As reflected elsewhere on this agenda, through the capital programme if capital spend  
progresses as profiled, £55.450m of new borrowing (£29.780m 2016/17, £18.870m 
2017/18, plus £6.800m 2018/19) may be required over the next 3 years, which amounts 
to 22% of the funding requirement of the draft capital programme. In addition £22.5m of 
debt will mature over the same period. 

4.4.3 Potential new borrowing to finance the proposed Capital Programme is detailed as 
follows:   
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Capital Programme and New Borrowing Table { NEW MTFP }
2014/15 2015/16 2016/17 2017/18 2018/19
Actual Estimate Estimate Estimate Estimate

£m £m £m £m £m
Capital Programme 84.061 119.662 119.151 81.593 50.553 
Funded from borrowing - schemes approved 11.912 23.961 29.213 18.870 6.800 
Funded from borrowing - still to be allocated & approved              -               - 0.567              -              - 
Total Funded from borrowing 11.912 23.961 29.780 18.870 6.800 

Estimated new borrowing to fund capital programme 6.956 11.912 23.961 29.780 18.870 
Refinancing maturing debt 7.500 5.500 7.500 7.500 7.500 
Estimated total new borrowing required 14.456 17.412 31.461 37.280 26.370

Actual/estimated new external borrowing 0.000 0.000 0.000 25.000 5.000 
Under/(Over) borrowed (ie internally funded) after forecast 
new external borrowing above 61.894 75.401 96.596 81.795 74.986

Capital Funding Table from Treasury Strategy - based on 
latest capital information

4.4.4 The Council’s prudent borrowing strategy over the past years has been heavily 
influenced by the relationship between long and short term interest rates. The Bank 
Rate has been at 0.5% since February 2009 and the current market view is that it won’t 
start rising before June 2016. Whilst long term borrowing rates are expected to rise 
slowly over the same period they are still significantly higher than investment rates 
(refer 4.3.1 above). This variance creates a “cost of carry” for any new borrowing, if the 
cash borrowed is then temporarily held as investments. 

4.4.5 This ‘cost of carry’ has effectively driven the borrowing strategy over the past 6 years 
during which the Council has maintained an under-borrowed position (i.e. rather than 
borrowing externally, the Council borrowed internally using short term cash balances). It 
is expected that as at 31st March 2016 £75.4m of cash balances will be used in lieu of 
external borrowing (refer table at 4.4.3). Using these cash balances has provided best 
value as it has maximised short term savings (i.e. reduced the cost of carry), and 
minimised the counterparty risk to investments without losing significant investment 
income.  The Revenue Budget 2015/16 has benefitted from this decision.

4.4.6 Continuing the strategy of deferring external borrowing is expected to increase the 
internal borrowing position, from £61.9m at March 2015 (13% of the Borrowing 
Requirement) to £75.4m at March 2016 (15% of the Borrowing Requirement). If the 
same strategy were to be maintained over the coming years, and no new borrowing 
was taken, then internal borrowing would increase to £96.6m in 2016/17 (19% of the 
Borrowing Requirement). This presents a significant future refinancing risk and as such 
internal borrowing values at this total level are not proposed (hence borrowing £25m in 
2017/18 and a further £5m in 2018/19 would bring this down to an acceptable level of 
£75m). 

4.4.7 To explain further, ‘refinancing risk’ means being forced to take debt at expensive rates 
in the future. Holding prudent levels of internal borrowing as proposed above, but 
keeping this and the market rates of interest under review, will avoid the Council being 
forced to refinance when cash resources are lower and also borrowing interest rates 
high.

4.4.8 After consideration of both risks and benefits, no new borrowing is proposed to be taken 
in 2016/17, if all things remain as expected. The revenue savings included in the 
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2016/17 Budget are not repeated in totality in the 2017/18 planning assumptions, when 
new external borrowing is proposed (£25m) to reduce the level of internal borrowing.

4.4.9 Continuing the underborrowed position is only available in the short term. At a date in 
the future this borrowing will have to be externalised and taken on with associated 
interest payments. The date that this will have to happen is dependant upon: 

 cash balances remaining at levels prudent to support this strategy, 
 the ‘cost of carry’ remaining within cost efficient limits, and 
 also upon the level of funding from borrowing that is agreed to finance future 

capital programmes (refer Annex D and table at 4.4.3 above).  

The table at Annex D shows the actual external debt and the estimates for the next 
three years, against the underlying capital borrowing need (the Capital Financing 
Requirement - CFR). 

4.4.10 Under normal circumstances the main sensitivities of the interest rate forecast are likely 
to be the two scenarios noted below. Officers will continually monitor market conditions 
and forecast rates in conjunction with the Council’s advisors and:

 if it was felt that there was a significant risk of a sharp FALL in long and short 
term rates, e.g. due to a marked increase of risks around relapse into recession 
or of risks of deflation, then long term borrowings will be postponed, and 
potential rescheduling from fixed rate funding into short term borrowing will be 
considered.

 if it was felt that there was a significant risk of a much sharper RISE in long and 
short term rates than that currently forecast, perhaps arising from a greater than 
expected increase in world economic activity or a sudden increase in inflation 
risks, then the portfolio position will be re-appraised with the likely action that 
fixed rate brrowing will be taken whilst interest rates were still relatively cheap.

4.4.11 In view of these factors the proposed strategy for 2016/17 will be to continue to defer 
some external borrowing and use cash balances as this is expected to provide the 
cheapest method of funding, whilst also reducing counterparty risk. The gap between 
borrowing rates and investment rates will continue to be carefully monitored to ensure 
the Council continues to obtain value for money. It must also be noted that the ability to 
defer borrowing in this way is also limited by the actual level of reserves and provisions 
(ie short term available cash) in 2016/17 and future years and this will also be 
monitored, against forecast levels, on a regular basis. Once these balances are utilised 
for their intended purpose the borrowing will have to be externalised.

4.4.12 The underborrowing position reached in 2016/17 will be kept under review.  Based on 
updated interest rate forecasts if expectations were to change, borrowing in 2016/17 
may be undertaken to take the opportunity to fix the borrowing rate in advance of the 
start date (2017/18), and therefore protect against a rising interest rate. Any impact 
would be reported through quarterly reporting to Cabinet.

4.4.13 The recommended targets for considering externalising borrowing, if rates are 
anticipated to rise substantially above the current forecast, or cash balances fall to 
unsustainable levels are:
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 Up to 10 years 2.60%,
 Up to 50 Years 3.20%.

4.5 Policy on Borrowing in Advance of Need 

4.5.1 The Council will not borrow in advance of need simply to benefit from earning more 
interest on investing the cash than is being paid on the loan. Any decision to borrow in 
advance will be within the forward approved Capital Finance Requirement estimates 
and then only if value for money can be demonstrated and the cash can be invested 
securely until it is required.

4.5.2 In determining whether borrowing will be taken in advance of need the Council will;
 ensure that there is a clear link between the capital programme and maturity 

profile of existing debt which supports taking financing in advance of need,
 ensure that the ongoing revenue implications of the borrowing, and the impact 

on future plans and budgets have been considered,
 evaluate the economic and market factors which might influence the manner 

and timing of any decision to borrow,
 consider the merits (or otherwise) of other forms of funding,
 consider the impact borrowing could have on investment balances if it results in 

increased exposure to counterparty risk.

4.6 Debt Rescheduling

4.6.1 As it is anticipated that short term borrowing rates will be considerably cheaper than 
longer term fixed interest rates, there may be potential opportunities to generate savings 
by switching from existing long term debt to short term debt. However, these savings 
will need to be considered in the light of the current treasury position and the size of the 
cost of debt repayment (premiums incurred). 

4.6.2 The reasons for any rescheduling of existing debt to take place will include: 
 the generation of cash savings and / or discounted cash flow savings;
 helping to fulfil the treasury strategy; and
 to enhance the balance of the portfolio (amend the maturity profile and/or the 

balance of volatility).

4.6.3 The rescheduling options currently available are not considered viable ones, but the 
situation will be kept under constant review. 

4.7 Training

4.7.1 The Assistant Director - Finance (s151 Officer) ensures that any Officer involved in the 
operation of the Treasury Management function, receives appropriate training relevant 
to their needs to ensure they fully understand their roles and responsibilities. Treasury 
staff will continue to attend regular courses and seminars provided through the 
Council’s membership of the CIPFA Treasury Management Forums (TMF) of both 
England and Scotland, its advisors and other ad hoc events including treasury software 
supplier forums.

4.8 Treasury management advisors
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4.8.1 The Council recognises that there is value in employing external providers of treasury 
management services in order to acquire access to specialist skills and employs Capita 
Asset Services (previously named Sector) in that role, but the Council recognises that 
responsibility for treasury management decisions remains with the Council at all times. 

4.9 Reporting Arrangements

4.9.1 The Council follows the Chartered Institute of Public Finance and Accountancy’s 
(CIPFA) Code of Practice on Treasury Management which lays down reporting 
requirements to ensure best practice. The minimum reporting requirements are for three 
main reports, which incorporate a variety of policies, estimates and actuals as follows:

 An annual Treasury Strategy in advance of the new financial year – (this 
report) which covers the annual Treasury and Investment Strategies, the 
Treasury and Capital Prudential Indicators and the Minimum Revenue Provision 
Policy Statement.

 A mid-year Strategy Review – This will update Members with the progress of 
the capital programme, amending prudential indicators as necessary, and will 
discuss whether the Treasury Strategy is still appropriate or requires revision 
(e.g. Council received the 2015/16 Half-Year Update Report in November 
2015). 

 An annual review following the end of the year comparing actual activity to the 
strategy (e.g. Council received the 2014/15 Annual Review in June 2015). 

4.9.2 In addition to the minimum criteria set by CIPFA, Cabinet will receive regular treasury 
management activity reports within the quarterly revenue monitoring reports.

5 ANNUAL INVESTMENT STRATEGY

5.1 The Investment Strategy for 2016/17 covers the investment policy, creditworthiness 
policy and counterparty selection/limits, interest rates, and reporting. 

5.2 The Investment Policy

5.2.1 The Council acts with regard to the Department for Communities and Local 
Government’s (DCLG) Guidance on Local Government Investments (“the Guidance”) 
and the revised CIPFA Treasury Management in Public Services Code of Practice and 
Cross Sectoral Guidance Notes (“the CIPFA TM Code”). The Council’s investment 
priorities will be security first, liquidity second, then return.

5.2.2 In accordance with the above guidance from the CLG and CIPFA, and in order to 
minimise the risk to investments, the Council applies minimum acceptable credit criteria 
in order to generate a list of highly creditworthy counterparties which also enables 
diversification and thus avoidance of concentration risk.

5.3 Creditworthiness Policy and Counterparty Selection
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5.3.1 Continuing regulatory changes in the banking sector are aimed at providing greater 
stability, lower risk and the removal of expectations of Government financial support 
should an institution fail.  The credit rating agencies have amended their methodologies 
in 2015 for assessing creditworthiness of part-nationalised banks as government 
ownership is decreased, but this does not change the strategy or investment approach 
of the Council. In addition to the removal of implied support, new methodologies are 
now taking into account additional factors, such as regulatory capital levels. In some 
cases, these factors have “netted” each other off, to leave underlying ratings either 
unchanged or little changed. Significant counterparty risks therefore do remain, and as 
such the proposed strategy for investment remains that of use of higher quality 
counterparties for time periods under 1 year. 

5.3.2 As with previous practice, ratings will not be the sole determinant of the quality of an 
institution and it is important to continually assess and monitor the financial sector in 
relation to the economic environments in which institutions operate. This total 
assessment will also take account of information that reflects the opinion of the markets. 
To this end the Council will continue to engage with its advisors to maintain a monitor 
on market pricing such as “credit default swaps” and overlay that information on top of 
the credit ratings. 

5.3.3 Other information sources used will include, but not be limited to the financial press, 
share price and other such information pertaining to the banking sector in order to 
establish the most robust scrutiny process on the suitability of potential investment 
counterparties.

5.3.4 The end product is a series of credit bands (provided by the advisers) which indicate the 
relative creditworthiness of counterparties. These bands are used by the Council to 
determine the recommended counterparty list, which includes limits on both period of 
investment and maximum value of deposits. These are detailed in Annex C.

5.3.5 Rating changes, rating watches (notification of a likely change), and rating outlooks 
(notification of a possible longer term change) are provided by the advisers as they 
occur and this information is always considered before dealing.

5.3.6 If a downgrade results in the counterparty/investment scheme no longer meeting the 
Council’s minimum criteria, its further use for new investments will be suspended 
immediately. A risk assessment of the portfolio will immediately be undertaken, to 
consider other investments placed with the counterparty, to determine the necessity to 
request their immediate repayment, if possible. 

5.3.7 The primary focus of the Investment Policy is to provide security of investments and to 
minimise risk.  Investment instruments identified for use in the financial year are listed in 
Annex C under the ‘specified’ and ‘non-specified’ investments categories. 

5.3.8 Annex B provides a detailed list of the Council’s investments as at 31st December 2015 
and an analysis of risk.  39% of the portfolio was held in Money Market funds and easy 
access accounts at that point in time. The balance is held in fixed term deposits for 
periods between 3 and 12 months. This has resulted in a low weighted risk of 3.2, using 
Capita Asset Services risk weighting criteria (with the maximum investment grade risk 
being 6) and the historic risk of default of the counterparties used is 0.01%. 
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5.4 Country, Group and Sector limits

5.4.1 Due care will be taken to consider the country, group and sector exposure of the 
Council’s investments. In addition:

 no more than 20% will be placed with any banks that are not UK registered 
(subject to the overarching requirement with regards to credit ratings as set out 
at 5.3 above and Annex C),

 limits in place above will apply to a group of companies, and
 sector limits will be monitored regularly for appropriateness.

5.5 Investment Strategy

5.5.1 Investments will be made with reference to the core cash balance and cash flow 
requirements and the outlook for short-term interest rates (i.e. rates for investments up 
to 12 months in cash deposits). 

5.5.2 Interest rate outlook: Bank Rate has been unchanged at 0.50% since March 2009 and 
is not forecast to rise before June 2016. Bank Rate forecasts at March year-ends are as 
follows:-

 March 2016 0.50%
 March 2017 0.75%
 March 2018 1.25%
 March 2019 1.75%

There are risks to these forecasts (i.e. increases in Bank Rate may occur sooner) if 
economic growth proves to be strong and unemployment falls faster than expected.  

5.5.3 The Council’s average investment rate as at 31st December 2015 is 0.69% which 
reflects the blend in the portfolio of longer maturity investments at rates up to 1.04%, 
down to instant access accounts used for liquidity but returning lower rates of around 
0.42%. Investment rates remain low across all periods currently. It is expected that the 
bank rate will remain low for the next 3 years but is expected to average as follows 
(which will be the key determinant as to the expected rate of return for the investment 
portfolio):-
 

 2016/17 0.60%
 2017/18 1.25%
 2018/19 1.75%

These rates also reflect the Council’s current investment position for gaining 
opportunities to take deposits at higher rates of return as deals mature. 

5.6 End of year Investment report

5.6.1 At the end of the financial year, the Council will report on its investment activity as part 
of its Annual Treasury Report. 
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6.0 CAPITAL PLANS AND PRUDENTIAL CODE INDICATORS   
6.1 INTRODUCTION:

6.1.1 The key objective of the Prudential Code is to provide a framework for local authority 
capital finance to ensure that:

 capital expenditure plans are affordable; 
 all external borrowing and other long term liabilities are within prudent and 

sustainable levels, and;
 treasury management decisions are taken in accordance with professional good 

practice.

6.1.2 The Prudential Code specifies a range of indicators that must be used, and other factors 
that must be taken into account. They should be evaluated as a coherent entity, 
because changes in any one indicator often impact on others. They must also be 
considered in conjunction with other annual strategic financial plans, such as the annual 
revenue and capital budgets. The effects that any alternative options in these budgets 
might have on the indicators must also be considered before approval is given to the 
final financial strategic plan. 

6.1.3 Proposals in the Capital Programme form the basis for the Prudential Indicators.

6.1.4 A schedule of all of the Prudential Indicators is attached at Annex D, a summary of 
which will be included in the MTFP.  

6.2 Prudential Indicators – Affordability and Capital Programme 

6.2.1 Affordability - These indicators are calculated to help Members assess the overall 
affordability of the proposed Capital Programme by providing an indication of the impact 
it will have on the Council’s overall resources.

6.2.2 Impact on B and D property council tax - The costs shown represent the incremental 
impact, on Band D Council Tax level, of Prudential borrowing which is being met directly 
from the Revenue Budget (i.e. interest and principal repayments). It should be noted 
that this indicator assumes that all the additional impact would fall on the Council Tax 
ignoring the contributions of Revenue Support Grant and National Non-Domestic Rates. 

6.2.3 Capital Programme - The Council’s capital expenditure plans are a key driver to 
treasury management activity. This prudential indicator is a summary of the Council’s 
draft capital expenditure plans, both those agreed previously, and those forming part of 
this budget cycle. The estimates are shown in Annex D.

6.2.4 The Council’s Borrowing Need - Capital Financing Requirement - The Council’s 
Capital Financing Requirement (CFR) is the outstanding capital spend which has not 
yet been paid for from either revenue or capital resources, such as grants or property 
sales. It’s essentially a measure of the Council’s underlying need to borrow. Any capital 
spend above, which hasn’t been paid for in year, will increase the CFR. The CFR 
doesn’t increase indefinitely, as the Minimum Revenue Provision (MRP) which is a 
statutory annual revenue charge which makes principal repayments in line with the life 
cycle of the assets financed from borrowing. The Council’s gross debt over the next 3 
years shouldn’t, except in the short term, exceed the estimated Capital Financing 
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Requirement for the next 3 years. Although some flexibility is permitted for limited early 
borrowing, officers must ensure that long term borrowing is not undertaken for revenue 
purposes. 

6.2.5. Following accounting changes in 2009/10 the CFR includes any other long term 
liabilities (e.g. Private Finance Initiatives (PFI) schemes, finance leases) brought onto 
the balance sheet. Whilst this increases the CFR, and therefore the Council’s borrowing 
requirement, these types of scheme include a borrowing facility and so the Council is 
not required to separately borrow for these schemes. The Council currently has £118m 
of such schemes within the CFR.

6.2.6 Affordability – Ratio of Financing Costs to Net Revenue Stream - This indicator 
shows the full revenue cost of projects in the draft capital programme financed by 
borrowing. 

 The ratio has been split to separately identify finance charges attributable to the 
Public Private Partnership Initiative (PPPI) from the financing costs that are 
attributable to the Corporate net interest budget.

 The financing costs of both the PPPI and the Corporate net interest budget are 
currently charged against the revenue budget albeit under separate budgets. 
The PPPI costs are currently charged within the unitary fee for the provision of 
waste services and is direct charge against the Environment & Community 
Services Directorate whereas the Corporate interest budget is charged 
centrally.

6.2.7 Authorised Limit - The Authorised Limit is the statutory limit determined under section 
3(1) of the Local Government Act 2003, through which the Government retains an 
option to control either the total of all councils’ plans, or those of a specific council, 
although this power has not yet been exercised. It represents a control on the absolute 
maximum level of borrowing and is a key control over treasury activity which ensures 
that, over the medium term, net borrowing will only be undertaken to finance capital 
spend. It’s set to ensure that external borrowing doesn’t exceed the Council’s estimated 
CFR for the 3 years covered by the Medium Term Financial Plan, allowing some 
flexibility for limited early borrowing for future years where appropriate.

The limit reflects the level of borrowing which, while not desired, could be afforded in the 
short term to allow borrowing to cover for any extraordinary treasury activities. This 
additional headroom to borrow would be used in exceptional circumstances only.

6.2.8 Limits to Borrowing – Operational Boundary This indicator sets the expected 
maximum amount of borrowing that would under normal circumstances be undertaken 
at any time during the financial year. 

6.2.9 Treasury Management Limits on Activity - There are three debt related treasury 
activity limits.  Their purpose is to contain the activity of the treasury function within 
certain limits, thereby managing risk and reducing the impact of an adverse movement 
in interest rates.  However if these are set to be too restrictive they will impair the 
opportunities to reduce costs/improve performance. See Annex D.
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7.0 MINIMUM REVENUE POLICY (MRP) STATEMENT 

7.1 Capital expenditure is generally expenditure on assets which have a life expectancy of 
more than one year, e.g. buildings, vehicles, machinery etc. It would be impractical to 
charge the entirety of such expenditure to revenue in the year in which it was incurred so 
the cost is spread over several years matching the years over which such assets benefit 
the local community through their useful life. The manner of spreading these costs is 
through an annual MRP which was previously determined under statute. Whilst MRP is a 
technical accounting provision it’s also a real cost that the Council is required to set aside 
each year from the revenue budget.

Minimum Revenue Provision (the MRP) 

7.2 Statutory Instrument 2008 no.414 s4 lays down that: “A local authority shall determine for 
the current financial year an amount of minimum revenue provision that it considers to be 
prudent.” 

7.2.1 Along with the above duty, the Government issued guidance in February 2008 which 
requires that a Statement on the Council’s policy for its annual MRP should be 
submitted to the full Council for approval before the start of the financial year to which 
the provision will relate.

7.2.2 The guidance offers four main options under which MRP could be made with an 
overriding recommendation that the Council should make prudent provision to redeem 
its debt liability over a period which is reasonably commensurate with that over which 
the capital expenditure is estimated to provide benefits. 

7.2.3 The Council is recommended to approve the following MRP Statement: 

 In the case of capital spend incurred before 1 April 2008 and spend 
financed by “supported” borrowing in all the following years; this will be 
charged in accordance with option 1 of the MRP guidance. This option provides 
an approximate 4% reduction in the borrowing need (CFR) each year.

 In the case of all capital spend financed by Prudential Borrowing; this will be 
subject to MRP under option 3. Equal instalments charged over the estimated life 
of the asset.

7.2.4 Estimated life periods will be determined under delegated powers in accordance with 
the Council’s Accounting Policy on depreciation of assets. To the extent that 
expenditure is not on the creation of an asset and is of a type that is subject to 
estimated life periods that are referred to in the guidance, these periods will generally 
be adopted by the Council. However, the Council reserves the right to determine useful 
life periods and prudent MRP in exceptional circumstances where the recommendations 
of the guidance would not be appropriate. 

7.2.5 As some types of capital expenditure incurred by the Council are not capable of being 
related to an individual asset, asset lives will be assessed on a basis which most 
reasonably reflects the anticipated period of benefit that arises from the expenditure. 
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Also, whatever type of expenditure is involved, it will be grouped together in a manner 
which reflects the nature of the main component of expenditure and will only be divided 
up in cases where there are two or more major components with substantially different 
useful economic lives.
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ANNEX A

DEBT PORTFOLIO AT 31 DECEMBER 2015

Maturity Profile:

Key: Dark colour = Market Loans, medium colour = PWLB

Total Debt Profile - as current debt matures (no new borrowing):
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Debt portfolio by maturity:

Lender  Start Date  
Maturity 

Date Principal
Interest 
Rate

P W L B 04-Dec-09 04-Jun-16 7,500,000 3.17
P W L B 04-Dec-09 04-Jun-17 7,500,000 3.40
P W L B 23-Dec-09 23-Jun-18 7,500,000 3.77
P W L B 27-Aug-10 27-Aug-19 15,000,000 2.90
FMSWERTM 12-Dec-11 18-Oct-19 1,000,000 7.13
P W L B 23-Dec-09 23-Jun-20 7,500,000 4.06
P W L B 04-May-95 15-Nov-22 5,000,000 8.50
P W L B 24-Dec-97 15-May-23 5,700,000 6.25
P W L B 04-May-95 15-Nov-23 5,000,000 8.50
P W L B 24-Sep-98 15-May-24 9,500,000 5.00
P W L B 04-May-95 15-Nov-24 5,000,000 8.50
P W L B 14-Nov-01 14-Nov-25 3,000,000 4.50
P W L B 29-May-03 15-Nov-25 5,000,000 4.45
P W L B 14-Nov-01 13-Nov-26 14,000,000 4.50
P W L B 27-Aug-10 27-Aug-33 15,000,000 3.92
P W L B 20-Dec-04 15-May-34 16,000,000 4.50
P W L B 19-May-05 15-May-35 14,000,000 4.50
P W L B 10-Dec-07 15-Nov-37 10,000,000 4.49
FMSWERTM 05-Dec-11 27-Jan-42 13,000,000 4.73
FMSWERTM 29-Jul-11 30-Jan-43 11,000,000 4.45
P W L B 25-Jan-07 15-May-52 25,000,000 4.25
P W L B 25-Jan-07 15-May-53 25,000,000 4.25
P W L B 25-Jan-07 15-May-54 25,000,000 4.25
P W L B 25-Jan-07 14-May-55 25,000,000 4.25
P W L B 08-Mar-07 15-May-56 25,000,000 4.25
Total / average rate 302,200,000 4.46
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ANNEX B

INVESTMENT PORTFOLIO AT 31 DECEMBER 2015

COUNTERPARTY
Credit 
Band

Risk 
Value Deposit Type Principal Start Date

Maturity 
Date

Interest 
Rate %

Standard Life Liquidity Yellow 1 MMF * 10,000,000 - - 0.49       
Deutsche Managed Sterling Yellow 1 MMF * 100,000 - - 0.42       
J P Morgan Sterling Liquidity Yellow 1 MMF * 7,500,000 - - 0.45       
BNP Paribas Insticash Yellow 1 MMF * 15,300,000 - - 0.53       
Standard Life Short Duration Fund Pink 1.25 Enhanced MMF * 10,000,000 02/07/2015 - 0.80       
Royal London Cash Plus Fund Pink 1.5 Enhanced MMF * 10,000,000 30/07/2015 - 0.90       
Royal Bank Of Scotland Blue 3 Certificate of deposit 9,913,434 13/04/2015 13/04/2016 0.84       
HSBC Bank Orange 4 30 day notice 10,000,000 11/01/2013 31/03/2016 0.56       
National Australia Bank Orange 4 Term deposit 10,000,000 04/08/2015 04/02/2016 0.61       
National Bank Of Abu Dhabi Orange 4 Term deposit 3,000,000 20/08/2015 19/08/2016 1.03       
Landesbank Hessen-Th. (Heleba) Orange 4 Term deposit 10,000,000 16/11/2015 14/11/2016 1.04       
Barclays Bank Red 5 100 day notice 10,000,000 18/05/2015 - 0.68       
Bank Of Scotland (Lloyds Grp) Red 5 Term deposit 4,000,000 30/01/2015 29/01/2016 1.00       
Bank Of Scotland (Lloyds Grp) Red 5 Term deposit 6,000,000 25/03/2015 24/03/2016 1.00       
Bank Of Scotland (Lloyds Grp) Red 5 Term deposit 5,000,000 09/04/2015 08/04/2016 1.00       
Coventry Building Society Red 5 Term deposit 5,000,000 09/07/2015 08/01/2016 0.60       
Nationwide BS Red 5 Term deposit 10,000,000 30/07/2015 29/01/2016 0.66       
Nationwide BS Red 5 Term deposit 5,000,000 09/09/2015 09/03/2016 0.66       
* Money market fund Total Investments 140,813,434 Average rate 0.690      
Average counterparty risk value 3.2
Historic average risk of default 0.01
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ANNEX C

SPECIFIED INVESTMENTS: (All such investments will be sterling denominated, with maturities up to 
maximum of 1 year, meeting the minimum ‘high’ rating criteria where applicable). 

Minimum allowable 
Credit Criteria Use

Debt Management Agency Deposit 
Facility – UK Government

N/A (Government 
Backed) 

In-house. Max period 
6 months.  

UK Government Gilts UK sovereign rating 
In-house buy and 
hold. Max period 5 
years. 

UK Government Treasury Bills UK sovereign rating
In-house buy and 
hold. Max period 5 
years.

Gilt Funds UK sovereign rating In-house.

Term deposits – local authorities  High level of security In-house. Max period 
of 5 years. 

UK Part nationalised Banks Adviser blue category
In house. Maturity 
per counterparty 
matrix.

Term deposits – banks and building 
societies Adviser green category

In-house. Maturity 
per counterparty 
matrix.

Certificates of deposit issued by rated 
banks and building societies Adviser green category 

In-house. Maturity 
per counterparty 
matrix. 

Bonds issued by multilateral 
development banks AAA 

In-house buy and 
hold. Max period 6 
months. 

Money Market Funds AAA Credit score of 1       In-house – liquid

Enhanced Money Market Funds AAA Credit score of 1.5 In-house – liquid 

NON-SPECIFIED INVESTMENTS: These are any investments which do not meet the specified 
requirements above.

A maximum of £20m (or 20% if lower) can be held in aggregate in non-specified investments, as 
follows: 

1. All specified investments with maturity periods in excess of 1 year; 
2. Maturities of ANY period, instruments below.

Minimum allowable 
Credit Criteria Use

Fixed term deposits with variable 
rate and variable maturities: 
Structured deposits

Adviser green category In-house. Maturity per 
counterparty matrix.  
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COUNTERPARTY CRITERIA:
The recommended counterparty criteria are detailed below. 

Bank of England (Debt Management Deposit Account Facility DMADF) - No 
maximum limit or period.

Other Local Authorities – At the time the deposit is made, up to 20% of 
portfolio per counterparty, for period of up to 2 years. 

Yellow – Money Market Funds with a matrix credit score of 1 or above. 
Subject to a maximum of £20m per MMF.

Pink – Enhanced Money Market Funds (EMMF) with a matrix credit score of 
1.5 or better (i.e. 1, 1.25, or 1.5). Subject to maximum of £20m principal per 
EMMF (and per counterparty in total with any other MMF held).

Purple – At the time the deposit is made, up to 20% of portfolio per 
counterparty, for period of up to 2 years. Subject to maximum of £20m 
principal per banking group. 

Blue – Deposit maximum of £25m per banking group for period of up to 1 
year. 
Part-nationalised UK banks. Currently includes RBS only (following sell-off of 
the Government’s stake in Lloyds Group from 43% to 15%).

Orange – At the time the deposit is made, up to 20% of portfolio per 
counterparty, for period of up to 1 year. Subject to maximum of £20m principal 
per banking group. 

Red – At the time the deposit is made, up to 15% per counterparty for period 
up to 6 months. Subject to maximum of £15m per banking group. 

Green – At the time the deposit is made, up to 10% per counterparty for 
period up to 100 days. Subject to maximum of £10m per banking group. 
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       ANNEX D

Prudential Indicators determined under Section 3(1) and (2) of the Local Government Act 2003 
and produced in accordance with CIPFA's Prudential Code

2014/15 2015/16 2016/17 2017/18 2018/19
Actual Revised 

Estimate
Estimate Estimate Estimate

PRUDENTIAL INDICATORS - Affordability £    p £    p £    p £    p £    p

1
Affordable - Impact of Capital Investment decisions taken : 
Incremental cost to council tax, band D. 5.37 10.70 12.11 7.47 2.40

£m £m £m £m £m
2 Estimates of proposed capital expenditure 84.061 119.662 119.151 81.593 50.553

£m £m £m £m £m
3 Capital Financing requirement (CFR) excluding PFI & other long 

term liabilities– the borrowing need 369.59 377.60 391.30 394.00 384.69

Capital Financing requirement (CFR) including PFI & other long 
term liabilities– the borrowing need 487.63 495.74 509.35 511.79 501.81

% % % % %
4a Ratio of Finance costs to Net Revenue Stream exclusive of PPPI 7.36 7.49 7.72 8.23 8.20
4b Ratio of Finance costs to Net Revenue Stream Inclusive of PPPI 11.15 11.31 11.66 12.22 12.17

PRUDENTIAL INDICATORS - Prudence

5

Authorised limit for external debt 2014/15 
£m

2015/16  
£m

2016/17 
Proposed £m

2017/18 
Proposed 

£m

2018/19 
Proposed 

£m
Borrowing 428 425 433 436 427
Other Long term Liabilities 135 135 135 135 135
Total 563 560 569 571 562

This indicator shows the proportion of income received from 
grant and Council Tax that is spent on paying for the 
consequences of borrowing to fund capital borrowings.   

The Capital financing requirement indicator is a measure of 
the Council’s underlying need to borrow for a capital 
purposes.

The actual capital spend for 2014/15, forecast spend for 
2015/16 and current estimates of capital expenditure for the 
three forward years to 2018/19.

This indicates the incremental impact of the capital investment 
decisions funded from prudential borrowing proposed for the 
period 2015/16 to 2018/19 based on a Band D property in line 
with the proposed Council Tax level. 

The Authorised Limit and Operational Boundary are the 
monitoring tools against which the actual external borrowing of 
the Council will be managed. They are based on a prudent but 
not worst case scenario and include an allowance for unusual 
or unexpected cash flow movements but not catastrophic 
events.
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6

Operational Boundary for external debt 2014/15 
£m

2015/16  
£m

2016/17 
Proposed £m

2017/18 
Proposed 

£m

2018/19 
Proposed 

£m
Borrowing 403 400 408 411 402
Other Long term Liabilities 125 125 125 125 125
Total 528 525 534 536 527

7
Upper Limit on Net Sums Borrowed

2014/15  
£m

2015/16  
£m

2016/17 
Proposed £m

2017/18 
Proposed 

£m

2018/19 
Proposed 

£m
Fixed interest rates 403 400 408 411 402

8 Variable interest rates 120 100 100 100 100

9 Upper limit for total principal sums invested for over 1 year (per 
maturity date)

10 Maturity Structure of fixed interest rate borrowing 2015/16
Upper Lower

Actual 
31/12/15

Under 12 months 30% 0% 2%
12 months to 2 years 40% 0% 2%
2 years to 5 years 40% 0% 10%
5 years to 10 years 40% 0% 13%
10 years and above 100% 30% 72%
The maturity of borrowing is determined by the earliest date on which the lender can require payment.  The indicator is designed to 
exercise control over the Council having large concentrations of fixed rate debt needing to be replaced at any one time. 

Treasury Management Code of Practice  Under the Prudential Code the Council is obliged to adopt the “CIPFA Code of Practice for 
Treasury Management in the Public Sector”.  The Council formally adopted the code in 1993. The latest revision of the Code, in 2011, 
was adopted by the Council in February 2012.

The purpose of this indicator is to ensure that the Council has protected itself against the risk of loss arising from the need to seek early 
redemption of principal sums invested. Only core cash will be invested for periods greater than 1 year.

Lower of £20m or 20% of the portfolio at any time during the 
financial year

The Council is also requested to approve the Operational 
Boundaries for External Borrowing for the next three years as 
shown in the table point 6.  This boundary is lower than the 
Authorised limit because it excludes the impact of unusual or 
unexpected cash flows.


