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Administrator: Mandy Powell 
Direct Line: 01258 484060 
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29 January 2016 
 
 
TO ALL MEMBERS OF THE CABINET   
 
Dear Member 
 
CABINET MEETING 
 
A meeting of the Cabinet will be held in the Council Chamber, Nordon, Salisbury 
Road, Blandford Forum on Monday, 8 February 2016 at 2.00 pm to consider the following 
items. 
 
Yours sincerely 
 

 
 
Matt Prosser 
Chief Executive 
 
 

AGENDA – OPEN TO THE PRESS AND PUBLIC 
 

Recording, photographing and using social media at meetings of the Council 

The council is committed to being open and transparent in the way it carries out its business 
whenever possible.  Anyone can film, audio-record, take photographs, and use social media 
such as tweeting and blogging to report the meeting when it is open to the public, so long as 
they conform to the Council’s protocol which can be found using the following link 
https://www.dorsetforyou.com/397862.  

 
1. APOLOGIES FOR ABSENCE 
 
2. CODE OF CONDUCT 
 
 Members are required to comply with the requirements of the Localism Act 
 2011 and the Council’s Code of Conduct regarding disclosable pecuniary 
 interests, and personal and prejudicial interests. 
 

•  Check if there is an item of business on this agenda in which the member or other 
   relevant person has an interest 

 
•   Check that the interest has been notified to the Monitoring Officer (in writing) 

 and entered in the Register (if not this must be done within 28 days) 
  

mailto:mpowell@north-dorset.gov.uk
https://www.dorsetforyou.com/397862


• Disclose the interest at the meeting (in accordance with the Council’s Code of 
Conduct) and in the absence of a dispensation to speak and/or vote, withdraw 
from any consideration of the item where appropriate. 

 
3. MINUTES 
 
 To confirm the Minutes of the Cabinet meetings held on 4 and 15 January 2016 
 (previously circulated) as a correct record. 
 
4. URGENT BUSINESS 
 
 Urgent matters that the Chairman has agreed can be discussed without proper notice, 
 due to special circumstances which will be explained to the meeting. 
 
5. BUDGET REPORT 2016/17 
 
 Report Author: Strategic Director 
 Portfolio Holder: Deborah Croney 
 
 To set the 2016/17 budget and outline the financial forecast for future years 
 
 
6. TREASURY MANAGEMENT STRATEGY STATEMENT 
 
 Report Author: Head of Financial Services 
 Portfolio Holder Cllr Deborah Croney 
 
 To consider the Treasury Management Strategy Statement (TMSS) and Annual 
 Investment Strategy for the coming year. To set prudential indicators, and to review the 
 policy on Minimum Revenue Provision. 
 
Members of the Cabinet 
 
Deborah Croney Leader and Corporate Performance Portfolio 
Graham Carr-Jones Deputy Leader and Access and Housing Portfolio. 
Andrew Cattaway Community and Regeneration Portfolio 
Andrew Kerby Community Safety and Health Portfolio 
Michael Roake Environment Portfolio 
David Walsh Planning Portfolio 
 

 
Date of Next Meeting 

 
Monday, 22 February 2016 starting at 2.00 pm 
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AGENDA ITEM 5 
NORTH DORSET DISTRICT COUNCIL 
 
Cabinet 
  
Date of Meeting: 8 February 2016 
  
  

REPORT TITLE: BUDGET REPORT 2016/17 
  
Portfolio Holder: Cllr Deborah Croney 
  
Report Author: Jason Vaughan – Strategic Director 
  
Purpose of Report: To set the 2016/17 budget and outline the financial forecast for 

future years 
  

Statutory Authority: Local Government Acts 1972, 1988, 1992 and 2003 
  
Financial Implications: As set out in the report 
  
Consultations required/ 
undertaken: 

Budget Workshop on 11 December 2015, Management Board 
and Senior Leadership Team 

  
Recommendations: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Reason for Decision: 

That the Committee recommends to Council the following:- 
  

a. That the risk based assessment of General Reserves 
is approved 

b. That the updated position of the Earmarked 
Reserves is approved 

c. To take the necessary steps in order to allow the 
Council the flexibility of using the capital receipts 
from future disposals, for revenue purposes  

d. That the Capital Programme for 2016/17 and it’s 
funding is approved  

e. That £100,000 is added to the Economic Growth  
Fund reserve 

f. That the proposals for balancing the 2016/17 
revenue budget (as summarised in Appendix 1) are 
approved 

g. That the formal resolutions in respect of the 2016/17 
Budget and Council Tax including details of the 
council tax levels for Dorset County Council, Dorset 
Police & Crime Commissioner and Fire Authority and 
the Town and Parish Council’s are included in the 
Budget Report to the 22 February Council meeting 

h. Task officers to develop options to address the future 
years budget gaps and that these are reported to the 
September Committee 

i. That there is a member workshop in March involving 
all 111 members of the partnership to explore future 
governance options.  

 
In order for the Council to agree the 2016/17 revenue & capital 
budgets. 
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BACKGROUND AND REASON DECISION NEEDED 
 
 
Purpose of Report 
 
1. To set out the revenue and capital budget proposals for the 2016/17 financial year 

including the level of council tax and reserves. To outline the Medium Term Financial 
Forecast and the Financial Strategy to address the future years budgetary gaps.  

 
Background Information 
 
2. Following the banking crisis, credit crunch and economic downturn, the country has 

been subject to a number of austerity measures in order to address the national 
finances. The impact of these austerity measures have been significant for the public 
sector in general and dramatic for the councils funding in particular. At the same time 
as these reductions in funding there has also been a number of changes to the ways 
in which councils are funded. There has been a shift from direct grant funding from 
central government to councils costs being funded by its own revenues by 2020.  

 
 
3. The decade from 2010 to 2020 will see the biggest changes to local government in its 

recent history and the impact upon the Council and the services it provides cannot be 
understated.  

 
4. The table below shows the 'gap' between the costs to the Council of providing its 

services and the resources available. It clearly shows that there is a sizeable 
difference between the increasing costs of providing services and the reduced 
amount of resources available.  

 
  Annual Total Percentage 

Year Gap Gap of total 

  £’000 £’000 Gap 
2010/11 124 124 2.43% 
2011/12 71 195 3.81% 
2012/13 405 600 11.73% 
2013/14 405 1,005 19.66% 
2014/15 460 1,465 28.65% 
2015/16 359 1,824 35.67% 
2016/17 692 2,516 42.25% 
2017/18 1,378 3,894 76.16% 
2018/19 460 4,354 85.16% 
2019/20 759 5,113 100% 

 
5. This simple analysis across the decade from 2010/11 to 2019/20 highlights the size of 

financial challenge that the Council faces. The latest estimates shows that the total 
reduction in annual funding has increased and that gap between the costs of 
providing services and resources available will total over £5.1million annually by 
2020. The 2016/17 budget proposals contained within this report will mean that the 
Council will have achieved just over 42% of the changes required to balance the 
budget across the decade.   

 
6. The pace and scale of financial challenge from now until the end of the decade 

means that the services the council is able to provide will be substantially reduced. 
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There are a number of services that the Council has to legally provide and these are 
referred to as ‘statutory’ services. The significantly reduced resources means that it's 
unlikely that the Council will be able to provide many/any other services (discretionary 
services) and that the level of statutory services will have to be reduced and risks 
taken.  
 

7. The financial picture for the Council over the next few years is very serious and 
requires swift actions that will either generate additional income or reduce costs in 
order to balance the budget.  

 
Finance Settlement 
  
8. Following on the Comprehensive Spending Review (CSR2015) announced by the 

Chancellor on 25 November the Council has received the provisional details of its 
likely funding for the next 4 years. Having details of the likely funding for the next 4 
years is a change from the recent regime of annual finance settlements. This change 
is to be welcomed as it makes financial planning considerably easier. However the 
reductions in funding are significantly quicker and larger than anybody was expecting. 
Most councils will see their funding reduce for 2016/17 and 2017/18 but will then see 
some increases. However District Councils faired the worse of any group with further 
reductions in both 2018/19 and 2019/20.  
 

9. It was anticipated that the Revenue Support Grant (RSG) would be reduced from its 
current level of £1.126million per annum to nothing by 2020. The finance settlement 
shows that the grant will be reduced to £734,813 for 2016/17 and further reduced 
down to £394,773 for 2017/18 and £182,744 in 2018/19. There is no RSG for 
2019/20. In addition the government has also taken into account the Council’s ability 
to increase council tax and calculated a ’negative’ RSG payment of £54,091 in 
2019/20. As it is not possible for there to be ‘negative’ RSG, the Council will have to 
pay the government this funding through a ‘tariff adjustment’.  
 

10. The cuts are therefore significantly larger and quicker than previously estimated. The 
government has announced that it is offering councils the opportunity to accept this 
as a 4 year funding deal but details of how you do this together with the implications if 
you do or don’t, have not yet been provided.  
 

11.  The figures contained in the provisional finance settlement should be confirmed prior 
to full council considering the budget proposals.  
 

12. In addition to the main Revenue Support Grant there are some other smaller grants 
that the council receives. The Housing Benefit Admin Grant will be reduced by 
£30,000 for 2016/17 and is expected to reduce down to zero by 2019/20. The figures 
for Local Council Support Scheme Admin Grant have still not been received but the 
funding is expected to be cut by £15,000 for the coming year and also reduce down to 
zero by 2019/20.  
 

13. As part of the finance settlement there is the opportunity for Councils to sell capital 
assets and use the funding for revenue purposes in certain circumstances. Local 
authorities will only be able to use capital receipts from the sale of property, plant and 
equipment received in the years in which this flexibility is offered. They may not use 
their existing stock of capital receipts to finance the revenue costs of reform. The 
expenditure for which the flexibility can be applied should be the up-front costs that 
will generate future ongoing savings and/or transform service delivery to reduce costs 
or to improve the quality of service delivery in future years. The ongoing revenue 
costs of the new processes or arrangements cannot be classified as qualifying 
expenditure. The key determining criteria to use when deciding whether expenditure 
can be funded by the new capital receipts flexibility is that it is forecast to generate 
ongoing savings. In order to give the Council the maximum flexibility over its 
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resources going forward it is proposed to apply for this in respect of the capital receipt 
from the sale of assets, for example Nordon. 

 
Business Rates 
 
14. The current system of providing funding to the Council through some of the Business 

Rates that they collect came into effect in 2013/14. The government still sets the 
pence in the pound national multiplier and the Valuation Office still determine the 
rateable value. The government assessed how much Business Rates would be 
collected in the Borough and set up a system for the funding to be split between the 
government, the Council, Dorset County Council and the Fire Authority. The idea 
behind the scheme is to incentivise the council to ‘grow’ the amount of business rates 
in its areas and that it would be able to keep 50% of this additional income. There is 
also a ‘safety net’ mechanism to ensure a minimum funding level for councils. 
 

15. In the current year the total amount expected to be collected from Business Rates is 
£13m. The Council must pay £10.2 million to the government, £1.2m to Dorset 
County Council and £0.1m to the Fire Authority. The council is responsible for the 
billing and collection of the business rates and therefore exposed to the risks of this 
alongside the risks changes in those who pay business rates during the year. The 
Council is expected to receive £1.5million of funding from business rates. Therefore 
the Council only gets to keep 11 pence for every £ of business rates that it has to 
collect. 
 

16. For 2016/17 it is expected that the Council will remain in the safety net with the 
amount of funding received from business rates being increased in line with the 
increases in the safety net. For 2016/17 it will increase by £12,000 and further 
increases of £28,000 for 2017/18, £42,000 in 2018/19 and £47,000 in 2019/10. 
 

17. The current provision for appeals in respect of business rates is very low and 
inadequate. There have been a number of successful appeals totaling £1.2million. 
The Council is exposed to 40% of the cost of these refunds. It is estimated that the 
total deficit in respect of business rates is £1.6million with the councils share of this 
being £643,000. This will be funded from earmarked reserves. Further work on 
estimating the impact of business rates upon the council will be urgently undertaken. 
 

18. The Chancellor has already announced that there will be a consultation later in the 
year concerning business rates. It will mean that in 2020 local government, at the 
national level, will retain 100% of the business rates that they collect. This does not 
mean that individual councils will retain all of the business rates it collects. This is not 
additional funding for local government but will be funding for councils to take on 
additional responsibilities.   

 
New Homes Bonus 
 
19. As part of the Finance Settlement details of the New Homes Bonus for 2016/17 were 

announced. This is the 6th year of the scheme and will see further income of £240,000 
being received. 
 

20. It was also announced that there will be a consultation on the scheme going forward 
with the amount of funding being reduced by at least £800million which will be used to 
fund adult social care. Taking into account the options in the consultation, the central 
case Medium Term Financial Forecast assumes  that funding will be reduced by 
£900,000 in 2017/18, a further £68,000 the following year and £314,000 in 2019/20. 
The Forecast will be updated in light of the final decision.   
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Council Tax  
 
21. As the billing authority the Council is responsible for sending out the bills and 

collecting council tax on behalf of the County Council, Police & Crime Commissioner, 
Fire Authority and the Town and Parish Councils. Each of these bodies is responsible 
for setting their own level of council tax.  
 

22. The total amount of council tax that is expected to be received in the current year is 
£43.8million. Out of this £31.8million goes to the County Council (72.6%), £4.9million 
to the Police & Crime Commissioner (11.2%), £1.8million to Fire Authority (4.1%) and 
£2.4m to Town & Parish Council’s (5.5%). This means that the Council receives 
£2.9million from council tax which is 6.7% of the total bill. 
 

23. As part of the 4 year finance settlement the Government has for the first time taken 
into account the Council’s ability to raise funding through council tax. It has assumed 
that Council increase their council tax over the next 4 years of the finance settlement.  
 

24. Although council tax is determined by the Council the government limits the amount 
of any increase to below 2% or £5 if you are in the bottom quartile. If the Council 
wanted to increase the council tax by more than this then it is required to undertake a 
public referendum which would cost in the region of £95,000.  
 

25. The budget proposals for 2016/17 assume an increase in council tax of £5 which 
means that the annual charge for the average council tax payer (Band C) will be an 
increase of 8 pence per week or £4.44 per year. This generates income of £131,000 
for 2016/17. If the Council decided to reduce the proposed increase then equivalent 
savings would need to be identified in order to balance the budget. 

 
Reserves 
 
26. The council holds reserves which are funding that has been set aside for a particular 

purpose. In effect they are the Council’s equivalent of a savings accounts but it 
should be remembered that they are once off sources of funding and when they have 
been spent they are gone.  
 

27. General Reserves are funding that is set aside to cover unforeseen circumstances. 
There is a legal duty for the Chief Finance Officer (Section 151 Officer) to provide 
members with assurance that the level of reserves are adequate. In order to help 
provide this assurance, a risk based assessment of the minimum amount of general 
reserves is undertaken and this is set out in Appendix 2. 
 

28. The other type of reserves are called Earmarked Reserves which are funds set aside 
for a particular purpose. These have been reviewed and a number of the reserves 
amalgamated. Full details on each reserve are set out in Appendix 3. 

 
2016/17 Budget Proposals  
 
29. The forecast that the gap between the cost of providing services and the resources 

available would be £624,000 for 2016/17. Appendix 1 shows that based upon the 
latest forecast the gap is actually £692,000.  
 

30. The details of the £391,000 Revenue Support Grant (RSG) reduction, tariff 
adjustment, New Homes Bonus, Reduction in Housing Benefit (HB) Admin Grant and 
Business Rates were all provided as part of the finance settlement. Inflation on non-
pay budgets of £63,000 cover things like increased energy costs. The changes to 
staffing costs include the increases to employers national insurance costs announced 
last year and 1% national pay award and these total £160,000. The Waste 
Partnership costs reflects the approved DWP 2016/17 budget and are an increase of 
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£137,000. The estimates for council tax in the current year were inaccurate resulting 
in a collection fund deficit with cost to the council of £20,000, removal of estimated 
collection fund surplus of £29,000 and reduction tax base of £52,000. Removal of the 
vacancy provision is a further £60,000 and all of these total the £692,000.        
 

31. The second part of Appendix 1 shows the Actions being taken to address the budget 
gap and produce a balanced budget for 2016/17. 
 

32. The additional income from the £5 increase in council tax totals £131,000. £45,000 
can be saved from improved procurement which will avoid the increase in inflation 
costs on some budgets. Additional income of £60,000 can be achieved from a change 
in approach on Treasury Management and generating more investment income. By 
paying for the loan for the waste vehicle from capital receipts produces a revenue 
budget saving of £162,000. The base budget review process of reviewing previous 
and the current years underspends have identified savings of £76,000 and savings of 
£117,000 have been achieved from the SVPP Revenues & Benefits Partnership. The 
reduction in funding to Town and parish councils council for the Local Council Tax 
Support Scheme saves £44,000. It is proposed to remove the funding for the 
Economic Development Fund from the base budget but replace it by making an 
addition of £100,000 to the Economic Growth Reserve. 
 

33. There have been 3 member briefings on the budget, 25 September 2015, 23 
November 2015 and 29 January 2016. There have also been two staff briefings on 30 
November and 3 December with further ones scheduled during the next month. 

 
Capital Programme  
 
34.  The Council has limited capital resources going forward with any new schemes 

having to be funded by grant or from the proceeds of disposing of existing assets. 
 

35. The Capital Programme for 2016/17 is set out in Appendix 5. 
 
Future Years  
 
36. The Medium Term Financial Forecast until 2019/20 is set out in Appendix 1. This is 

the central case based upon the latest information available.  
 

37. The table below shows the changes to the previous forecast. 
 

 17/18 18/19 19/20 Total 

  £000’s £000’s £000’s £000’s 

Updated forecast 1,378 460 759 2,597 

Original forecast 626 628 671 1,925 

Change to forecast +752 -168 +88 +672 

 
38. The details of the updated forecast is set out in Appendix 1 and reflects the 

provisional finance settlement. The significant increase in savings required / 
additional income over the next 3 years will be very challenging. It will be particularly 
difficult to address the budget gap in 2017/18 given the size of the problem and the 
timescale. 
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39. The Financial Strategy which is being used to help address the financial position over 
the set out in the Medium Term Financial Forecast cover all aspects of the councils 
finances under the main headings of:- 

 - Income Generation 
 - Efficiency Savings 
 - Service Levels 
 - Alternative Service Delivery 
 - Asset Management  
 - Financing of Activities  

  
40. The Stronger Together Programme is the vehicle for the deliver of the Financial 

Strategy. It needs to be refined and updated in the light of the financial challenges 
ahead.  The process for developing the options to address the budget gap needs to 
be centred on taking a zero based budgeting approach and taking conscious 
decisions on providing any services over and above efficient statutory services. It is 
important that this is a co-ordinated approach and that the proposals address the 
financial picture until 2020 rather than on an annual basis.   
 

41. The Corporate Plan is currently being updated and will need to reflect the financial 
reality of significantly reduced resources for the Council in future years. The detailed 
plans for each service will be finalised once the Corporate Plan is agreed. 
 

42. The Council has agreed to use the LGA and Local Partnerships to look at the Future 
of Local Government in Dorset. Alongside this work an option that is open to the 3 
councils is building upon the work of having one combined workforce by investigating 
the option of merging the current separate 3 sovereign bodies into one council. Initial 
estimate indicate that there could be savings in the region of £1million. Further work 
would be required to fully understand the implications, savings and timescales of this 
option. It is therefore proposed to have a member’s workshop involving all 111 
councillors in March to explore this. 

 
Risks, Assurance and Statutory Comments 
 
43. As the appointed Chief Finance Officer (Section 151 Officer) I have a legal duty to the 

Council to ensure that the budget proposals are robust and that there is a balanced 
budget for 2016/17. 

 
44. I am able to provide a positive assurance statement that the current proposed budget 

for 2016/17 is a balanced budget and also that the level of reserves are at an 
adequate level based upon the current proposals. 
 

45. However, I must draw member’s attention to the significant budget gap forecast for 
2017/18. It is imperative that further savings and increased income are identified and 
implemented. Failure to address the underlying reduction in resources will result in 
the Council running out of funding. 

 
Financial Implications 
 
46. The impact of the reduction in resources in future years will be considerable and it is 

likely that there will further reductions in services, the level of services provided and 
the number of staff employed. 

 
OPTIONS 
 
47. The budget proposals for 2016/17 can be amended but equivalent changes would 

need to be identified in order to produce a balanced budget for the year. 
 
 



-8- 

COSTS 
 
48. There are no direct costs of approving the budget but the report sets out the costs 

implication of the proposals for balancing the 2016/17 budget. 
 
ECONOMIC DEVELOPMENT IMPLICATIONS 
 
49.  None directly from this report 
 
DIVERSITY AND CUSTOMER FOCUS 
 
50.  None directly from this report 
 
HUMAN RIGHTS IMPLICATIONS 
 
51.  There are none directly from this report.  

 
CLIMATE CHANGE IMPLICATIONS 
 
52.  None directly from this report 
 
RISK MANAGEMENT 
 
53.  The Council maintains general reserves to deal with any unforeseen costs and the 

level of the reserve is determined by a risk based assessment. All of the proposals for 
the 2016/17 can be implemented and delivered.  
 

54. The significant risk is with balancing the budget in 2017/18 given the councils 
relatively low level of reserves and limited ability to raise income. 
 

RECOMMENDATION AND REASON 
 
55. That Cabinet proposes to Council their recommended level of council tax and to 

agree the budgetary measures needed to achieve a balanced budget for 2015/16. 
 
Author:  Jason Vaughan, Strategic Director  
Date:    25 January 2016  
 
Background papers:    

1. December Budget Workshop 
2. December report to Cabinet 
3. Finance settlement from DCLG  

 
Appendices 
Appendix 1 -  Balancing the 2016/17 Revenue Budget and the Medium Term Financial  
            Forecast 
Appendix 2 -  Risk Based Assessment of Reserves 
Appendix 3 -  Earmarked Reserves 
Appendix 4 -  New Homes Bonus 
Appendix 5 -  Capital Programme 
 



APPENDIX 1

High Level Summary of Medium Term Financial Forecast

Updated - January 2016 (Ctax-£5 then @1.99%) North Dorset

2016/17 Budget Item 2017/18 2018/19 2019/20
£'000 £'000 £'000 £'000

Budget Changes
391 Revenue Support Grant Reduction 340 212 183

Tariff Adjustment 54
(240) New Homes Bonus - net effect 900 68 314

30 Reduction in HB Admin Grant 63 60 60
15 Reduction in LCTS Grant 15 15 15

(12) Business Rates (28) (42) (47)
(17) Rural Funding (57) (57) (57)

63 Inflation on Non Pay Budgets 63 64 65
160 Changes to staffing costs 98 101 103

4 Land Charges 10 45
137 Waste Partnership 2 28 23

29 Removal of 15/16 collection fund surplus
20 16/17 Collection Fund Deficit (20)
52 Reduction in taxbase
60 Removal of vacancy provision

692 Gross Gap if no action taken 1,378 460 759

692 Cumulative Gap assumes budget balanced 
each year

1,378 1,837 2,596

Actions to address budget gap
(131) Council Tax (£5 then @1.99%) (61) (62) (63)

(45) Remove General Inflation
(60) Investment Income

(101) No contribution to general reserves
(162) Repay Waste Partnership loan

(76) Base budget review
(117) SVPP Contribution

(44) Reduction in Parish LCTS funding
100 Addition to the Economic Reserve (100)
(57) Economic Development Fund

(692) Total of Actions (161) (62) (63)

(692) Cumulative of Actions (161) (223) (286)

(0) Annual Remaining Gap 1,217 398 696

(0) Remaining Cumulative Gap 1,217 1,615 2,310

Annual Change

This is the central case estimate of the changes to the Council's Finances over the next 4 
years. This forecast will continually be updated for known changes and best estimates. 





APPENDIX 2

Risk Based Assessment of General Reserves

£ £
Revenue Budget

Expenditure £27,879,660 1% £278,797 2% £557,593
Income £27,879,660 1% £278,797 2% £557,593

Capital Budget

Expenditure £1,328,000 4% £53,120 8% £106,240

Total Risk Based Assessment £610,713 £1,221,426

Minimum Maximum
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Earmarked Reserves 
 
The Council holds a number of earmarked reserves for specific purposes as set 
out below: 
 
1. Homelessness Prevention Reserve  
Unspent grant funding set aside for the prevention of homelessness totalling 
£15,000. 
 
2. Community Development SLA Reserve  
Funds of £60,000 committed to community development. 
 
3. Electoral Registration Reserve 
Grant funding of £45,000 set aside for the Individual Elector Registration project. 
 
4. Gypsy Site Allocation Assessment Reserve 
Grant funding set aside totalling £28,000. 
 
5. Stour Valley and Poole Partnership Reserve 
New Burdens funding set aside for projects to be completed in future years, 
totalling £20,000 
 
6. Personal Search Fees Reserve 
Grant funding provided for the refunds of personal search fees totalling £43,000.  
 
7. Economic Growth Reserve 
Unspent funds from the 2014/15 Economic Growth Fund budget totalling £37,000 
were rolled forward to be spent in future years. The budget proposals include 
increasing this reserve by £100,000 and removing the ongoing revenue budget. 
 
8. Support for the Budget Reserve 
Previously set aside to support the capital programme, the uncommitted reserve 
balance of £386,000 will be used to assist with balancing the budget in future 
years. 
 
9. Transformation Reserve 
Set up to cover the once off costs of the transformation including project 
management, implementation costs, HR Support costs etc. There is a balance of 
£200,000 
 
10. Invest to Save Reserve 
Funding set aside to provide upfront funding for projects which create ongoing 
savings or generate income. £200,000 is set aside for projects that have a 
financial payback period of less than 4 years. 
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11. Restructuring Reserve 
Funds set aside towards the costs of future restructuring processes. The balance 
in the reserve totals £400,000. 
 
12. IT Reserve 
The balance of £200,000 is for the replacement of IT equipment and systems. 
 
13. Local Plan Reserve 
Funding of £82,000 used to fund the costs of the Local Plan.  
 
14. Development Service Reserve 
£72,000 set aside for the costs of the Development Services Improvement Plan. 
 
 

Accounting Reserves 
 
The following reserves are required for accounting purposes and are therefore 
fully committed. 
 
15. Business Rate Retention Reserve 
Funds set aside for future deficits arising from the scheme. The balance totals 
£643,000 and will be required in 2016/17. 
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New Homes Bonus Modelling - NDDC

Estimates under the existing scheme

2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20
£ £ £ £ £ £ £ £ £

Year 1 Allocation - confirmed 225,286 225,286 225,286 225,286 225,286 225,286
Year 2 Allocation - confirmed 363,692 363,692 363,692 363,692 363,692 363,692
Year 3 Allocation - confirmed 460,979 460,979 460,979 460,979 460,979 460,979
Year 4 Allocation - confirmed 218,062 218,062 218,062 218,062 218,062 218,062
Year 5 Allocation - confirmed 464,406 464,406 464,406 464,406 464,406
Year 6 Allocation - provisional 246,602 246,602 246,602 246,602
Year 7 Estimate 150,000 150,000 150,000
Year 8 Estimate 150,000 150,000
Year 9 Estimate 150,000
Total Received 225,286 588,978 1,049,957 1,268,019 1,732,425 1,979,027 1,903,741 1,690,049 1,379,070

Estimates using Government preferred options within the Consultation

2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20
£ £ £ £ £ £ £ £ £

Year 1 Allocation - confirmed 225,286 225,286 225,286 225,286 225,286 225,286
Year 2 Allocation - confirmed 363,692 363,692 363,692 363,692 363,692
Year 3 Allocation - confirmed 460,979 460,979 460,979 460,979
Year 4 Allocation - confirmed 218,062 218,062 218,062 218,062
Year 5 Allocation - confirmed 464,406 464,406 464,406 464,406
Year 6 Allocation - provisional 246,602 246,602 246,602 246,602
Year 7 Estimate 150,000 150,000 150,000
Year 8 Estimate 150,000 150,000
Year 9 Estimate 150,000
Total Received 225,286 588,978 1,049,957 1,268,019 1,732,425 1,979,027 1,079,070 1,011,008 696,602

Difference 0 0 0 0 0 0 (824,671) (679,041) (682,468)
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Capital Programme 2016/17 - 2019/20

Scheme 2016/17 2017/18 2018/19 2019/20 Total Capital 
Receipts

General 
Reserves

Total 
Funding

£ £ £ £ £ £ £

Leisure Centre Equipment 60,000 0 0 0 60,000 60,000 60,000
Car Park Refurbishment 0 0 0 250,000 250,000 250,000 250,000
Car Park Machines 0 0 0 75,000 75,000 75,000 75,000
Superfast Broadband 259,000 101,000 0 0 360,000 360,000 360,000
DWP Vehicles Loan 583,000 0 0 0 583,000 583,000 583,000

902,000 101,000 0 325,000 1,328,000 1,328,000 0 1,328,000

Budget Funded By
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AGENDA ITEM 6 
 
NORTH DORSET DISTRICT COUNCIL  
 
CABINET 
  
Date of Meeting: 22 February 2016 
  
  
REPORT TITLE: TREASURY MANAGEMENT STRATEGY STATEMENT  
  
Portfolio Holder: Cllr Deborah Croney 
  
Report Author: Head of Financial Services 
  
Purpose of Report: To consider the Treasury Management Strategy Statement 

(TMSS) and Annual Investment Strategy for the coming 
year. To set prudential indicators, and to review the policy 
on Minimum Revenue Provision. 

  
Statutory Authority: Local Government and Housing Act 1989 

Local Government Act 2003 
  
Financial Implications: These measures underpin the ability of the Council to 

achieve the investment income of £120,000 as set out in 
the 2016/17 revenue budget. 

  
Consultations required/ 
undertaken: 

Strategic Director. Member Treasury Management 
briefing. 

  
Recommendations: That Cabinet recommend to Council: 

 
a) Approval of the Treasury Management Strategy 

Statement and Investment Strategy 2016/17 including; 
 

b) The Prudential Indicators set out in Appendix C of the 
Treasury Management Strategy Statement 

 
c) Minimum Revenue Provision Policy set out in Appendix 

C of the Treasury Management Strategy Statement 
 

d) The 2016/2017 Authorised borrowing limit 
 

  
 
BACKGROUND AND REASON DECISION NEEDED 
 

1. In March 2015 the Authority adopted the Chartered Institute of Public Finance and 
Accountancy’s Treasury Management in the Public Services: Code of Practice 2011 
Edition (the CIPFA Code) which requires the Authority to approve a treasury 
management strategy before the start of each financial year.  
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2. In addition, the Department for Communities and Local Government (CLG) issued 
revised Guidance on Local Authority Investments in March 2010 that requires the 
Authority to approve an investment strategy before the start of each financial year.  

3. This report fulfils the Authority’s legal obligation under the Local Government Act 
2003 to have regard to both the CIPFA Code and the CLG Guidance. 

4. The Authority has invested substantial sums of money and is therefore exposed to 
financial risks including the loss of invested funds and the revenue effect of changing 
interest rates. The successful identification, monitoring and control of risk are 
therefore central to the Authority’s treasury management strategy. 

5. The Council uses its external Treasury Management Advisors who provide expert 
advice on all treasury issues and their expertise has been used to develop the 
strategy for 2016/2017. 

INVESTMENT STRATEGY 

6. The Treasury Management Strategy Statement and Investment Strategy are rather 
technical by necessity, in order to comply with legislation, regulation and codes of 
practice.   

7. Both the CIPFA Code and the CLG Guidance require the Authority to invest its funds 
prudently, and to have regard to the security and liquidity of its investments before 
seeking the highest rate of return, or yield.  The Authority’s objective when investing 
money is to strike an appropriate balance between risk and return, minimising the risk 
of incurring losses from defaults and the risk of receiving unsuitably low investment 
income. 

8. Given the increasing risk and continued low returns from short-term unsecured bank 
investments, the Authority aims to further diversify into more secure and/or higher 
yielding asset classes during 2016/17 following the diversification already achieved in 
2015/16 with the investments in the CCLA property fund and equity funds.  This is 
especially the case for sums that are available for longer-term investment. The 
majority of the Authorities surplus cashflow is currently invested in short-term 
unsecured bank deposits and money market funds. 

9. A list of approved investment counterparties and limits is included in the TMSS at 
table 2.  The Authority may invest its surplus funds with any of the counterparty types 
listed, subject to the cash limits (per counterparty) and the time limits shown. 

10. The Strategy Statement includes a borrowing strategy in order to provide the council 
with the flexibility and ability to borrow should a suitable business plan be identified. 

11. The Authority and its advisors, Arlingclose Ltd, regularly update our recommended 
Sovereign and Counterparty list after analysis and ongoing monitoring of a variety of 
indicators including credit ratings, share prices and corporate information. 

12. Investment advice on duration will always reflect credit developments as well as 
credit outlook and may often be below the maximum limit within the TMSS. 

13. Our treasury advisors gave a presentation on the latest treasury management 
developments and also introduced the changes made to the coming year’s strategy 
statement.  The Treasury Management briefing was held on 26th January 2016. 

 
MINIMUM REVENUE PROVISION 

14. Since 1st April 2008, the Council has had discretion to set a policy on the amounts 
set aside to repay debt. This is called the Minimum Revenue Provision. For 
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2016/2017 it is proposed to continue with the current policy as outlined in Appendix C 
of the Treasury Management Strategy Statement 2016/2017. 

 
 
PRUDENTIAL INDICATORS 

15. The Local Government Act 2003 requires the Council to have regard to the Chartered 
Institute of Public Finance and Accountancy’s (CIPFA) Treasury Management in the 
Public Services: Code of Practice 2011 Edition, which defines a set of prudential 
indicators within which it should manage its borrowing and investment decisions 
when considering its borrowing and investment strategy. 

16. The Code provides a framework under which councils’ capital finance decisions are 
carried out. It requires councils to demonstrate that capital expenditure plans are 
affordable, external borrowing is within prudent and sustainable levels and that 
treasury management decisions follow professional good practice. 

 
OPTIONS 

17. Cabinet can accept or amend the Treasury Management Strategy Statement and 
Investment Strategy 2016/17 as set out in Appendix 1. 

COSTS 
 

18. The approach the Council takes on managing its investments has a direct impact on 
the Council’s ability to achieve its interest budget and therefore its revenue budget. 

 
ECONOMIC DEVELOPMENT IMPLICATIONS 

19. This report has no direct implications for economic development. 
 
DIVERSITY AND CUSTOMER FOCUS 

20. This report has no direct implications for diversity and customer focus. 
 
HUMAN RIGHTS IMPLICATIONS 

21. This report has no direct implications for human rights. 
 
CLIMATE CHANGE IMPLICATIONS 

22. This report has no direct implications for climate change. 

RISK 
 

23. The Council regards the successful identification, monitoring and control of risk to be 
the prime criteria by which the effectiveness of its treasury management activities will 
be measured. Specific treasury management risks are identified in the Council’s 
Treasury Management Strategy Statement. The risks include:  
 
• Liquidity Risk (Adequate cash resources)  
• Interest Rate or Market Risk (Fluctuations in the value of investments) 
• Inflation Risks (Exposure to inflation)  
• Credit and Counterparty Risk (Security of Investments)  
• Refinancing Risks (Impact of debt maturing in future years) 



4 
 

• Legal & Regulatory Risk (Compliance with statutory and regulatory 
requirements) 
 

RECOMMENDATION AND REASON 
 

24. That Cabinet recommend to Council: 
 

a) Approval of the Treasury Management Strategy Statement and Investment Strategy 
2016/17 including; 

 
b) The Prudential Indicators set out in Appendix C of the Treasury Management 

Strategy Statement 
 

c) Minimum Revenue Provision Policy set out in Appendix C of the Treasury 
Management Strategy Statement 
 

d) The 2016/2017 Authorised borrowing limit 
 

25. Full Council adopted the CIPFA Treasury Management Code of Practice in March 
2015. This requires a Treasury Management Strategy Statement and Annual 
Investment Strategy to be approved by Full Council on an annual basis. 

APPENDICES 
Appendix 1: Treasury Management Strategy Statement and Investment Strategy 2016/17 
 
Author:  John Symes 
Post:  Financial Resources Manager 
Date:  27 January 2016 

Background papers 
Draft Treasury Management templates supplied by Arlingclose Ltd, Treasury Management 
Advisors. 
Treasury Management briefing meeting on 26th January 2016. 
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Appendix 1 

North Dorset District Council 

Treasury Management Strategy Statement 

 2016/17 
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4. Borrowing Strategy 
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Appendices 

A. Arlingclose Economic & Interest Rate Forecast November 2015 

B. Existing Investment & Debt Portfolio Position 

C. Prudential Indicators and Minimum Revenue Provision Statement 2016/17 
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1. Introduction 
 

In March 2015 the Authority adopted the Chartered Institute of Public Finance and Accountancy’s Treasury 
Management in the Public Services: Code of Practice 2011 Edition (the CIPFA Code) which requires the 
Authority to approve a treasury management strategy before the start of each financial year. 

In addition, the Department for Communities and Local Government (CLG) issued revised Guidance on 
Local Authority Investments in March 2010 that requires the Authority to approve an investment strategy 
before the start of each financial year. 

This report fulfils the Authority’s legal obligation under the Local Government Act 2003 to have regard to 
both the CIPFA Code and the CLG Guidance. 

The Authority has invested substantial sums of money and is therefore exposed to financial risks including 
the loss of invested funds and the revenue effect of changing interest rates.  The successful identification, 
monitoring and control of risk are therefore central to the Authority’s treasury management strategy. 

2. External Context 
 

Economic background: Domestic demand has grown robustly, supported by sustained real income growth 
and a gradual decline in private sector savings.  Low oil and commodity prices were a notable feature of 
2015, and contributed to annual CPI inflation falling to 0.1% in October.  Wages are growing at 3% a year, 
and the unemployment rate has dropped to 5.4%.  Mortgage approvals have risen to over 70,000 a month 
and annual house price growth is around 3.5%.  These factors have boosted consumer confidence, helping 
to underpin retail spending and hence GDP growth, which was an encouraging 2.3% a year in the third 
quarter of 2015. Although speeches by the Bank of England’s Monetary Policy Committee (MPC) members 
sent signals that some were willing to countenance higher interest rates, the MPC held policy rates at 0.5% 
for the 81st consecutive month at its meeting in November 2015. Quantitative easing (QE) has been 
maintained at £375bn since July 2012. 

The outcome of the UK general election, which was largely fought over the parties’ approach to dealing 
with the deficit in the public finances, saw some big shifts in the political landscape and put the key issue 
of the UK’s relationship with the EU at the heart of future politics. Uncertainty over the outcome of the 
forthcoming referendum could put downward pressure on UK GDP growth and interest rates. 

China's growth has slowed and its economy is performing below expectations, reducing global demand for 
commodities and contributing to emerging market weakness. US domestic growth has accelerated but the 
globally sensitive sectors of the US economy have slowed. Strong US labour market data and other 
economic indicators however suggest recent global turbulence has not knocked the American recovery off 
course. The Federal Reserve did not raise policy rates at its meetings in October and November, but the 
statements accompanying the policy decisions point have made a rate hike in December 2015 a real 
possibility. In contrast, the European Central Bank finally embarked on QE in 2015 to counter the perils of 
deflation. 

Credit outlook: The varying fortunes of different parts of the global economy are reflected in market 
indicators of credit risk. UK Banks operating in the Far East and parts of mainland Europe have seen their 
perceived risk increase, while those with a more domestic focus continue to show improvement. The sale 
of most of the government’s stake in Lloyds and the first sale of its shares in RBS have generally been seen 
as credit positive. 

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 UK, USA and Germany. The rest 
of the European Union will follow suit in January 2016, while Australia, Canada and Switzerland are well 
advanced with their own plans. Meanwhile, changes to the UK Financial Services Compensation Scheme 
and similar European schemes in July 2015 mean that most private sector investors are now partially or 
fully exempt from contributing to a bail-in. The credit risk associated with making unsecured bank 



 

3 
 

deposits has therefore increased relative to the risk of other investment options available to the 
Authority; returns from cash deposits however remain stubbornly low. 

Interest rate forecast: The Authority’s treasury advisor Arlingclose projects the first 0.25% increase in UK 
Bank Rate in the third quarter of 2016, rising by 0.5% a year thereafter, finally settling between 2% and 3% 
in several years’ time. Persistently low inflation, subdued global growth and potential concerns over the 
UK’s position in Europe mean that the risks to this forecast are weighted towards the downside. 

A shallow upward path for medium term gilt yields is forecast, as continuing concerns about the Eurozone, 
emerging markets and other geo-political events weigh on appetite, while inflation expectations remain 
subdued. Arlingclose projects the 10 year gilt yield to rise from its current 2.0% level by around 0.3% a 
year. The uncertainties surrounding the timing of UK and US interest rate rises are likely to prompt short-
term volatility in gilt yields. 

A more detailed economic and interest rate forecast provided by the Arlingclose is attached at Appendix 
A. 

3. Local Context 

The Authority currently (31.12.15) has £17.4m of investments. This is set out in further detail at Appendix 
B.   

Table 1: General Fund Capital Finance Requirement 
 

 

 

 

The underlying need to borrow for capital purposes is measured by the Capital Financing Requirement 
(CFR).   

It is anticipated that the Authority is debt free at the year end and its capital expenditure plans do not 
currently imply any need to borrow over the forecast period.  Investments are forecast to fall in the short 
term as capital receipts are used to finance capital expenditure but will increase with any receipts from 
the sale of assets. 

CIPFA’s Prudential Code for Capital Finance in Local Authorities recommends that the Authority’s total 
debt should be lower than its highest forecast CFR over the next three years.  Table 1 shows that the 
Authority expects to comply with this recommendation during 2016/17 as it remains debt free.  

4. Borrowing Strategy 

It is anticipated that the Authority will hold no external loans by the end of the year.  The balance sheet 
forecast shows that the Authority does not expect to need to borrow in 2016/17.  The Authority may 
however borrow to pre-fund future years’ requirements and/or for short term cashflow requirements, 
providing this does not exceed the authorised limit for borrowing of £3.5 million. 

Objectives: The Authority’s chief objective when borrowing money is to strike an appropriately low risk 
balance between securing low interest costs and achieving certainty of those costs over the period for 
which funds are required.  The flexibility to renegotiate loans should the Authority’s long-term plans 
change is a secondary objective. 

Strategy: Given the significant cuts to public expenditure and in particular to local government funding, 
the Authority’s borrowing strategy continues to address the key issue of affordability without 
compromising longer-term stability. With short-term interest rates currently much lower than long-term 

 
31.3.16 
Estimate 

£m 

31.3.17 
Estimate 

£m 

31.3.18 
Estimate 

£m 

31.3.19 
Estimate 

£m 

General Fund CFR 0 0 0 0 
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rates, it is likely to be more cost effective in the short-term to either use internal resources, or to borrow 
short-term loans instead.   

By doing so, the Authority is able to reduce net borrowing costs (despite foregone investment income) and 
reduce overall treasury risk. The benefits of internal borrowing will be monitored regularly against the 
potential for incurring additional costs by deferring borrowing into future years when long-term borrowing 
rates are forecast to rise.  Arlingclose will assist the Authority with this ‘cost of carry’ and breakeven 
analysis. Its output could determine whether the Authority borrows additional sums at long-term fixed 
rates in 2016/17 with a view to keeping future interest costs low, even if this causes additional cost in the 
short-term. 

Alternatively, the Authority could arrange forward starting loans during 2016/17, where the interest rate 
is fixed in advance, but the cash is received in later years. This would enable certainty of cost to be 
achieved without suffering a cost of carry in the intervening period. 

In addition, the Authority may borrow short-term loans (normally for up to one month) to cover 
unexpected cash flow shortages. 

Sources: The approved sources of long-term and short-term borrowing are: 

• Public Works Loan Board (PWLB) 

• any institution approved for investments (see below) 

• any other bank or building society authorised to operate in the UK 

• UK public and private sector pension funds (except Dorset Pension Fund) 

• capital market bond investors 

• UK Municipal Bonds Agency plc and other special purpose companies created to enable local 
authority bond issues 
 

• UK Local Authorities 
 

In addition, capital finance may be raised by the following methods that are not borrowing, but may be 
classed as other debt liabilities: 

• operating and finance leases 

• hire purchase 

• Private Finance Initiative  

• sale and leaseback 

5. Investment Strategy 
 

The Authority holds significant invested funds, representing income received in advance of expenditure 
plus balances and reserves held.  In the past 12 months, the Authority’s investment balance has ranged 
between £6 and £17 million, and similar levels are expected to be maintained in the forthcoming year. 

Objectives: Both the CIPFA Code and the CLG Guidance require the Authority to invest its funds 
prudently, and to have regard to the security and liquidity of its investments before seeking the highest 
rate of return, or yield.  The Authority’s objective when investing money is to strike an appropriate 
balance between risk and return, minimising the risk of incurring losses from defaults and the risk 
receiving unsuitably low investment income. 
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Strategy: Given the increasing risk and continued low returns from short-term unsecured bank 
investments, the Authority aims to further diversify into more secure and/or higher yielding asset classes 
during 2016/17.  This is especially the case for sums that are available for longer-term investment. The 
majority of the Authorities surplus cashflow is currently invested in short-term unsecured bank deposits 
and money market funds. 

Approved Counterparties: The Authority may invest its surplus funds with any of the counterparty types 
in table 2 below, subject to the cash limits (per counterparty) and the time limits shown. 

Table 2: Approved Investment Counterparties and Limits 

Limits shown are maximum investments per counterparty 

Credit 
Rating 

Banks 
Unsecured 

Banks 
Secured 

Government Corporates 
Registered 
Providers 

UK Govt n/a n/a 
£ Unlimited 

50 years 
n/a n/a 

AAA 
£1m  

 5 years 
£2m 

20 years 
£2m 

50 years 
£1m 

20 years 
£1m 

20 years 

AA+ 
£1m 

5 years 
£2m 

10 years 
£2m 

25 years 
£1m 

10 years 
£1m 

10 years 

AA 
£1m 

4 years 
£2m 

5 years 
£2m 

15 years 
£1m 

5 years 
£1m 

10 years 

AA- 
£1m 

3 years 
£2m 

4 years 
£2m 

10 years 
£1m 

4 years 
£1m 

10 years 

A+ 
£1m 

2 years 
£2m 

3 years 
£1m 

5 years 
£1m 

3 years 
£1m 

5 years 

A 
£1m 

13 months 
£2m 

2 years 
£1m 

5 years 
£1m 

 2 years 
£1m 

 5 years 

A- 
£1m 

 6 months 
£2m 

13 months 
£1m 

 5 years 
£1m 

13 months 
£1m 

5 years 

BBB+ 
£0.5m 

100 days 
£1m 

6 months 
£1m 

2 years 
£1m 

 6 months 
£0.5m 

 2 years 

BBB 
£0.5m next day 

only 
£1m 

100 days 
n/a n/a n/a 

None 
£0.5m 

6 months 
n/a 

£2m 
25 years 

£100,000 
 5 Years 

£1m 
5 Years 

Pooled 
funds 

£2m per fund (Property £4m) 

 

This table must be read in conjunction with the notes below 

Credit Rating: Investment decisions are made 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. 

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 overnight deposits at the Authority’s current 
account bank. 

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 
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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. 

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. 

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 a high 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.  

Bond, equity and property funds offer enhanced returns over the longer term, but are more volatile in the 
short term.  These allow the Authority 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 
Authority’s investment objectives will be monitored regularly. 

Risk Assessment and Credit Ratings: Credit ratings are obtained and monitored by the Authority’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. 

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. 

Other Information on the Security of Investments: The Authority 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. 
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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 Authority 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 Authority’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. 

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: 

o the UK Government, 

o a UK local authority, parish council or community council, or 

o a body or investment scheme of “high credit quality”. 

The Authority 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. 

Non-specified Investments: Any investment not meeting the definition of a specified investment is 
classed as non-specified.  The Authority 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 investments are shown in table 3 
below. 

Table 3: Non-Specified Investment Limits 

 Cash limit 

Total long-term investments £14m 

Total investments without credit ratings or rated below A- 
(does not include other UK LAs) 

£5m  

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

£3m 

 

Investment Limits: In order that available reserves 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 £2 million.  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. 
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Table 4: Investment Limits 

 Cash limit 

Any single organisation, except the UK Central Government £2m each 

UK Central Government unlimited 

Property Funds £4m each 

Any group of organisations under the same ownership £2m per group 

Any group of pooled funds under the same management £5m per manager 

Negotiable instruments held in a broker’s nominee account £10m per broker 

Foreign countries £4m per country 

Registered Providers £4m in total 

Unsecured investments with Building Societies £4m in total 

Loans to unrated corporates £2m in total 

Money Market Funds £8m in total 

 

Liquidity Management: The Authority uses cash flow forecasting spreadsheets to determine the maximum 
period for which funds may prudently be committed.  The forecast is compiled on a prudent basis to 
minimise the risk of the Authority being forced to borrow on unfavourable terms to meet its financial 
commitments. Limits on long-term investments are set by reference to the Authority’s medium term 
financial plan and cash flow forecast. 

6. Treasury Management Indicators 

The Authority measures and manages its exposures to treasury management risks using the following 
indicators. 

Security: The Authority has adopted a voluntary measure of its exposure to credit risk by monitoring the 
value-weighted average credit score of its investment portfolio.  This is calculated by applying a score to 
each investment (AAA=1, AA+=2, etc.) and taking the arithmetic average, weighted by the size of each 
investment. Unrated investments are assigned a score based on their perceived risk. 

 Target 

Portfolio average credit score 6.0 

 

Liquidity: The Authority has adopted a voluntary measure of its exposure to liquidity risk by monitoring 
the amount of cash available to meet unexpected payments within a rolling three month period, without 
additional borrowing. 

 Target 

Total cash available within 3 months £2m 

 

Interest Rate Exposures: This indicator is set to control the Authority’s exposure to interest rate risk.  
The upper limits on fixed and variable rate interest rate exposures, expressed as the proportion of net 
principal borrowed will be: 

 2016/17 2017/18 2018/19 

Upper limit on fixed interest rate exposure 100% 100% 100% 

Upper limit on variable interest rate exposure 100% 100% 100% 
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Fixed rate investments and borrowings are those where the rate of interest is fixed for at least 12 months, 
measured from the start of the financial year or the transaction date if later.  All other instruments are 
classed as variable rate. 

Maturity Structure of Borrowing: This indicator is set to control the Authority’s exposure to refinancing 
risk. The upper and lower limits on the maturity structure of fixed rate borrowing will be: 

 Upper Lower 

Under 12 months 100% 0% 

12 months and within 24 months 100% 0% 

24 months and within 5 years 100% 0% 

5 years and within 10 years 100% 0% 

10 years and above 
 

100% 0% 

 

Time periods start on the first day of each financial year.  The maturity date of borrowing is the earliest 
date on which the lender can demand repayment.   

Principal Sums Invested for Periods Longer than 364 days: The purpose of this indicator is to control the 
Authority’s exposure to the risk of incurring losses by seeking early repayment of its investments.  The 
limits on the long-term principal sum invested to final maturities beyond the period end will be: 

 2016/17 2017/18 2018/19 

Limit on principal invested beyond year end 100% 100% 100% 

 

7. Other Items 

There are a number of additional items that the Authority is obliged by CIPFA or CLG to include in its 
Treasury Management Strategy. 

Policy on Use of Financial Derivatives: Local authorities have previously made use of financial derivatives 
embedded into loans and investments both to reduce interest rate risk (e.g. interest rate collars and 
forward deals) and to reduce costs or increase income at the expense of greater risk (e.g. LOBO loans and 
callable deposits).  The general power of competence in Section 1 of the Localism Act 2011 removes much 
of the uncertainty over local authorities’ use of standalone financial derivatives (i.e. those that are not 
embedded into a loan or investment).  

The Authority will only use standalone financial derivatives (such as swaps, forwards, futures and options) 
where they can be clearly demonstrated to reduce the overall level of the financial risks that the 
Authority is exposed to. Additional risks presented, such as credit exposure to derivative counterparties, 
will be taken into account when determining the overall level of risk. Embedded derivatives, including 
those present in pooled funds and forward starting transactions, will not be subject to this policy, 
although the risks they present will be managed in line with the overall treasury risk management 
strategy. 

Financial derivative transactions may be arranged with any organisation that meets the approved 
investment criteria. The current value of any amount due from a derivative counterparty will count 
against the counterparty credit limit and the relevant foreign country limit. 
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Investment Training: The needs of the Authority’s treasury management staff for training in investment 
management are assessed as part of the staff appraisal process, and additionally when the responsibilities 
of individual members of staff change. 

Staff regularly attend training courses, seminars and conferences provided by Arlingclose and CIPFA. The 
Treasury Management briefings include training sessions for Members. 

Investment Advisers: The Authority has appointed Arlingclose Limited as treasury management advisers 
and receives specific advice on investment, debt and capital finance issues. The quality of this service is 
controlled by holding regular meetings and tendering periodically. 

Investment of Money Borrowed in Advance of Need: The Authority may, from time to time, borrow in 
advance of need, where this is expected to provide the best long term value for money.  Since amounts 
borrowed will be invested until spent, the Authority is aware that it will be exposed to the risk of loss of 
the borrowed sums, and the risk that investment and borrowing interest rates may change in the 
intervening period.  These risks will be managed as part of the Authority’s overall management of its 
treasury risks. 

The total amount borrowed will not exceed the authorised borrowing limit of £3.5 million.  The maximum 
period between borrowing and expenditure is expected to be two years, although the Authority is not 
required to link particular loans with particular items of expenditure.  

Financial Implications 

The budget for investment income in 2016/17 is £120,000, based on an average investment portfolio of 
£12 million at an interest rate of 1%.  If actual levels of investments and actual interest rates differ from 
those forecast, performance against budget will be correspondingly different.   

Other Options Considered 

The CLG Guidance and the CIPFA Code do not prescribe any particular treasury management strategy for 
local authorities to adopt.  The Chief Financial Officer believes that the above strategy represents an 
appropriate balance between risk management and cost effectiveness.  Some alternative strategies, with 
their financial and risk management implications, are listed below. 
 

Alternative Impact on income and 
expenditure 

Impact on risk management 

Invest in a narrower range of 
counterparties and/or for 
shorter times 

Interest income will be lower Lower chance of losses from 
credit related defaults, but any 
such losses may be greater 

Invest in a wider range of 
counterparties and/or for 
longer times 

Interest income will be higher Increased risk of losses from 
credit related defaults, but any 
such losses may be smaller 

Borrow additional sums at long-
term fixed interest rates 

Debt interest costs will rise; 
this is unlikely to be offset by 
higher investment income 

Higher investment balance 
leading to a higher impact in 
the event of a default; 
however long-term interest 
costs may be more certain 

Borrow short-term or variable 
loans instead of long-term 
fixed rates 

Debt interest costs will initially 
be lower 

Increases in debt interest costs 
will be broadly offset by rising 
investment income in the 
medium term, but long term 
costs may be less certain  

Reduce level of borrowing  Saving on debt interest is likely 
to exceed lost investment 
income 

Reduced investment balance 
leading to a lower impact in 
the event of a default; 
however long-term interest 
costs may be less certain 
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Appendix A  

 

Appendix A – Arlingclose Economic & Interest Rate Forecast November 2015  

Underlying assumptions:  
 UK economic growth softened in Q3 2015 but remained reasonably robust; the first estimate for 

the quarter was 0.5% and year-on-year growth fell slightly to 2.3%. Negative construction output 
growth offset fairly strong services output, however survey estimates suggest upwards revisions to 
construction may be in the pipeline. 

 Household spending has been the main driver of GDP growth through 2014 and 2015 and remains 
key to growth. Consumption will continue to be supported by real wage and disposable income 
growth. 

 Annual average earnings growth was 3.0% (including bonuses) in the three months to August. Given 
low inflation, real earnings and income growth continue to run at relatively strong levels and 
could feed directly into unit labour costs and households' disposable income. Improving 
productivity growth should support pay growth in the medium term. The development of wage 
growth is one of the factors being closely monitored by the MPC. 

 Business investment indicators continue to signal strong growth. However the outlook for business 
investment may be tempered by the looming EU referendum, increasing uncertainties surrounding 
global growth and recent financial market shocks. 

 Inflation is currently very low and, with a further fall in commodity prices, will likely remain so 
over the next 12 months. The CPI rate is likely to rise towards the end of 2016.  

 China's growth has slowed and its economy is performing below expectations, which in turn will 
dampen activity in countries with which it has close economic ties; its slowdown and emerging 
market weakness will reduce demand for commodities. Other possible currency interventions 
following China's recent devaluation will keep sterling strong against many global currencies and 
depress imported inflation. 

 Strong US labour market data and other economic indicators suggest recent global turbulence has 
not knocked the American recovery off course. Although the timing of the first rise in official 
interest rates remains uncertain, a rate rise by the Federal Reserve seems significantly more likely 
in December given recent data and rhetoric by committee members. 

 Longer term rates will be tempered by international uncertainties and weaker global inflation 
pressure. 

 

Forecast:  

 Arlingclose forecasts the first rise in UK Bank Rate in Q3 2016. Further weakness in inflation, and 
the MPC's expectations for its path, suggest policy tightening will be pushed back into the second 
half of the year. Risks remain weighted to the downside. Arlingclose projects a slow rise in Bank 
Rate, the appropriate level of which will be lower than the previous norm and will be between 2 
and 3%. 

 The projection is for a shallow upward path for medium term gilt yields, with continuing concerns 
about the Eurozone, emerging markets and other geo-political events, weighing on risk appetite, 
while inflation expectations remain subdued. 

 The uncertainties surrounding the timing of UK and US monetary policy tightening, and global 
growth weakness, are likely to prompt short term volatility in gilt yields.  
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Appendix B  

Existing Investment & Debt Portfolio Position 

 

 31/12/2015 

Actual Portfolio 

£m 

Total External Borrowing Nil 

 

Investments: 

Lloyds Bank deposit 

Nationwide BS deposit 

Standard Life MMF 

Insight Investments MMF 

Goldman Sachs MMF 

Svenska Handelsbanken  

HSBC call account 

Local Authorities Property Fund 

Schroders Income Maximiser Fund 

M&G Global Dividend Fund 

 

 

2.0 

2.0 

2.0 

2.0 

2.0 

2.0 

0.4 

2.0 

1.5 

1.5 

Total Investments 17.4 

Net Debt  17.4 

 

 

 



 

14 
 

Appendix C 

North Dorset District Council 

Prudential Indicators and MRP Statement 2016/17 

 
Prudential Indicators 2016/17 

The Local Government Act 2003 requires the Authority to have regard to the Chartered Institute of Public 
Finance and Accountancy’s Prudential Code for Capital Finance in Local Authorities (the Prudential Code) 
when determining how much money it can afford to borrow. The objectives of the Prudential Code are to 
ensure, within a clear framework, that the capital investment plans of local authorities are affordable, 
prudent and sustainable, and that treasury management decisions are taken in accordance with good 
professional practice. To demonstrate that the Authority has fulfilled these objectives, the Prudential 
Code sets out the following indicators that must be set and monitored each year. 

Estimates of Capital Expenditure: The Authority’s planned capital expenditure and financing may be 
summarised as follows.  

Capital Expenditure and 
Financing 

2015/16 
Revised 
£’000 

2016/17 
Estimate 

£’000 

2017/18 
Estimate 

£’000 

2018/19 
Estimate 

£’000 

General Fund  786 519 461 185 

Total Expenditure 786 519 461 185 

Capital Receipts (786) (519) (461) (185) 

Government Grants 0 0 0 0 

Reserves 0 0 0 0 

Revenue 0 0 0 0 

Borrowing 0 0 0 0 

Leasing and PFI 0 0 0 0 

Total Financing (786) (519) (461) (185) 

 
Estimates of Capital Financing Requirement: The Capital Financing Requirement (CFR) measures the 
Authority’s underlying need to borrow for a capital purpose.  

Capital Financing 
Requirement 

31.03.16 
Revised 

£m 

31.03.17 
Estimate 

£m 

31.03.18 
Estimate 

£m 

31.03.19 
Estimate 

£m 

General Fund 0 0 0 0 

Total CFR 0 0 0 0 

 
The CFR is forecast to remain at £0m over the next three years as there will be no capital expenditure 
financed by debt. 

Gross Debt and the Capital Financing Requirement: In order to ensure that over the medium term debt 
will only be for a capital purpose, the Authority should ensure that debt does not, except in the short 
term, exceed the total of capital financing requirement in the preceding year plus the estimates of any 
additional capital financing requirement for the current and next two financial years. This is a key 
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indicator of prudence. 

Debt 
31.03.16 
Revised 

£m 

31.03.17 
Estimate 

£m 

31.03.18 
Estimate 

£m 

31.03.19 
Estimate 

£m 

Borrowing 0 0 0 0 

Finance leases 0 0 0 0 

PFI liabilities  0 0 0 0 

Total Debt 0 0 0 0 

 
Total debt is expected to remain at zero during the forecast period.   

Operational Boundary for External Debt: The operational boundary is based on the Authority’s estimate 
of most likely (i.e. prudent but not worst case) scenario for external debt. It links directly to the 
Authority’s estimates of capital expenditure, the capital financing requirement and cash flow 
requirements, and is a key management tool for in-year monitoring.  Other long-term liabilities comprise 
finance lease, Private Finance Initiative and other liabilities that are not borrowing but form part of the 
Authority’s debt. 

Operational Boundary 
2015/16 
Revised 

£m 

2016/17 
Estimate 

£m 

2017/18 
Estimate 

£m 

2018/19 
Estimate 

£m 

Borrowing 2 2 2 2 

Other long-term liabilities 0 0 0 0 

Total Debt 0 0 0 0 

 
Authorised Limit for External Debt: The authorised limit is the affordable borrowing limit determined in 
compliance with the Local Government Act 2003.  It is the maximum amount of debt that the Authority 
can legally owe.  The authorised limit provides headroom over and above the operational boundary for 
unusual cash movements. 

Authorised Limit 
2015/16 
Revised 

£m 

2016/17 
Estimate 

£m 

2017/18 
Estimate 

£m 

2018/19 
Estimate 

£m 

Borrowing 3.5 3.5 3.5 3.5 

Other long-term liabilities 0 0 0 0 

Total Debt 3.5 3.5 3.5 3.5 
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Ratio of Financing Costs to Net Revenue Stream: This is an indicator of affordability and highlights the 
revenue implications of existing and proposed capital expenditure by identifying the proportion of the 
revenue budget required to meet financing costs, net of investment income. 

Ratio of Financing Costs to 
Net Revenue Stream 

2015/16 
Revised 

% 

2016/17 
Estimate 

% 

2017/18 
Estimate 

% 

2018/19 
Estimate 

% 

General Fund -1.09 -2.33 -2.45 -2.51 

 

The trend above reflects the anticipated investment income and is negative as the Council has no finance 
costs in respect of borrowing, finance leases or its minimum revenue provision.   

Incremental Impact of Capital Investment Decisions: This is an indicator of affordability that shows the 
impact of capital investment decisions on Council Tax levels.  The capital programme has no incremental 
impact on Council Tax levels. 
 
Adoption of the CIPFA Treasury Management Code: The Authority adopted the Chartered Institute of 
Public Finance and Accountancy’s Treasury Management in the Public Services: Code of Practice 2011 
Edition in March 2015. 

Annual Minimum Revenue Provision Policy Statement 2016/17 

Where the Authority finances capital expenditure by debt, it must put aside resources to repay that debt 
in later years.  The amount charged to the revenue budget for the repayment of debt is known as 
Minimum Revenue Provision (MRP), although there has been no statutory minimum since 2008. The Local 
Government Act 2003 requires the Authority to have regard to the Department for Communities and Local 
Government’s Guidance on Minimum Revenue Provision (the CLG Guidance) most recently issued in 2012. 

The broad aim of the CLG Guidance is to ensure that debt is repaid over a period that is either reasonably 
commensurate with that over which the capital expenditure provides benefits, or, in the case of 
borrowing supported by Government Revenue Support Grant, reasonably commensurate with the period 
implicit in the determination of that grant. 

The CLG Guidance requires the Authority to approve an Annual MRP Statement each year, and 
recommends a number of options for calculating a prudent amount of MRP.  The following statement 
incorporates options recommended in the Guidance. 

 

The Authority expects that its General Fund Capital Financing Requirement will be 
nil/negative on 31st March 2016 and in line with the CLG Guidance it will therefore charge 
no MRP in 2016/17. 
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