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1. What is this report about? 

 
1.1 This report lays down the guidelines and rules which Officers are required to 

follow when making decisions to borrow or when investing Council funds.  
Such decisions are made on a daily basis under delegated authority.  
 
The report outlines the Council’s prudential indicators for 2018/19 to 2020/21 
and sets out the expected treasury management activities for that period. The 
report also sets out the financial institutions the Council may invest in, the 
maximum investment level and the periods over which the investments may 
be made. 

  
1.2 The report also fulfils four key legislative requirements: 

 

 The reporting of the prudential indicators which set out the expected 
capital activities – as required by the Chartered Institute of Public Finance 
and Accountancy’s (CIPFA) Prudential Code for Capital Finance in Local 
Authorities; 
 

 The Council’s Minimum Revenue Provision (MRP) Policy, which sets out 
how the Council will pay for capital assets through revenue each year; 

 

 The Treasury Management Strategy which sets out how the Council’s 
treasury service will support the capital decisions taken above, the day to 
day treasury management activity, and the limitations on borrowing and 
investing through treasury prudential indicators. This is in accordance with 
the CIPFA Code of Practice on Treasury Management in the Public 
Services; and 

 

 The Annual Investment Strategy in accordance with the Ministry of 
Housing, Communities and Local Government (MHCLG) investment 
guidance. 

 
 
 



2. Recommendation(s) to Cabinet Executive and Council 
  
2.1 That the capital prudential indicators and limits for 2018/19 to 2020/21 are 

approved. 
  
2.2 That the Treasury Management Strategy for 2018/19 and the treasury 

prudential indicators are approved. 
  
2.3 That the Investment Strategy for 2018/19 is approved. 
 
2.4 

 
That the Minimum Revenue Provision (MRP) Statement is approved. 
 

 

3. Reason for Decisions Recommended  
  
3.1 The Local Government Act 2003 and supporting regulations requires the 

Council to “have regard to” the CIPFA Prudential Code and the CIPFA 
Treasury Management Code of Practice to set Prudential and Treasury 
Indicators for the next three years to ensure that the Council’s capital 
investment plans are affordable, prudent and sustainable. 

  
3.2 The Act requires the Council to set out its treasury strategy for borrowing and 

to prepare an Annual Investment Strategy. This covers the Council’s criteria 
for choosing investment counterparties and limiting exposure to the risk of 
loss. 

  
3.3 The Act also requires the Council to undertake an annual review of its policy 

for calculating the minimum revenue provision (MRP) for repayment of 
external debt. 

 
4. Matters to consider  
  
4.1 Prudential Indicators   
  

CIPFA’s Prudential Code requires local authorities to produce a range of 
prudential indicators which highlight particular aspects of capital expenditure 
planning. The prudential indicators highlight the forecast level of capital 
expenditure, the impact on investment levels, and the overall controls in place 
to ensure that the plans are affordable, prudent and sustainable. The Council’s 
proposed prudential indicators for 2018/19 to 2020/21 are contained within 
Appendix A. The indicators covering capital expenditure and controls, and 
affordability are also summarised in the table below. 
 

  2016/17 
Actual 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

2020/21 
Estimate 

Capital Expenditure £4,964,773 £3,367,103 £4,733,000 £1,124,500 £1,864,500 

Capital Financing 
Requirement (CFR) 

 
£10,065,734 

 
£10,555,439 

 
£10,096,088 

 
£9,790,433 

 
£10,276,819 

Ratio of Financial Costs to 
Net Revenue Stream 

 
8.61% 

 
8.37% 

 
9.67% 

 
8.88% 

 
8.42% 

 
 



4.2 Treasury Management Strategy 
 
The overall capital expenditure framework has a clear impact on the Council’s 
treasury management activities in terms of long term borrowing and the use of 
investment balances. The Treasury Management Strategy is included at 
Appendix A to outline the expected treasury activity for the coming financial 
year resulting from the Council’s capital expenditure plans. In producing the 
Treasury Management Strategy the Council is complying with the various 
Codes of Practice and legislation listed in paragraph 1.2 above. The policies 
and parameters laid down in Appendix A provide an approved framework 
within which officers undertake the day to day capital and treasury activities.  
The proposed treasury prudential indicators are also incorporated in Appendix 
A, and summarised in the table below. 
 

 2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

2020/21 
Estimate 

Operational Boundary for External Debt £6,480,000 £10,260,000 £8,280,000 £6,300,000 

Authorised Limit for External Debt £7,200,000 £11,400,000 £9,200,000 £7,000,000 

Maturity Structure of Fixed Interest Rate 
Borrowing (all periods): 
- Upper 
- Lower 

 
 
 

 
 

100% 
0% 

  

Maturity Structure of Variable Interest 
Rate Borrowing (all periods): 
- Upper 
- Lower 

  
 

100% 
0% 

  

Maximum Principal sums Invested for 
more than 364 days 

  
£6,000,000 

 
£6,000,000 

 
£6,000,000 

 

  
 

4.3 Investment Strategy 
 
The Treasury Management Strategy incorporates the Annual Investment 
Strategy in accordance with MHCLG guidance.  In order to minimise the risk to 
its investments, the Council must clearly stipulate the minimum acceptable 
credit quality for counterparties for inclusion on its lending list.  The detailed 
credit criteria to be used when considering the investment of funds is included 
within Section 4 of Appendix A. 
 
The Council has adopted a creditworthiness system of modelling used by its 
treasury advisors, Link Asset Services, which is based on credit ratings 
supplied by the three main credit agencies (Fitch, Moody’s and Standard & 
Poors) and other relevant market information, in order to assess which 
institutions it should include on the lending list. In general, an institution should 
have a short term rating of F1and a long term rating of A- (Fitch or equivalent) 
in order to be considered for inclusion on the list. 
 
The full list of counterparties which meet the designated criteria and with 
whom the Council may invest surplus funds is included at Appendix E. 

  
  

 
 
 

 
 



4.4 Minimum Revenue Provision (MRP) 
  

The MRP is an annual revenue charge based on the outstanding Capital 
Financing Requirement (CFR) brought forward from the preceding financial 
year. The CFR represents the Council’s underlying need to borrow and is 
basically that part of capital expenditure which has not yet been financed. It is 
effectively capital expenditure financed through borrowing, whether that is 
external borrowing or internal borrowing (i.e. from the Council’s own reserves 
and balances). Each year the Council is required to repay a proportion of that 
outstanding “borrowing cost” by way of the MRP, and it must approve its policy 
for charging MRP annually in advance of the forthcoming financial year. For 
2018/19 the recommended policy is set out in paragraph 2.3 of Appendix A.   

  
4.5 Capital Strategy 

 
In December 2017, CIPFA published an update to the Prudential Code for 
Capital Finance in Local Authorities. The update includes a requirement to 
produce a Capital Strategy which links to the Treasury Management Strategy. 
The timing of the release of this publication in relation to the reporting 
timescales for budgeting purposes make it unrealistic to produce a compliant 
Capital Strategy in time for 2018/19. 
 
As referenced in the Three Year Capital Programme report on this agenda, 
officers are already planning to develop a programme of works on the 
Council’s assets, based upon existing maintenance and replacement 
schedules. This will need to be developed in order to ensure the prioritisation 
of key projects and the use of capital resources. These plans will be 
developed during 2018/19 and a new Capital Strategy, which meets the 
requirements of the Code, will be brought back to Council later in the year. 

 
5. What will it cost and are there opportunities for savings? 
  
5.1 There are no direct costs arising from this report. Instead it provides a basis on 

which to undertake the treasury management activities necessary to support 
the Council’s capital expenditure plans. 

  
 

6. What are the risks and how can they be reduced? 
  
6.1  
 

Current Risk Actions to reduce the risks 

Credit risk – the risk that other 
parties might fail to pay amounts 
due, e.g. deposits with banks etc. 

The Annual Investment Strategy sets the 
criteria through which the Council decides 
with whom it may invest. The lending list is 
updated regularly to reflect changes in credit 
ratings. 

Liquidity risk – the Council might not 
have sufficient funds to meet its 
commitments 

Daily monitoring of cash flow balances.  
Access to the money markets to cover any 
short term cash shortfall. 



Refinancing the maturity risk – the 
risk that the Council might need to 
renew a loan or investment at 
disadvantageous interest rates 

Monitoring of the maturity profile of debt to 
make sure that loans do not all mature in the 
same period.  Monitoring the maturity profile 
of investments to ensure there is sufficient 
liquidity to meet day to day cash flow needs. 

Market risk – losses may arise as a 
result of changes in interest rates 
etc.  

Maximum limits are set for exposure to fixed 
and variable interest rates.  The Finance 
team will monitor market rates and forecast 
interest rates to limit exposure. 

 
7. Other options considered  
  
7.1 None.  The approval of the Treasury Management Strategy and prudential 

indicators is a statutory requirement. 
 
8. Other significant issues   
  
8.1 In preparing this report, the author has considered issues related to Human 

Rights, Legal Matters, Human Resources, Equalities, Public Health 
Inequalities, and Climate Local and there are no areas of concern.  
 

9. Appendix   
  
9.1 Appendix A – Capital prudential indicators and treasury management strategy 

2018/19 to 2020/21. 
  
9.2 Appendix B – Interest rate forecasts 2018 – 2021 
  
9.3 Appendix C – Economic background 
  
9.4 Appendix D – Credit and counterparty risk management 
  
9.5 
 
9.6 
 
9.7 
 
9.8 

Appendix E – Approved counterparty list 
 
Appendix F – Approved countries for investment 
 
Appendix G – Treasury management scheme of delegation 
 
Appendix H – The treasury management role of the S151 Officer 

 
10. Background paper(s)   
  
10.1 The CIPFA Prudential Code 

CIPFA’s Code of Treasury Management in the Public Services 
The Treasury Management Policy, Practices and Schedules  

 
11. Report author’s contact details   
 Nick Brown Finance Strategic Manager 
 Nick.Brown@blaby.gov.uk 0116 272 7625 
 


