
 
Appendix I 

Treasury Management Strategy  
 

1. Introduction 
 
1.1 The Local Government Act 2003 requires the Council to adopt the CIPFA Prudential 

Code and produce Treasury Management and Prudential Indicators.  This report 
updates existing approved indicators and introduces new indicators for 2020/21.   

 
1.2 The Council is required to receive and approve the Treasury Management Strategy 

and Investment Strategy before the start of each financial year.   
 
1.3 The Audit Committee scrutinised the Council’s Mid Year Prudential Indicators and 

Treasury Management Monitoring Report on 22nd November 2017. 
 
1.4 In order to assist with the terminology and explanations included within the report, a 

glossary of terms and frequently asked questions documents can be found at the 
following link. 
 
http://www.preston.gov.uk/thecouncil/plans-and-spending/budgets/treasury-
management/  
 
 

2. Economic Background 
 
2.1 The UK economy has remained relatively robust since the outcome of the 2016 

Referendum, but there are indications that uncertainty over the future of the exit 
from the European Union are now weighing on growth.  The transitional 
arrangements may extend the period of uncertainty for several years and growth is 
therefore expected to be sluggish throughout 2018/19. 

 
2.2 Consumer price inflation was 3.0% in December 2017 as the post-referendum 

devaluation of sterling continued to feed through to imports.  Unemployment 
continued to fall and the Bank of England’s Monetary Policy Committee judged that 
the extent of spare capacity in the economy seemed limited.  With a view to 
controlling inflation, the Bank of England’s Monetary Policy Committee raised official 
rates to 0.50% in November 2017. 

 
2.3 The Authority’s Treasury Advisor’s, Arlingclose, forecast the Bank Rate to be remain 

at 0.50% over the medium term (see Table 1). 
 
 Table 1 Arlingclose Interest Rate Forecast 
 
 
 
 

http://www.preston.gov.uk/thecouncil/plans-and-spending/budgets/treasury-management/
http://www.preston.gov.uk/thecouncil/plans-and-spending/budgets/treasury-management/


 

 
3. Treasury Balances Forecast 
 
3.1 At 31st March 2018, the Authority is forecast to have £17.3m of borrowing and 

£39.8m of investments.  The forecast changes to these balances are shown in Table 2 
below. 

 
 
Table 2  Treasury Balances Forecast 
 

 31.03.18 
Forecast 

£m 

31.03.19 
Forecast  

£m 

31.03.20 
Forecast 

£m 

31.03.21 
Forecast 

£m 

31.03.22 
Forecast 

£m 

Notes 

Capital Financing 
Requirement (CFR) 

20.2 26.4 25.3 26.1 27.3 1 

Less: Long Term 
Borrowing already taken 

(17.3) (17.3) (12.3) (12.3) (12.3) 2 

Cumulative Borrowing 
Requirement 

2.9 9.1 13.0 13.8 15.0 3 

       

Usable Reserves and 
Provisions at 31st March 

35.0 30.6 28.8 28.3 27.8 4 

Quarter 
Ending 

Bank 
Rate 

% 

Investment Rates Borrowing Rates 

3 month 
% 

1 year 
% 

5 year 
 % 

20 year 
 % 

50 year 
 % 

Mar 2018 0.50 0.50 0.70 1.55 2.65 2.50 

Jun 2018 0.50 0.50 0.70 1.60 2.65 2.50 

Sep 2018 0.50 0.50 0.70 1.60 2.65 2.50 

Dec 2018 0.50 0.50 0.80 1.60 2.65 2.50 

Mar 2019 0.50 0.50 0.80 1.65 2.70 2.55 

Jun 2019 0.50 0.50 0.80 1.70 2.70 2.60 

Sep 2019 0.50 0.50 0.80 1.70 2.75 2.65 

Dec 2019 0.50 0.50 0.80 1.75 2.75 2.70 

Mar 2020 0.50 0.50 0.80 1.75 2.80 2.75 

Jun 2020 0.50 0.50 0.80 1.80 2.85 2.75 

Sep 2020 0.50 0.50 0.80 1.85 2.85 2.75 

Dec 2020 0.50 0.50 0.80 1.90 2.85 2.75 

Mar 2021 0.50 0.50 0.80 1.95 2.90 2.80 



Working Capital  7.7 - - - - 5 

Less: Internal Borrowing (2.9) (9.1) (13.0) (13.8) (15.0) 6 

Cash available for 
Investment 

39.8 21.5 15.8 14.5 12.8 7 

 
 

Notes to Table 2 
 
1.  The CFR is the amount the Authority needs to borrow for a capital purpose.   The 

CFR increases when Prudential Borrowing is used to finance the capital 
programme.   The Authority’s capital expenditure plans are the key driver of 
treasury management activity and are summarised in Appendix G and this forms 
the first of the prudential indicators.   

 
2.  This is the amount of debt that the Authority has already borrowed.  The Council 

is due to repay £5m of Public Works Loan Board debt in 2019/20 so in this year 
debt reduces from £17.3m to £12.3m.  

 
3.  This is the cumulative amount of new borrowing that is required to finance the 

Capital Programme.  The timing of new borrowing will be determined by the 
profile of capital expenditure and the availability of Internal Borrowing (Note 6). 

 
4. This line represents the amount of usable reserves, balances and provisions which 

are available as cash. The forecast changes to the amount of usable reserves and 
provisions are determined by the drawdown of reserves, balances and provisions 
as estimated in the Medium Term Financial Strategy 2017/18 to 2021/22 and the 
Capital Programme. 

 
5. Working Capital is a temporary surplus in day to day cash.  The current  balance 

represents an estimate of cash held at 31st March 2018 pending the outcome of 
NNDR appeals and cash held on behalf of the Collection Fund (being Preston City 
Council, the County Council, the Police Authority and the Fire Authority). 

 
6.  Internal Borrowing occurs when the Authority uses its own cash resources to 

finance capital expenditure rather than new external borrowing.  This is a 
prudent approach when investment returns are low.  The amounts shown are 
the cumulative amount of borrowing required for each year.  Over the life of this 
forecast, the total amount of internal borrowing is £15.0m.   

 
7.  This is the forecast amount of cash available for investment after allowing for the 

funding of Internal Borrowing. 
 

3.2 CIPFA’s Prudential Code for Capital Finance in Local Authorities recommends that 
the Authority’s total external debt should be lower than its highest forecast CFR over 
the next three years.  Table 2 shows that the Authority expects to comply with this 
recommendation. 



 
3.3 The budget for investment income in 2018/19 is £0.12m and the budget for debt 

interest paid in 2018/19 is £0.78m based on a debt portfolio of £17.3m at an average 
interest rate of 4.5%.   

 
 
 
 
4. Investment Strategy 

 
4.1 Both the CIPFA Code and the Communities and Local Government Guidance require 

the Authority to invest its treasury management funds prudently, and to have regard 
to the security and portfolio liquidity of its investments before seeking the highest 
rate of return.  As the Council considers a key objective of its treasury management 
activities to be the security of the principal sums it invests, it will ensure that robust 
due diligence procedures cover all external investment.  The Authority may invest its 
surplus funds with any of the counterparties in Table 3, subject to the cash and time 
limits shown. 
 
Table 3  Investment Counterparties and Maximum Time Limits 
 

Investment Type / Minimum 
Credit 

Rating (Note 1) 

Banks 
Unsecured 

(Note 2) 

Banks 
Secured 
(Note 3) 

Government 
(Note 4) 

UK Government n/a n/a £ Unlimited 
5 years 

National Governments Rated 
A- 

n/a n/a £3m each for 5 years 

UK Treasury Bills n/a n/a £13m in Total for 6 
months 

UK Local Authorities n/a n/a £5m each for 1 year  

Investment Rated A- £2m each for 
6 months 

£4m each for 
1 year 

n/a 

Investment Rated BBB+ £1m  for 1 month (£3m in 
Total) 

n/a 

UK Unrated Building 
Societies (Note 5) 

£1m each (maximum of £2m) for 3 months 

Money Market Funds (Note 
6) 

£2m per Fund (£16m in Total) 

Cash Plus Funds (Note 6) £6m per Fund (£20m in Total) 

Bond Funds (Note 6) £10m in Total 

Multi Asset Funds (Note 7) £2.5m per Fund (£5m in Total) 

Registered Providers 
(Preston area) (Note 8) 

£1m in Total for 5 years  

Any other organisation (Note 
9) 

£100k each for 5 years 



 
 
Notes to Table 3 
 
1.  Investment decisions will be made by reference to the lowest published long-
term credit rating from Fitch, Moody’s or Standard & Poor’s credit rating agencies. 
 
2.  Banks Unsecured includes accounts, deposits, certificates of deposit and 
unsecured bonds with banks and building societies.  These investments are subject 
to the risk of credit loss via a bail-in in the event that the bank fails. 
 
3.  Banks Secured includes 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.  The highest of the 
collateral credit rating and the counterparty credit rating will be used to determine 
the cash and time limits. 
 
4.  Government includes 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 as a contingency in the event of a financial crisis. 
 
5.  The Building Societies regulatory framework and insolvency regime means that in 
the unlikely event of a Building Society liquidation, the Authority’s deposits would be 
paid out in preference to retail depositors.  Most Building Societies do not have a 
credit rating, therefore, a credit analysis will be undertaken by Treasury Advisor’s 
Arlingclose which will determine a preferred list of Building Societies with whom to 
invest. 
 
6.  These Funds are shares in diversified investment vehicles which invest in any of 
the investment types above (Notes 2 to 4), plus equity shares and property.  These 
funds provide wide diversification, together with the services of a professional Fund 
Manager.  The Money Market Funds offer same-day liquidity and very low volatility 
and are used as an alternative to instant access bank accounts.  The Cash Plus and 
Bond Funds may be used for investments for a longer period and the value of these 
investments may change in line with market prices but offer enhanced returns over 
the longer term.  These funds have no defined maturity date but are available for 
withdrawal after a short notice period. 
 
7.  Multi-Asset Funds are similar to the funds outlined in Note 6 and invest in a 
combination of cash, bonds, equity and property to diversify risk and enhance 
return.  These funds will only be introduced and used following a review of the risks 
and rewards which would be first reported to the Cabinet Member of Resources.  
 



8.  These are longer term Loans or bonds that are secured or guaranteed on the 
assets of Registered Providers of Social Housing.  These bodies are highly regulated 
by the Homes and Communities Agency and are likely to receive government 
support if needed.  
 
9.  This is subject to an external credit assessment and specific advice from the 
Authority’s treasury management adviser. 
 
10.  Investments with institutions domiciled in foreign countries rated AA+ or higher 
will be limited to £2m per foreign country.  This limit does not apply to pooled funds 
(Money Market Funds, Cash Plus Funds, Bond Fund, and Multi Asset Funds) as these 
funds spread their investments over many countries in order to reduce risk. 

 
4.2 The Department of Communities and Local Government Guidance defines two types 

of investments – specified and non-specified investments.   Specified investments 
are: 

 

 denominated in pound sterling, 

 due to be repaid within 12 months of the 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” 

 
Any investment not meeting the definition of a specified investment is classed as 
non-specified.  The Council does not intend to make any investments denominated 
in foreign currencies and will not make any investments with low credit quality 
bodies, 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, ie. 
longer than 12 months and the limits are shown in Table 4. 
 
Table 4   Non-Specified Investment Limits 
 

Counterparty Cash limit 

Total long-term investments £8.3m 

Total investments (over 1 year) without credit 
ratings (includes Building Societies  and any 
other organisation) 

£7.1m  

 
 

4.3 To minimise counterparty risk, the City Treasurer (Section 151 Officer) has 
implemented additional internal treasury instructions which tighten the controls 
already in place for treasury activity and are over and above the approved 



investment strategy.  The current additional instructions are detailed below but 
these may be revised as and when economic and market conditions change:- 

 

 Unsecured investments to the money market and deposit accounts are 
restricted to 35 days 

 where the maturity of an investment falls on a weekend or Bank Holiday then 
the next working day after the weekend or Bank Holiday will apply 

 
4.4 The placing of residual overnight deposits with the Authority’s own bank does count 

against the counterparty limits.  If a deposit in the Authority’s own bank exceeds the 
counterparty limit for more than three working days (due to cash flow fluctuations), 
the decision will be referred to the Chief Financial Officer (Section 151 Officer) or 
Deputy Section 151 Officer for review. 

  
4.5 The Council uses long-term credit ratings from the three main rating agencies.  The 

lowest available credit rating is used to determine credit quality.  Credit ratings are 
monitored by the Council’s Treasury Advisors.  Where a credit rating agency 
announces that a counterparty of the Council is on review for a possible credit rating 
downgrade (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 until the 
outcome of the review is announced.  This policy will not apply to credit rating 
‘negative outlooks’ which indicate a long-term trend rather than an imminent 
change of credit rating. 
 

4.6   Credit ratings are not the only predictors of investment default.  Other information is 
also used to assess the credit quality of counterparties.  This information includes 
credit default swap prices, financial statements, potential government support and 
reports in the financial press.  This information is analysed by the Council’s treasury 
advisors and no investments will be made with an organisation if there are doubts 
about its credit quality, even though it may meet the credit rating criteria. 

 
4.7 The performance and suitability in meeting the Council’s investment objectives will 

be monitored and reported to the Cabinet Member for Resources in the Quarterly 
Treasury Management Report. 

 
4.8 Non-Treasury Investments – Although not classed as treasury management activities 

and therefore not covered by the CIPFA Code or the DCLG Guidance, the Council may 
also purchase property for investment purposes and may also make loans and 
investments for service purposes.  Such loans and investments will be subject to the 
Council’s normal approval process for revenue and capital expenditure and need not 
comply with this treasury management strategy. 

 
 
5. Treasury Management Indicators 

 
5.1 The Authority measures and manages its exposures to treasury management risks 

using the following indicators. 



 

 Security – the minimum long term rating for an investment counterparty is a 
rating of BBB+.  The historic risk of default of counterparties for a BBB+ rated 
institution is 0.19%. 

 

 Liquidity – the Authority will manage its cashflow so as not to go overdrawn.   
 

 Yield – the benchmark for returns on investments is the 7 day LIBID (London 
InterBank Bid Rate).  Actual investment returns are monitored against 
budget. 

 

 Limit for Investments over 364 days (Table 5) – This limit is set to ensure 
adequate liquidity of investments and is the maximum amount of funds the 
Council will invest longer term. 

 
 
Table 5  Limit on Investments over 364 days 

  

 2018/19 
Estimate 

£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

Limit for investments over 364 days  8.3 8.3 8.3 

 
 
5.2 There are a number of additional items that the Authority is obliged to include in the 

Treasury Management Strategy.  These are: 
 

 Policy on use of financial derivatives – the Council will only use 
financial derivatives (such as swaps, forwards, futures and options) 
where it can be clearly demonstrated to reduce the level of financial 
risks that the Council is exposed to.  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. 

 Investment training – the training needs of the treasury management 
staff are assessed annually as part of the appraisal process.  Treasury 
staff regularly attend training courses and seminars provided by 
Arlingclose and CIPFA and have achieved professional accountancy 
qualifications. 

 Investment advisors – the Council has appointed Arlingclose Limited 
as treasury management advisers and receives specific advice on 
investment, debt and capital finance issues. 

 Money borrowed in advance of need – the Council may borrow in 
advance of need, where this is expected to provide the best long-term 
value for money.  The total amount borrowed will not exceed the 
authorised borrowing limit. 

 



 
 

6.   Borrowing Strategy  
 

6.1 The Council currently has £17.3m of loans which fund previous years capital 
expenditure.  The forecast in Table 2 shows that the Council does not expect to 
externally borrow as the current borrowing strategy is to use internal cash resources 
in lieu of borrowing, i.e. internal borrowing, as this is more cost effective and 
reduces overall treasury risk.  However, this strategy will be reviewed if the outlook 
for borrowing rates indicates a significant risk of a rise in borrowing rates, with the 
outcome that external loans may be taken whilst borrowing rates are relatively 
cheap or if there is forecast to be an adverse impact on liquidity.   

 
6.2 The borrowing strategy is being closely monitored with regard to the outlook for 

interest rates.  In conjunction with advice from treasury advisor’s Arlingclose, the 
Council may act quickly if taking new borrowing in order to secure debt before an 
expected rise in interest rates.  This may mean that borrowing costs are incurred and 
the impact on revenue budgets will be reported in the next Financial Forecast 
Update.  The borrowing limits in Tables 6 to 8 have been set sufficiently high to allow 
the Council the flexibility to externally borrow to achieve the best long-term value 
for money if there is a significant risk of borrowing rates rising. 

 
6.3 Any decision to borrow in advance of need will be within approved Capital Financing 

Requirement estimates (Table 2), and will be considered carefully to ensure that 
value for money can be demonstrated and that the Council can ensure the security 
of such funds.  The total amount borrowed will not exceed the authorised borrowing 
limit of £28.9m (Table 6). 
 

6.4 In addition, the Council may borrow short-term loans to cover short-term cash flow 
shortages.  The approved sources of short-term and long-term borrowing are: 
 

 Public Works Loan Board and any successor body; 

 Any institution approved for investments; 

 Any other bank or building society authorised to operate in the UK; 

 UK public and private sector pension funds (except Lancashire County 
Pension Fund as it is the Authority’s own pension fund); 

 Capital market bond investors; and, 

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

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

 Operating and finance leases 

 Hire purchase 

 Sale and leaseback 
 



6.5 The Council may reschedule debt (i.e. replace existing loans with new loans or repay 
loans without replacement) where this is expected to lead to an overall cost saving 
or a reduction in risk. 

 

6.6 All decisions on borrowing will be reported to the Cabinet Member for Resources in 
the Quarterly Treasury Management Report. 
 

 
7. Prudential Indicators 
 
7.1 A further three prudential indicators detailed in Table 6 control the overall level of 

borrowing.  These prudential indicators are set by the Council itself.  The prudential 
indicators are: 

 

 Borrowing forecast 

 The Authorised Limit for External Debt 

 The Operational Boundary for External Debt 
 
 

Table 6  Operational Boundary and Authorised Limit for External Debt 
  

 2017/18 
Limit 
£m 

2018/19 
Estimate 

£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

Notes 

CFR 20.2 26.4 25.3  26.1  

Under Borrowing (Capital)  (2.9)   (9.1)   (8.0)   (13.8) 1 

Short-Term Borrowing  0   2.0  2.0   2.0  

Borrowing at 31st March 
 

17.3 19.3 19.3  14.3  

Operational Boundary  17.3 19.3 19.3  14.3 2 

Contingency    9.6   9.6   9.6    9.6 3 

Authorised Limit  26.9 28.9 28.9  23.9 4 

 
 
Notes to Table 6 
 
1. The Council is currently maintaining an under-borrowed position of £2.9m. 

This means that the capital borrowing need (the Capital Financing 
Requirement), has not been fully funded with debt as cash supporting the 
Council’s reserves, balances and cash flow has been used as a temporary 
measure. This strategy is prudent as investment returns are low and 
counterparty risk is high. This practice is in line with advice from the Council's 
treasury advisors Arlingclose. 

 
2.   Operational Boundary for External Debt – this is based on the expected 

maximum external debt during the course of the year.  It is not a limit and 



therefore may be exceeded on occasion.  The Operational Boundary reduces 
as the Council is due to repay debt of £5m in June 2019. 

 
3.   A contingency is required for unexpected cash movements, service delivery 

failure or debt rescheduling. 
 

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

 
7.2 The following indicators are set to manage interest rate risk and reduce the impact 

of an adverse movement in interest rates.   The indicators are: 
 

 Limit on fixed rate debt (Table 7) – this limit reflects the fact that the Council 
may wish to have all its borrowings at fixed rates.  Fixed rate borrowings are 
those where the rate of interest is fixed for at least 12 months, measured 
from the start of the financial year.  The limit allows sufficient headroom to 
borrow in advance of need if required (see paragraph 6.3)  
 

 Limit on variable rate debt (Table 7) – This limit will apply to short-term 
borrowing (less than 12 months) 
 

 Maturity structure of debt (Table 8) – this limit controls how much of the 
Council’s debt will mature within a certain time period.   

 
 
Table 7  Limits on Fixed and Variable Rate Debt 
 

 2018/19 
Estimate 

£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

Limits on fixed rate debt 28.9 28.9 23.9 

Limits on variable rate debt  5.0 5.0 5.0 

 
 
Table 8  Maturity Structure of Debt 2018/19 

 

 Lower Limit Upper Limit 

Under 12 months 0% 40% 

12 months to 2 years 0% 50% 

2 years to 5 years 0% 50% 

5 years to 10 years  0% 60% 

10 years and above 0% 100% 

 



No lower limit is set in order to allow flexibility when managing the debt portfolio in 
the current economic conditions.   

 
7.3 Prudential Indicators are also required to assess the affordability of capital 

investment plans.  These provide an indication of the impact of the capital 
investment plans on the Council’s finances.   

 
7.4 Table 9 sets out the actual and estimates of the Ratio of Financing Costs to the net 

revenue stream – This identifies the trend in the cost of capital (borrowing costs net 
of investment income) against the net revenue stream. 

 
 
 
 
 
 Table 9  Ratio of Financing Costs to Net Revenue Stream 
  

 2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

2020/21 
Estimate 

Ratio 6.8% 8.5% 10.4% 10.1% 

 
7.5 The estimates of financing costs includes existing commitments and the proposals in 

this budget report.  The ratio is rising due to an increase in the cost of debt 
repayment for capital expenditure (shown as Prudential Borrowing in the Capital 
Programme). 

 
7.6 Table 10 sets out the estimates of the incremental impact of capital investment 

decisions on the Council Tax.  This identifies the trend in revenue costs (interest and 
MRP) of approved Prudential Borrowing in the Capital Programme as at Quarter 3 
2017/18 (see Appendix G).     

 
Table 10 Incremental Impact of additional Capital Investment borrowing decisions 
on the Band D Council Tax 

 

  2018/19 
Estimate 

£ 

2019/20 
Estimate 

£ 

2020/21 
Estimate 

£ 

Cost of borrowing for Capital Expenditure 
already incurred 
  

Interest 20.89 16.79 15.73 

MRP 19.60 19.33 19.33 

Total 40.49 36.12 35.06 

     

Cost of borrowing for new Capital 
Expenditure (funded by Prudential 
Borrowing) as at Quarter 3 2017/18  

Interest 1.88 3.04 3.30 

MRP 2.42 15.89 16.07 

Total 4.30 18.93 19.37 

Total cost of borrowing included in Band D Calculations 44.79 55.05 54.43 



 
 

Appendix J 
 
Statement of Policy on the Minimum Revenue Provision  
 
1. Introduction 
 
1.1 When capital expenditure is financed by debt, the Council 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 the Minimum Revenue Provision (MRP).  The MRP 
charge is the means by which capital expenditure which has been funded by 
borrowing is paid for by council tax payers. 

 
1.2 Until 2007/08, the basis of the calculation for the MRP was specified in legislation.  

However, from 2007/08 onwards the statutory requirement is simply for local 
authorities to make a prudent level of provision, and the government has instead 
issued statutory guidance, which local authorities are required to ‘have regard to’ 
when setting a prudent level of MRP.  The guidance gives local authorities more 
freedom to determine what would be a prudent level of MRP. 

 
1.3 The statutory guidance recommends that local authorities draw up a statement of 

their policy on the MRP, for approval by full council in advance of the year to which it 
applies.   

 
2. MRP Policy 
 
2.1 Capital expenditure incurred before 1st April 2008 – MRP will be charged in equal 

instalments over a 50 year asset life.  The 50 year repayment period is considered a 
reasonable average assumption for the lives of the assets funded by this 
expenditure.  

  
2.2 Capital expenditure incurred after 31st March 2008 – the Council will charge MRP 

based on the expected life of the asset in equal annual instalments.  This method 
may be reviewed in the future and the option to charge MRP based on an Annuity 
asset life method may be taken if it is deemed to be prudent. 

 
2.3 For capital expenditure loans to third parties eg. Investment Strategy Fund in the 

Capital Programme, no MRP will be charged but the capital receipts generated by 
the annual repayments on the loans will be put aside to repay debt instead.  In years 
where there is no principal repayment, MRP will be charged in accordance with the 
MRP policy for the assets funded by the loan, including where appropriate, delaying 
MRP until the year after the assets become operational. 

 
2.4 Capital expenditure incurred during 2018/19 will not be subject to a MRP charge 

until 2019/20. 


