
Council Offices, 8 Station Road East, 
Oxted, Surrey RH8 0BT
customerservices@tandridge.gov.uk
Tel: 01883 722000, Dx: 39359 OXTED

To: MEMBERS OF THE TREASURY & INVESTMENT If calling please ask for:
SUB-COMMITTEE Vince Sharp 
Councillors Stead (Chairman) Botten, Compton, Elias  on 01883 732776

  and Jecks

c.c.  All Other Members of the Council  
26th February 2018

Dear Sir/Madam,

TREASURY & INVESTMENT SUB-COMMITTEE
TUESDAY, 6TH MARCH 2018 AT 11.00 A.M.

The Agenda for this meeting of the Sub-Committee to be held in the Jack Farrell Room,
Council Offices, Station Road East, Oxted is set out below.  If a Member of the Sub-
Committee is unable to attend the meeting, please notify the Committee Section accordingly.

Should Members require clarification about any item of business, they are urged to contact 
Officers before the meeting. In this respect, the reports contains authors’ names and contact 
details.

If a Member of the Council, not being a Member of the Sub-Committee, proposes to attend 
the meeting, please let the Committee Section know by no later than noon on the day of the 
meeting.

Yours faithfully,

Louise Round
Chief Executive

AGENDA 

1. APOLOGIES FOR ABSENCE (if any)

2. MINUTES OF THE MEETING HELD ON THE 11TH DECEMBER 2017 (page 3)

Continued …. 



3. DECLARATIONS OF INTEREST – All Members present are required to declare, at 
this point in the meeting or as soon as possible thereafter:

(i) any Disclosable Pecuniary Interests (DPIs) and / or

(ii) other interests arising under the Code of Conduct in respect of any item(s) of 
business being considered at the meeting. Anyone with a DPI must, unless a 
dispensation has been granted, withdraw from the meeting during 
consideration of the relevant item of business.  If in doubt, advice should be 
sought from the Monitoring Officer or his staff prior to the meeting.

4. PRESENTATION FROM FUND MANAGERS:

(i) UBS Asset Management (UK) 
(ii) Schroders

5. TREASURY MANAGEMENT UPDATE (page 9 and Appendices ‘A’ and ‘B’)

 
6. UPDATE ON CHANGES TO THE STATUTORY GUIDANCE ON INVESTMENTS 

AND MINIMUM REVENUE PROVISION (page  17 and Appendices ‘A’ to ‘C’)

7. TREASURY MANAGEMENT INVESTMENT STRATEGY 2018/19 (page 78 and
Appendix ‘A’)

8. ANY OTHER BUSINESS WHICH THE CHAIRMAN IS OF THE OPINION SHOULD 
BE CONSIDERED AT THE MEETING AS A MATTER OF URGENCY

To consider passing the following resolution:-

R E S O L V E D – that members of the press and public be excluded 
from the meeting for the following item of business under Section 100A
(4) of the Local Government Act 1972 (as amended) on the grounds 
that:

(i) it involves the likely disclosure of exempt information as defined 
in the paragraphs detailed below of Part 1 of Schedule 12A of 
the Act; and

(ii) for the item the public interest in maintaining the exemption
outweighs the public interest in disclosing the information.

Item No. Nature of Exempt  information

9 Paragraph 3

9. PROPERTY INVESTMENT UPDATE (page 92)
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TREASURY & INVESTMENT SUB-COMMITTEE

Minutes of the meeting of the Sub-Committee held in the Lyndsay Narcisi Room, 
Council Offices, Station Road East, Oxted on the 11th December 2017 at 2.00 p.m. 

PRESENT: Councillors Stead (Chairman), Botten, Elias and Jecks.  

APOLOGIES FOR ABSENCE: Councillor Compton.

ALSO PRESENT: Josh Snowden and David Wilson (Funding Circle).

1. MINUTES OF THE MEETING HELD ON THE 
13TH  OCTOBER 2017

These minutes were approved as a correct record.

2. GOVERNMENT CONSULTATION ON PROPOSED 
CHANGES TO THE PRUDENTIAL FRAMEWORK OF 
CAPITAL FINANCE    

The Sub-Committee considered a report about this consultation which focused on 
proposed changes to statutory guidance on Local Authority investments and 
Minimum Revenue Provision (MRP). The Government intended to bring property 
investment within the scope of the guidance and to ensure greater transparency by 
requiring Councils to prepare capital strategies and to disclose non-financial 
investments within their accounts. Other likely disclosure requirements included:  

the extent to which yields from property investments are being used to 
fund core services;

the degree of dependence on commercial income to deliver statutory 
services; and

instances of ‘borrowing to invest’ (i.e. ‘borrowing in advance of need’). 

Revised guidance was also proposed regarding MRP (a charge to the 
revenue budget to enable the repayment of debt). The prime objectives were 
to cap the length of ‘economic lives’ of assets to avoid the unreasonable 
deferment of revenue costs and to prevent Councils from changing MRP 
calculation methods for creative accounting purposes. The Surrey Treasurers’ 
Group would be preparing a co-ordinated response to the consultation in due 
course. 

Members believed that the thrust of the Government’s intended changes were 
reasonable and that the Council’s methodology for calculating MRP should be 
changed from the ‘asset life’ to the ‘annuity’ method in due course.    

R E S O L V E D – that the potential impact of changes to the 
Prudential Code be noted.

-3-



3. FUNDING CIRCLE PRESENTATION 

The Council had invested £2 million in Funding Circle which involved loans being 
given to small businesses, originally with credit ratings of A+ to C.  At the Sub-
Committee’s previous meeting, it was explained that this option was no longer 
available for automated loan allocations and that the Council was required to  choose 
between ‘balanced’ or ‘conservative’ approaches based on loan recipient credit 
ratings of ‘A+ to E’ or ‘A+ to A’ respectively. The Sub-Committee had chosen the 
conservative option (which restricted the rate of return to around 4.8%) pending 
consideration of a presentation from Funding Circle representatives. 

Josh Snowden and David Wilson duly delivered the above mentioned presentation 
which covered:

the process for validating loan applications, assessing credit worthiness 
and applying risk ratings; 

funding sources for the provision of loans;

the system of randomly allocating loans to eligible investors using Funding 
Circle’s ‘Autobid’ tool; 

the rationale for the new ‘balanced’ or ‘conservative’ automated lending 
options, including the ability to lend to a broader range of businesses; and

the scope for further expansion in Funding Circle’s business, driven by on-
going in-house technical innovation. 

Upon considering the information conveyed in the presentation, Members discussed 
the relative merits of the two lending options and concluded that the Council’s 
investment with Funding Circle should now be exposed to the ‘balanced approach’ of 
auto-lending to the full range of creditworthy businesses (A+ to E).  This would 
enable the Council to generate higher rates of return (around 7.5%) albeit by 
accepting greater levels of risk.   

R E S O L V E D – that:

A. the presentation be noted; and

B. the basis of the Council’s investment be switched to Funding 
Circle’s ‘balanced approach’. 
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4. PROPERTY INVESTMENT UPDATE

A report was submitted to update the Sub-Committee on property investment activity, 
including the acquisition of a Marks & Spencer retail unit in Maidstone by Gryllus 
Property Limited (the Council-owned property investment company). The purchase 
cost totalled £3,420,000 (inclusive of acquisition costs) with an estimated rental value 
of £225,000 per annum, generating a return on investment of 6.6%. This had been
resourced from the Property Investment Fund, financed by a Public Works Loan 
Board (PWLB) loan at 2.46% per annum. £46.6 million remained available within the 
Property Investment Fund for further acquisitions. 

The report also referred to the intention to purchase:

The Village Health Club, Caterham on the Hill. The Resources 
Committee had approved this on the 9th November 2017. The property 
was currently leased as a leisure facility by the Tandridge Leisure Trust.
Once acquired by the Council in the New Year, it would be let the 
successor organisation, Freedom Leisure, on a long leasehold tenancy. 
A sale price of around £939,000 had been agreed with the vendor. The 
estimated rental value was £75,000 per annum which would provide a 
return of 7.99% p.a. and would be funded from the Council’s Property 
Investment Fund. The Council had already secured PWLB finance for 
this investment at a rate of 2.38% per annum. 

Sainsbury’s retail unit, Cheam. A sale price of £2,225,000 had been 
agreed with the vendor. The estimated rental value was £143,400,
providing a 6.5% p.a. rate of return. Subject to ‘due diligence’ checks, a 
January 2018 completion date was anticipated. The property would be
purchased by Gryllus with a capital loan from the Property Investment 
Fund, again financed via the PWLB.

Several other potential property investments within the District were being 
evaluated as required by Financial Regulation 17. 

R E S O L V E D – that the current activity in relation to property investment 
be noted. 

5. TREASURY MANAGEMENT UPDATE 

The report for this agenda item included the summary of investments and borrowing 
as at 30th November 2017 (copy attached at Appendix ‘A’).  

The Sub-Committee was reminded that Gryllus Property Limited had made its first 
commercial property investment (Marks & Spencer, Maidstone) via the use of the 
Council’s short term cash flow. The Council had since funded the investment with a 
loan from the PWLB and the Council’s overall cash-flow position had been 
replenished. 

-5-



Furthermore, reference was made to the loans to be made to Freedom Leisure 
following its takeover of the Tandridge Leisure Trust  (as agreed by the Resources 
Committee on the 9th November) to enable the refurbishment and improvement of the 
Tandridge Leisure Pool, Oxted and de Stafford Leisure Centre, Caterham. The loans 
totalled £2,225,000 and had been funded by borrowing from the PWLB. Members 
were informed that these transactions did not represent draw-downs from the 
Property Investment or Development Funds. In respect of loans previously made by 
the Council to Tandridge Leisure, it was explained that Freedom had inherited the 
refurbishment loan liability of £101,250 and would repay the £140,000 short term 
liquidity facility loan

Finally, the report acknowledged the need to re-consider the policy for investing in 
Funding Circle. This matter was addressed as part of Item 3 above (Resolution B 
refers).  

        R E S O L V E D – that: 

A. the current level of treasury management performance be noted;

B. the replenishment of the Council’s cash flow position be noted 
following the refinancing of the loan to Gryllus to enable the 
acquisition of the Marks & Spencer retail outlet in Maidstone;

C. the impact of the agreement with Freedom Leisure upon treasury 
activities be noted; and 

D. the policy for the Funding Circle investment be as per Resolution 
B in Item 3 above (i.e. a switch to the ‘balanced approach’).

6. NEXT MEETING 

It was agreed that this should take place during the week beginning 5th March 2018 
and that managers of the UBS Multi-Asset Fund and Schroder’s Bond Fund be invited 
to attend.  

Rising: 4.15 p.m.
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APPENDIX ‘A’ APPENDIX ‘A’

Summary of investments and borrowing as at 30th November 2017

Investment Estimated 
Average 

Investment

£

Estimated 
Yield

%

Investment 
Amount     

at          
30/09/2017

£

Investment 
Amount     

at        
30/11/2017

£

Estimated 
Return    
2017/18    

at      
30/09/2017

£

Estimated 
Return    
2017/18    

at       
30/11/2017

£

Non - Specified  (Financial Investments)- Long Term (over 12 mths)
CCLA Property Fund 4,000,000 4.95 4,000,000 4,000,000 198,000 198,000
Schroders Bond Fund 3,000,000 4.40 3,000,000 3,000,000 132,000 132,000
UBS Multi Asset Fund 3,000,000 4.10 3,000,000 3,000,000 123,000 123,000
Funding Circle 2,000,000 5.90 2,000,000 2,000,000 140,000 118,000
CCLA Diversification Fund 2,000,000 3.00 2,000,000 2,000,000 60,000 60,000

Total Non-specified (Financial 
Investments)

14,000,000 14,000,000 14,000,000 653,000 631,000

Non - Specified (Non-Financial Investments)- Long Term (over 12 mths)

Gryllus Property Company 1,710,000 4.97 3,420,000 3,420,000 84,987 84,987
Tandridge Leisure Ltd- Refurbishment 
Loan

101,250 3.25 101,250 101,250 3,291 3,291

Tandridge Leisure Ltd- Loan Facility 60,000 8.05 190,000 140,000 4,830 4,830
Freedom Leisure- Loan (TLP) 338,071 5.50 0 1,356,000 0 18,594
Freedom Leisure- Loan (de Stafford) 216,655 7.58 0 869,000 0 16,422

Total Non-specified (Non-Financial 
Investments)

2,425,976 3,711,250 5,886,250 93,108 128,124

Total Non-Specified Investments 16,425,976 17,711,250 19,886,250 746,108 759,124

Specified Investments-Short Term (less than 12 mths)
Banks/Building Societies Deposits 4,500,000 0.48 4,000,000 7,000,000 21,600 21,600
Notice Accounts 4,000,000 0.45 5,000,000 4,998,130 18,000 18,000
Money Market Funds* 4,000,000 0.25 6,893,000 9,951,000 7,600 10,000

Total Specified Investments 12,500,000 15,893,000 21,949,130 47,200 49,600

Total 28,925,976 33,604,250 41,835,380 793,308 808,724
Current 2018/19 Budget 685,900 685,900

Over/(Under) Budget 107,408 122,824

* Previous estimated yield on Money Market funds was 0.19% at last report. Since then the Bank of England has 
increased the bank rate by 0.25% to 0.5%. The consequence of this is that overnight rates have increased by on 
average 6 basis points.
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Borrowing Estimated 
Average 

Borrowing

£

Interest

%

Loan 
Amount     

at          
30/09/2017

£

Loan  
Amount     

at        
30/11/2017

£

Estimated 
Cost      

2018/19    
at      

30/09/2017
£

Estimated 
Cost    

2018/19    
at       

30/11/2017
£

General Fund Borrowing
Gryllus-PWLB 1,710,000 2.46 0 3,420,000 0 42,066
Freedom Leisure-PWLB 835,137 2.45 2,225,000 0 20,461
Village Health Club 329,180 2.38 938,678 0 7,834

Total General Fund Borrowing 2,874,317 0 6,583,678 0 70,361

HRA Borrowing
Public Works Loan Board 61,139,000 2.65 61,139,000 61,139,000 1,620,184 1,620,184

Total HRA Borrowing 61,139,000 61,139,000 61,139,000 1,620,184 1,620,184

Market value of non-specified investments:

CCLA Property Fund £4,189,762

Schroders Bond Fund £2,982,887

UBS Milti-Asset Fund £3,003,919

CCLA Diversification Fund £1,982,564
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REPORT TO THE TREASURY & INVESTMENT SUB-COMMITTEE – 6th MARCH 2018

AGENDA ITEM 5

TREASURY MANAGEMENT UPDATE

Report of: Sue Hogg – Head of Finance & S151 Officer - 01883 732716
shogg@tandridge.gov.uk

Purpose of Report : To provide information for Members with an update on Treasury 
Management activity

Publication status: Unrestricted

Recommendation: That the following be noted:

A. the current level of investment performance;

B. the Council’s updated position in terms of Gryllus Property Limited;

C. progress with Freedom Leisure upon treasury activities, including 
the merger with Tandridge Trust;

D. the change to investment policy for Funding Circle;

E. the change in the Minimum Revenue Provision Policy to the 
annuity method.

Appendices Appendix ‘A’ - summary of investments and borrowing (page 14)

Appendix ‘B’ – MRP revised policy statement (page 16)

Background papers 
defined by the Local 
Government (Access to 
Information) Act 1985

None

1. Background

1.1 This report updates the Treasury and Investment Sub-Committee upon the latest 
transactions impacting upon the Council’s Treasury Management position.

2. Investments and Borrowing 

2.1 A summary of the Council’s Investments and Borrowing at the end of November is set out in 
Appendix ‘A’ (page 14). This provides a snapshot of the latest treasury position as at the 
31st December in comparison with that reported to the last meeting of the Sub-Committee.

2.2 This snapshot also shows the latest forecast of income from treasury activities for 2018/19, 
and incorporates the latest treasury activities. Overall this shows that investment 
performance is in line with the 2018/19 Budget, with a small surplus being forecast. 
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3 Investment commercial – update on Gryllus

3.1 The Resource Committee approved the creation of a Property Investment Fund of £50m on 
the 7th February 2017 to fund the acquisition of commercial properties funded by borrowing 
from the Public Works Loan Board (PWLB). The Resources Committee also approved a 
Development Fund of £20m on the 7th March 2017 to fund the development or re-
development of council owned sites within the Borough or the acquisition of sites for 
development and re-development within the Borough.

3.2 Gryllus Property Limited made its first commercial property investment of £3.420m during 
September 2017. The Council initially funded the long term investment in Gryllus of £3.420m,
through the use of the Council’s short term cash flow pending drawing down longer term 
funding from the Property Investment Fund. The Council has now funded this long term 
investment with a loan from Public Works Loan Board (PWLB) and the overall cash flow
position of the Council was replenished in November 2017.

3.3 The PWLB loan taken out to fund this investment was a maturity loan which matures and will 
require full repayment in financial year 2066/67. The Council will set aside Minimum 
Revenue Provision (MRP) to ensure sufficient funding is available at that time to pay down 
the loan to the PWLB. It should be noted that annual interest on this loan is fixed at 2.46% for 
the duration of the loan and will result in an annual interest charge of £84,132 per annum, 
which will be repaid to the PWLB over two instalments in March and September each year.

3.4 The Council’s Medium Term Financial Strategy (MTFS) provides (and has budgeted) for 
these costs as well as the income streams that will be generated from Gryllus Property 
Limited and be payable to the Council.

3.5 The Council is fast approaching financial year end and will be closing its accounts and 
providing them for external audit by 31 May 2018 this year, which is one month in advance of 
last year’s closure. The Council has appointed an external accountancy firm, Kreston Reeves 
(based in Horsham) to close the Gryllus company accounts in accordance with the various 
Company Acts and also carry out all of the year end requirements, such as tax calculations 
and declarations of dividends. Gryllus Property Limited has its financial year end aligned with 
the Council now and this will ensure a smooth transition for the consolidation of the Gryllus 
accounts with the Council’s own annual statement of accounts. The Council is required under 
the Local Government and Finance Act 1992 to prepare Group Accounts where it has 
companies that is wholly owns or which are subsidiaries.

3.6 It is anticipated that income streams will be provided by Gryllus Property Limited to the 
Council in the form of dividend distributions.

4 Merger of Tandridge Leisure with Freedom Leisure – update on investment income

4.1 The Board of Tandridge Leisure agreed in principle to merge with Freedom Leisure, a not for 
profit organisation which provides leisure facilities on behalf of a number of Councils in the 
south east. This was in response to the imminent end of Tandridge Leisure’s current lease of
facilities at De Stafford School, as the school is proposing to award the new lease to 
Freedom Leisure, which would have threatened the overall viability of the business. A report 
to Resources Committee on the 9th November agreed a number of recommendations in order 
to facilitate the merger to ensure the continuity of service and safeguard future leisure 
services for local residents.
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4.2 Resources Committee agreed the following:-

a loan be made Freedom Leisure in the sum of £1.356 million to enable the
refurbishment and improvement of the Tandridge Leisure Pool (TLP), to be repaid 
over a seven year period together with interest calculated at the rate of 5.5%;

a loan be made to Freedom Leisure in the sum of £0.869 million, to enable the 
refurbishment and improvement of the de Stafford Leisure Centre, to be repaid over 
a seven year period together with interest calculated at the rate of 7.58% and 
secured by way of a floating charge over Freedom Leisure’s current assets;

that the funding for the two loans above be drawn down from the PWLB;

that the existing refurbishment loan (currently standing at £101,250) between the 
Council and Tandridge Leisure be transferred to Freedom Leisure on the same 
terms as those enjoyed by Tandridge Leisure;

that the Council agrees to purchase the freehold of the Village Health Club, 
Caterham Barracks;

authorises the Council’s section 151 Officer to draw down the loan
required from the PWLB to purchase the Village Health Club, funded
from the Development Fund;

4.3 The Council has since drawn down a loan of £2.225 million from the PWLB to fund the two
capital loans granted to Freedom as set out above. Council’s have the power to grant capital 
loans where they are to be spent on expenditure which would qualify as capital expenditure if 
it was to have been incurred by the Council itself. The capital loans do not represent a draw 
down from the funds set aside for the Property Investment Fund or Development Fund.
These capital loans are also included in the capital strategy and programme for the Council 
and are also included in the Treasury Management Strategy that is also being presented to 
this Sub-Committee at its meeting on 6 March 2018. The loan drawn down from the PWLB is 
a fixed rate loan at 2.45% repayable on a maturity basis to cover the two separate loans 
made to Freedom Leisure over the seven year period.

4.4 Tandridge Leisure currently has two loans from the Council, a refurbishment loan and a 
liquidity loan. In respect of these Freedom Leisure has agreed to take over the existing 
refurbishment loan liability of £101,250 from Tandridge Leisure and repay the short term 
liquidity facility loan which originally stood at £150,000. This liquidity loan has been 
temporarily increased by £40,000 (so now stands at £190,000) in February 2018 as it is now 
anticipated that Freedom will commence the leisure operation in the Borough in March 2018. 
It should be noted that Freedom have agreed to underwrite the £40,000 additional liquidity 
loan and will reimburse the Council in full for the additional element of the liquidity loan.

4.5 As previously reported to the Sub-Committee, a loan of £0.939 million was drawn down in 
November 2017 from the PWLB to fund the acquisition of the Village Health Club, which is 
still under offer and completion is awaited. This property will be let to Freedom Leisure on 
commercial terms and the funding represents a call against the Development Fund. This loan 
again is a PWLB fixed rate loan based on a maturity loan repayable in 2067. The fixed low 
rate of interest secured for this loan with PWLB was 2.38% and is a fixed rate loan repayable 
on a maturity basis to the PWLB.
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4.6 The Sub-Committee is advised for reference that all PWLB loans are maturity loans and 
cannot be repaid early to the PWLB in either the first or last year to the PWLB. For years in-
between the first and last years, the loans can be repaid but there would be a debt
redemption penalty fee to pay back to the PWLB. The redemption penalty for each loan is 
calculated individually and it is not possible to give exemplifications of this on a one off basis.
It is possible to use capital receipts to repay debt redemption penalties.

5 Peer to Peer lending-Funding Circle

5.1 Tandridge currently has £2m lent out to small businesses through the Funding Circle 
platform. At the last meeting of this Sub-Committee on the 11 December 2018 it was agreed 
that the Council should now be exposed to the ‘balanced approach’ of auto-lending to the full 
range of creditworthy businesses (A+ to E).  This would enable the Council to generate 
higher rates of return (around 7.5%) albeit by accepting greater levels of risk.  

5.2 Funding Circle and Treasury Officers of the Council have updated systems and procedures 
to effect the above change in investment strategy.

5.3 Previously the Council had restricted its lending only to those businesses with a credit rating 
of A+ to C earning a return of around 7%, however changes to the platform by Funding Circle 
have made it difficult to exclude businesses with a credit rating of D and E without vetting 
every loan individually which is resource intensive. Therefore the only automatic 
arrangements available to the Council was to restrict to investment to a ‘conservative
approach’ (A+ to A) or take a ‘balanced approach’ (A+ to E). 

5.4 As noted previously, there are still press reports that peer to peer lending platforms are 
struggling to attract customers, this is due to the increased number of platforms, the fact that 
banks are increasingly developing their own technology and working more with small 
businesses and concerns around scams and identity theft. There are also forecasters who 
are predicting a possible recession around the corner, which would mean that small 
businesses may struggle and potentially be unable to repay the loans. 

5.5 All businesses applying to Funding Circle are assessed and only those deemed credit worthy 
are accepted onto the platform, the number of requests from businesses at the level that 
Tandridge invest in (businesses rated D-E) are considered low.

6.0 Minimum Revenue Policy (MRP) and statement

6.1 At its last meeting on 11 December 2017, the Sub-Committee considered the latest position 
on MHCLG consultation for MRP.

6.2 Whilst the final consultation is still being considered by the Council, the Sub-Committee, at its 
last meeting, specifically recommended that the Council methodology for calculating MRP 
should be changed from the Asset life straight line method to the Annuity basis. 

6.3 Members are advised that Resources Committee at its meeting on 6 February 2018 agreed 
the Council’s Prudential Indicators for 2018/19 and MRP policy and the Annuity method was 
agreed and will used in all MRP calculations for the Council’s borrowing strategy. It should 
also noted that the Council’s Treasury Management Strategy has been updated accordingly 
for this change in policy.

6.4 A copy of the revised MRP policy statement is shown at Appendix ‘B’ (page 16) for 
reference.
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7 Financial / Risk Implications

7.1 Whilst the current forecast is that the investment income budget is likely to be achieved, any 
changes to the current investments will impact the return.

7.2 With all high yielding investments there are increased risks, Tandridge manages these risks 
by continued diversification of its investments.

8 Legal Implications

8.1 The Council has the legal power to invest money for the prudent management of its financial 
affairs under section 12 of the Local Government Act 2003. This does not place any 
restrictions on the types of investment that the Council is permitted to make. However, the 
Council is required by section 15 of the Act to have regard to guidance issued by the 
Secretary of State and by CIPFA when exercising its investment powers. Both sets of 
guidance recommend that the Council approves an investment strategy each year, in which 
the management of financial risks is given a higher priority than the pursuit of higher rates of 
return. At any point within the year, the Council may review its strategy. It is therefore open to 
the Council to review the appropriate balance between risk and return.

------- end of report -------
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Appendix A
Summary of  Investments and Borrowing

Investment
Estimated 
Average 

Investment

Estimated 
Yield

 Investment 
Amount    

at        
31/12/2017

Estimated 
Return    
2017/18     

at      
30/09/2017

Estimated 
Return    
2017/18    

at       
30/11/2017

Estimated 
Return    
2017/18    

at       
31/12/2017

£ % £ £ £ £
Non - Specified  (Financial Investments)- Long 
Term (over 12 mths)
CCLA Property Fund * 4,000,000 4.95 4,000,000 198,000 198,000 201,000
Schroders Bond Fund * 3,000,000 4.40 3,000,000 132,000 132,000 124,000
UBS Multi Asset Fund * 3,000,000 4.10 3,000,000 123,000 123,000 121,000
Funding Circle 2,000,000 5.90 2,000,000 140,000 118,000 116,000
CCLA Diversification Fund * 2,000,000 3.00 2,000,000 60,000 60,000 61,000

Total Non-specified (Financial Investments) 14,000,000 14,000,000 653,000 631,000 623,000

Non - Specified (Non-Financial Investments)- 
Long Term (over 12 mths)
Gryllus Property Company 1,710,000 4.97 3,420,000 84,987 84,987 84,987

Tandridge Leisure Ltd- Refurbishment Loan (TTLC) 101,250 3.25 101,250 3,291 3,291 3,291

Tandridge Leisure Ltd- Loan Facility(TLRD) 60,000 8.05 190,000 4,830 4,830 7,460

Freedom Leisure- Loan (TLP) 338,071 5.50 1,356,000 0 18,594 9,846
Freedom Leisure- Loan (de Stafford) 216,655 7.58 869,000 0 16,422 8,470

Total Non-specified (Non-Financial 
Investments) 2,425,976 5,936,250 93,108 128,124 114,054

Total Non-Specified Investments 16,425,976 19,936,250 746,108 759,124 737,054

Specified Investments-Short Term (less than 12 
mths)
Banks/Building Societies Deposits 4,500,000 0.48 7,000,000 21,600 21,600 22,570
Notice Accounts 4,000,000 0.45 4,998,130 18,000 18,000 18,700
Money Market Funds* 4,000,000 0.25 9,951,000 7,600 10,000 14,850

Total Specified Investments 12,500,000 21,949,130 47,200 49,600 56,120

Total 28,925,976 41,885,380 793,308 808,724 793,174
Current 2018/19 Budget 685,900 685,900 685,900

Over/(Under) Budget 107,408 122,824 107,274

* Previous estimated yield on Money Market funds was 0.19% at last report. Since then the Bank of England has increased the bank 
rate by 0.25% to 0.5%. The consequence of this is that overnight rates have increased by on average  6  basis points.
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Summary of  Investments and Borrowing ( continued) Appendix A

Borrowing
Estimated 
Average 

Borrowing
Interest

Loan  
Amount    

at        
30/11/2017

Estimated 
Cost       

2018/19     
at      

30/09/2017

Estimated 
Cost    

2018/19    
at       

30/11/2017

Estimated 
Cost    

2018/19    
at       

31/12/2017
£ % £ £ £ £

General Fund Borrowing
Gryllus-PWLB 1,710,000 2.46 3,420,000 0 42,066 42,066
Freedom Leisure-PWLB 835,137 2.45 2,225,000 0 20,461 20,461
Village Health Club 329,180 2.38 938,678 0 7,834 7,834

Total General Fund Borrowing 2,874,317 6,583,678 0 70,361 70,361

HRA Borrowing
Public Works Loan Board 61,139,000 2.65 61,139,000 1,620,184 1,620,184 1,620,184

Total HRA Borrowing 61,139,000 61,139,000 1,620,184 1,620,184 1,620,184

Net Book 
Value

Valuation 
date

Estim 
Interest

Return to 
date

Return to 
date

Return % 
BV

CCLA Property Fund * 4,240,460 31/01/18 148,442 388,901 537,343 9.17%
Schroders Bond Fund * 2,932,765 31/01/18 77,481 10,246 87,727 0.35%
UBS Multi Asset Fund * 2,988,541 31/01/18 92,264 80,806 173,070 2.70%
CCLA Diversification Fund * 1,967,898 31/01/18 33,789 1,687 35,475 0.09%
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APPENDIX ‘B APPENDIX ‘B’
to Agenda Item 5 to Agenda Item 5

ANNUAL MINIMUM REVENUE PROVISION POLICY STATEMENT 2018/19

Where the Council 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 previous to 2017/18. The Local Government Act 2003 requires 
the Council 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 Council 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 Council expects that its Capital Financing Requirement will be a maximum of £24.236m 
at 31st March 2019 (General Fund only) and in line with the CLG Guidance it will therefore 
charge MRP on an asset life basis. This basis is subject to review and change in line with 
the Councils Treasury Management Strategy and approved Prudential Indicators which are 
revised annually. 

Capital expenditure incurred during 2018/19 will be fully subject to a MRP charge from 
2018/19 onwards. Capital expenditure incurred during 2019/20 will be subject to a MRP 
charge from 2020/21 onwards. This ensures that MRP is only charged to the full first 
operational year of the assets life.

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

For all unsupported borrowing (General Fund) the MRP Policy will be; Asset Life Annuity 
Method.

Under this method MRP will be based on the estimated life of the assets, in accordance 
with the regulations. This option provides for a reduction in the borrowing need over 
approximately the estimated assets life. 

There are two methods of calculating charges under this option; equal instalment method 
(equal payments over asset life) and the annuity method (gradually increases over asset 
life). 

Both methods allow costs to be spread over the full life of the asset.

The Council will utilise the annuity method.
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REPORT TO THE TREASURY & INVESTMENT SUB-COMMITTEE – 6TH MARCH 2018 –
AGENDA ITEM 6 

UPDATE ON CHANGES TO THE STATUTORY GUIDANCE ON 
INVESTMENTS AND MINIMUM REVENUE PROVISION

Report of: Sue Hogg – Head of Finance & S151 Officer - 01883 732716
shogg@tandridge.gov.uk

Purpose of Report : To update members on MHCLG final legislative changes to Statutory 
Guidance on Local Government Investments and Statutory Guidance 
on Minimum Revenue Provision

Publication status: Unrestricted

Recommendations: That, in accordance with its delegated powers, the Sub-Committee
resolves that:

A. the impact of the changes to the Prudential Code from 1st April 
2018 be noted; and

B. the Council’s capital strategy be revised as part of the mid-year 
review to take into account the new requirements.

Appendices: Appendix ‘A’: Statutory Guidance on Local Government Investments
(page 22)

Appendix ‘B’: Statutory Guidance on Minimum Revenue Provision
(page 38)

Appendix ‘C’: Summary of responses to the consultation (page 61)

Background papers 
defined by the Local 
Government (Access 
to Information) Act 
1985

None

1. Background

1.1. In November 2017, the Ministry of Housing, Communities and Local Government 
(MHCLG) published a consultation paper on proposed changes to the Prudential 
Code.  Following the end of the consultation period the final statutory guidance on 
Local Government investments and Minimum Revenue Provision (MRP) were 
published on 2nd February 2018.  The final guidance notes are attached at 
Appendices ‘A’ (page 22) and ‘B’ (page 38) and the Government’s response to the 
consultation is attached at Appendix ‘C’ (page 61).
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2. Statutory Guidance on Local Authority Investments

2.1 The revised investment guidance comes into effect from 1st April 2018 but the Ministry 
of Housing, Communities and Local Government (MHCLG) have acknowledged that 
the budget process for many Local Authorities is already complete for 2018/19 and 
therefore it is not possible (or cost effective) to retrospectively include the additional 
disclosures or policy changes before the start of the new financial year.  All of the new 
requirements must therefore be addressed in the first full strategy presented after 1st

April 2018.

2.2 The intent of the revised strategy is to address risks surrounding non-treasury related 
investments, the guidance sets out definitions of investments, controls on borrowing 
and a framework for risk management.

2.3 The definition of what is classed as an investment has been amended to include all of 
the financial and non-financial assets an Authority holds primarily to generate a 
financial return.  It also covers loans made to wholly owned companies, joint ventures 
or third parties.  This means the revised investment strategy will need to include all of 
these items before any of these transactions can be carried out in the future.

2.4 The CIPFA prudential code requires authorities to prepare a capital strategy; the new 
guidance requires an investment strategy which can be incorporated within the capital 
strategy alongside the treasury management strategy statement and MRP policy.  
These documents must be made publically available on the website.

2.5 There is now a requirement to disclose the contribution that non-financial investments 
make towards service delivery objectives and/or place making role of a local authority.

2.6 There are a number of new qualitative indicators that will need to be included in the 
investment strategy that will assess the total risk exposure arising from investment 
decisions, the suggested indicators are detailed below:

Debt to net service ratio
Commercial income to net service ratio
Investment cover ratio
Loan to value ratio
Benchmarking of returns

2.7 Prudent investment policies have two underlying objectives, security to protect from 
loss in value and liquidity to ensure funds are available when expenditure is needed.  
Security, liquidity and yield in that order of importance apply to treasury management 
activities.  Where other types of investments are used, there will need to be 
consideration of the balance between security, liquidity and yield and a policy 
statement included in the investment strategy.  Loans are still permitted providing the 
strategy the following issues are addressed:

Exposure
Expected credit loss model
Credit control
Member approved limits for total loans provided.
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2.8 Where a local authority hold a non-financial investment it will normally have a physical 
asset that can be realised to recoup the capital invested.  This asset should be valued 
using the fair value model and if there is any loss recorded against an asset this will 
need to be reflected in the strategy alongside details of any mitigating actions to 
protect the capital invested and any revenue consequences of this.

2.9 The guidance on risk assessment has been strengthened.  Local authorities will now 
be required to disclose their approach to assessing risk in the strategy.  This will 
include:

How the market has been assessed
How external treasury/property investment advisors have been used
How the quality of advice is monitored
The extent to any risk assessment is based on credit ratings
How frequently credit ratings are monitored and actions taken on any changes
Other sources of information used to assess risk.

2.10 Under previous arrangements property purchases and the provision of financial 
assistance to third parties would have been dealt with as capital expenditure, the 
existing controls on borrowing to support an increase in the capital financing 
requirement  would have been incorporated into prudential indicators, treasury 
management strategy statement and MRP policy. It is unclear from the latest 
guidance how the classification of these as non-financial investments will impact on 
future decision making.

2.11 Where a local authority uses profit from investments to support their annual revenue 
budget, the strategy needs to detail the extent of this and the contingency plan should 
it fail to achieve the expected net profit.

2.12 The statutory guidance states that authorities must not borrow in advance of need 
purely to generate a profit.  The investment guidance requires local authorities who 
have done this to explain in their strategy why they have disregarded statutory 
guidance and to explain their policies in investing the money borrowed including 
management of the risks. What has changed here is the classification of expenditure 
as an investment and a statement in the guidance which says that you should not 
borrow to support activity purely to generate a profit.

2.13 The strategy should disclose steps taken to ensure statutory officers and Councillors 
have appropriate capacity, skills and information to:

Take informed decisions on specific investments
Assess investments against objectives and risk
Understand how all decisions impact on the overall risk exposure of the local 
authority

MHCLG have expanded the definition of investments, which will mean training will 
need to be offered on Non-treasury investment, loans and treasury investment.

3. Statutory Guidance on MRP

3.1 Local Authorities are required to set aside funds from their revenue budget each year 
to enable the repayment of debt. The statutory guidance has introduced the 
requirement to charge MRP over the period that the capital expenditure provides a 
benefit.
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3.2 The MHCLG has specified 4 options for charging MRP to the revenue account:

Regulatory method (formulaic calculation based on previous regulations)
CFR Method (4% of the CFR at the end of the preceding financial year)
Asset Life Method (either in equal instalments or based on the annuity method)
Depreciation Method (equal to the level of depreciation)

3.3 Changing the method is permitted but this should not result in a reduced MRP charge 
to the revenue account.

3.4 MHCLG has also proposed a maximum economic life of 50 years for all assets.

3.5 Members should note that the Resources Committee at its meeting on 6 February 
2018 agreed to use the Asset Life – Annuity Method for 2018/19 onwards based on 
the recommendation of the Treasury & Investment Sub-Committee at its meeting on 
11 December 2018.

4. Conclusions

4.1 The statutory guidance on investments places additional disclosure requirements on 
local authorities and widens the definition on investments to include non-financial 
investments.

4.2 The widening of the definition of investments to include investment in commercial 
property and loans to third parties means that these types of investment that are 
undertaken purely to generate a profit will be classed as borrowing in advance of need.

4.3 There remains some uncertainty over how some of the guidance will be implemented 
and the powers that local authorities will be using to make investments in the future.
The Surrey Treasurers’ Group, amongst other bodies including CIPFA will be sharing 
views and taking advice to determine the best way forward for all Surrey Districts and
further updates will be made to the Sub-Committee as clarity emerges on how best to 
apply the new guidance.

4.4 The capital strategy will also need to be developed once the position is clearer.  This 
will be completed in time for the mid-year review of the strategy. It is important that the 
Capital Strategy is developed in parallel with the adoption of new guidance.

4.5 The Council’s MRP policy is in line with the new statutory guidance and uses the 
annuity method for calculating the annual charge to the revenue account.  There are 
therefore no changes needed as a result of the new guidance.

5. Financial / risk Implications

5.1 With all investments there are risks.  Tandridge manages these risks by continued 
diversification of its investments.  There will be additional disclosure requirements 
required as a result of this new statutory guidance that will be built into a revised 
capital strategy during 2018/19.  Interest rate risks in relation to property investments 
are managed by borrowing over a period commensurate with the life of the asset.

5.2 The Council has already approved it’s 2018/19 budget and therefore any changes 
resulting from this guidance will have to be adopted as part of any new Treasury 
Management Strategy formulated after 1 April 2018.

-20-



6. Legal Implications

6.1 The Council has the legal power to invest money for the prudent management of its 
financial affairs under Section 12 of the Local Government Act 2003. This does not 
place any restriction on the types of investment that the Council is permitted to make. 
However, the Council is required by Section 15 of the Act ot have regard to guidance 
issued by the Secretary of State and by CIPFA when exercising its investment powers. 
Both sets of guidance recommend that Council approves an investment strategy each 
year, in which the management of financial risks is given a higher priority than the 
pursuit of higher rates of return. At any point within the year, the Council may review its 
strategy. It is therefore open to the Council to review the appropriate balance between 
risk and return.

---------- end of report ----------
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STATUTORY GUIDANCE ON LOCAL GOVERNMENT INVESTMENTS 

(3rd Edition) 

Issued under section 15(1)(a) of the Local Government Act 2003 and effective 
for financial years commencing on or after 1 April 2018 

POWER UNDER WHICH THE GUIDANCE IS ISSUED 

1. The following Guidance is issued by the Secretary of State under section 15(1)(a) 
of the Local Government Act 2003.  Under that section local authorities are 
required to “have regard” to “such guidance as the Secretary of State may issue”. 

DEFINITION OF TERMS 

2. In this guidance the 2003 Act means the Local Government Act 2003. 
 

3. Local authority has the meaning given in section 23 of the 2003 Act.  To the 
extent that this guidance applies to parish councils and charter trustees (see 
paragraph 11) a reference to a local authority includes those councils and 
trustees. 
 

4. The definition of an investment covers all of the financial assets of a local 
authority as well as other non-financial assets that the organisation holds 
primarily or partially to generate a profit; for example, investment property 
portfolios.  This may therefore include investments that are not managed as part 
of normal treasury management processes or under treasury management 
delegations.   
 

5. For the avoidance of doubt, the definition of an investment also covers loans 
made by a local authority to one of its wholly-owned companies or associates, to 
a joint venture, or to a third party.  The term does not include pension funds or 
trust fund investments, which are subject to separate regulatory regimes and 
therefore are not covered by this guidance. 

 
6. A credit rating agency is one of the following three companies: 

 Standard and Poor’s; 
 Moody’s Investors Service Ltd; and 
 Fitch Ratings Ltd. 

 
7. For the purposes of this guidance a loan is a written or oral agreement where a 

local authority temporarily transfers cash to a third party, joint venture, subsidiary 
or associate who promises to return it according to the terms of the agreement, 
normally with interest.  This definition does not include a loan to another local 
authority, which is classified as a specified investment. 
 

APPENDIX ‘A’    
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8. The Treasury Management Code means the statutory code of practice issued 

by CIPFA: “Treasury Management in the Public Services: Code of Practice and 
Cross-Sectoral Guidance Notes, 2017 Edition”. 
 

9. The Prudential Code means the statutory code of practice, issued by CIPFA: 
“The Prudential Code for Capital Finance in Local Authorities, 2017 Edition”. 
 

10. The Capital Strategy is the strategy required by the updates to the Prudential 
Code and Treasury Management Code. 

APPLICATION 

Effective date 

11. This guidance applies for financial years commencing on or after 1 April 2018.  It 
supersedes all previous editions of the Statutory Guidance on Local Authority 
Investments. 
   

12. Strategies presented to Council or equivalent before 1 April 2018 but relating to 
2018-19 and future financial years do not need to include all of the additional 
disclosures required by this edition of the guidance should it not prove practical or 
cost effective to do so.  If a local authority chooses not to include the new 
disclosures in its 2018-19 Strategy, it must include the disclosures in full in the 
first Strategy presented to full Council or equivalent after 1 April 2018. 

Local authorities 

13. This guidance applies to all local authorities in England. 
 

14. This guidance applies to parish councils and charter trustees, providing their total 
investments exceed or are expected to exceed £100,000 at any time during the 
financial year.  Where a parish council or charter trustee expects its total 
investments to be between £10,000 and £100,000, it is encouraged to adopt the 
principles in this guidance. 

KEY PRINCIPLES 

Transparency and democratic accountability 

15. For each financial year, a local authority should prepare at least one Investment 
Strategy (“the Strategy”).  The Strategy should contain the disclosures and 
reporting requirements specified in this guidance. 
 

16. The Strategy should be approved by the full council.  For authorities without a full 
Council, the Strategy should be approved at the closest equivalent level.  The 
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Secretary of State recommends that the Strategy should be presented for 
approval prior to the start of the financial year. 
 

17. Where a local authority proposes to make a material change to its Strategy 
during the year a revised Strategy should be presented to full council or 
equivalent for approval before the change is implemented. 
 

18. The Strategy should be publicly available on a local authority’s website.  Where a 
parish council or charter trustee does not maintain its own website, they should 
post a public notice detailing how local residents can obtain a copy of the 
Strategy, free of charge. 
 

19. Where a local authority prepares a Capital Strategy in line with the requirements 
of the Prudential Code, a Treasury Management Strategy in line with the 
requirements of the Treasury Management Code, or any other publicly available 
document, the disclosures required to be included in the Strategy can be 
published in those documents instead of in the Strategy. 
 

Contribution 

20. Investments made by local authorities can be classified into one of two main 
categories: 

 Investments held for treasury management purposes; and 
 Other investments. 

 
21. Where local authorities hold treasury management investments, they should 

apply the principles set out in the Treasury Management Code.  They should 
disclose that the contribution that these investments make to the objectives of the 
local authority is to support effective treasury management activities.  The only 
other element of this Guidance that applies to treasury management investments 
is the requirement to prioritise Security, Liquidity and Yield in that order of 
importance. 
 

22. Local authorities should disclose the contribution that all other investments make 
towards the service delivery objectives and/or place making role of that local 
authority.  It is for each local authority to define the types of contribution that 
investments can make and a single investment can make more than one type of 
contribution. 

Use of indicators 

23. The Strategy should include quantitative indicators that allow Councillors and the 
public to assess a local authority’s total risk exposure as a result of its investment 
decisions.  This should include how investments are funded and the rate of return 
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received.  Where investment decisions are funded by borrowing the indicators 
used should reflect the additional debt servicing costs taken on. 
 

24. Local authorities should consider the most appropriate indicators to use, given 
their risk appetite and capital and investment strategies. Whilst this guidance 
does not prescribe specific indicators or thresholds, the indicators used should be 
consistent from year to year and should be presented in a way that allows elected 
members and the general public to understand a local authorities’ total risk 
exposure from treasury management and other types of investment. 
 

25. Where a local authority has entered into a long term investment or has taken out 
long term debt to finance an investment the indicators used should allow 
Councillors and the general public to assess the risks and opportunities of the 
investment over both its payback period and over the repayment period of any 
debt taken out. 

Security, Liquidity and Yield 

26. A prudent investment policy will have two underlying objectives: 
 Security – protecting the capital sum invested from loss; and 
 Liquidity – ensuring the funds invested are available for expenditure when 

needed. 
 

27. The generation of yield is distinct from these prudential objectives.  However, this 
does not mean that local authorities are recommended to ignore potential 
revenues.  Once proper levels of security and liquidity are determined, it will then 
be reasonable to consider what yield can be obtained consistent with these 
priorities. 
 

28. When entering into treasury management investments, local authorities should 
consider security, liquidity and yield in that order of importance. 
 

29. When entering into other types of investments local authorities should consider 
the balance between security, liquidity and yield based on their risk appetite and 
the contribution(s) of that investment activity.   

Security  

Financial Investments 

30. Financial investments can fall into one of three categories: 
 Specified investments; 
 Loans; and 
 Other Non-specified investments. 

Specified Investments 
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31. An investment is a specified investment if all of the following apply: 
 The investment is denominated in sterling and any payments or 

repayments in the respect of the investment are payable only in sterling. 
 The investment is not a long term investment.  This means that the local 

authority has contractual right to repayment within 12 months, either 
because that is the expiry term of the investment or through a non-
conditional option. 

 The making of the investment is not defined as capital expenditure by 
virtue of Regulation 25(1)(d) of the Local Authorities (Capital Finance and 
Accounting) (England) Regulations 2003 [as amended]. 

 The investment is made with a body or in an investment scheme described 
as high quality (see paragraph 33 or with one of the following bodies: 

i. The United Kingdom Government;  
ii. A local authority in England or Wales (as defined in section 23 of 

the 2003 Act) or a similar body in Scotland or Northern Ireland; or 
iii. A parish council or community council. 

 
32. For the purposes of paragraph 32 the Strategy should define high credit quality.  

Where this definition incorporates ratings provided by credit rating agencies 
paragraph 42 is relevant. 

Loans 

33. A local authority may choose to make loans to local enterprises, local charities, 
wholly owned companies and joint ventures as part of a wider strategy for local 
economic growth even though those loans may not all be seen as prudent if 
adopting a narrow definition of prioritising security and liquidity. 
 

34. Local authorities can make such loans whilst continuing to have regard to this 
guidance if they can demonstrate in their Strategy that: 

 Total financial exposure to these type of loans is proportionate; 
 They have used an allowed “expected credit loss” model for loans and 

receivables as set out in International Financial Reporting Standard (IFRS) 
9 Financial Instruments as adopted by proper practices to measure the 
credit risk of their loan portfolio;  

 They have appropriate credit control arrangements to recover overdue 
repayments in place; and 

 The local authority has formally agreed the total level of loans by type that 
it is willing to make and their total loan book is within their self-assessed 
limit. 

 

Non-specified investments 
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35. A non-specified investment is any financial investment that is not a loan and does 
not meet the criteria to be treated as a specified investment. 
 

36. For non-specified investments (i.e. those not meeting the criteria in paragraph 
31), the Strategy should: 

 Set out procedures for determining which categories of investments may 
be prudently used (and where these procedures involve the use of credit 
ratings, paragraph 32 is relevant). 

 Identify which categories of investments have been defined as suitable for 
use. 

 State the upper limits for the maximum amounts both individually and 
cumulatively that may be held in each identified category and for the 
overall amount held in non-specified investments and confirm that 
investments made have remained within those limits. 

Non-financial investments 

37. As defined in paragraph 4 of this guidance non-financial investments are non-
financial assets that the organisation holds primarily or partially to generate a 
profit.  Where a local authority holds a non-financial investment, it will normally 
have a physical asset that can be realised to recoup the capital invested.  Local 
authorities should consider whether the asset retains sufficient value to provide 
security of investment using the fair value model in International Accounting 
Standard 40: Investment Property as adapted by proper practices. 
 

38. Where the fair value of non-financial investments is sufficient to provide security 
against loss, the Strategy should include a statement that a fair value 
assessment has been made within the past twelve months, and that the 
underlying assets provide security for capital investment. 
 

39. Where the fair value of non-financial investments is no longer sufficient to provide 
security against loss, the Strategy should provide detail of the mitigating actions 
that the local authority is taking or proposes to take to protect the capital 
invested. 
 

40. Where a local authority recognises a loss in the fair value of a non-financial 
investment as part of the year end accounts preparation and audit process, an 
updated Strategy should be presented to full council detailing the impact of the 
loss on the security of investments and any revenue consequences arising 
therefrom. 

Risk Assessment 

41. The Strategy should state the local authority’s approach to assessing risk of loss 
before entering into and whilst holding an investment, making clear in particular: 
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 How it has assessed the market that it is/will be competing in, the nature 
and level of competition, how it thinks that the market/customer needs will 
evolve over time, barriers to entry and exit and any ongoing investment 
requirements. 

 Whether and, if so how, a local authority uses external advisors be they 
treasury management advisors, property investment advisors or any other 
relevant persons. 

 How the local authority monitors and maintains the quality of advice 
provided by external advisors. 

 To what extent, if at all, any risk assessment is based on credit ratings 
issued by credit ratings agencies. 

 Where credit ratings are used, how frequently they are monitored and the 
procedures for taking action if credit ratings change. 

 What other sources of information are used to assess and monitor risk.  

Liquidity 

42. For financial investments that are not treasury management investments or loans 
the Strategy should set out the procedures for determining the maximum periods 
for which funds may prudently be committed and state what those maximum 
periods are and how the local authority will stay within its stated investment limits. 
 

43. For non-financial investments the Strategy should set out the procedures for 
ensuring that the funds can be accessed when they are needed, for example to 
repay capital borrowed.  It should also state the local authority’s view of the 
liquidity of the investments that it holds, recognising that assets can take a 
considerable period to sell in certain market conditions.  Where local authorities 
hold non-financial investment portfolios they can choose to assess liquidity by 
class of asset or at a portfolio level if appropriate. 

Proportionality 

44. Where a local authority is or plans to become dependent on profit generating 
investment activity to achieve a balanced revenue budget, the Strategy should 
detail the extent to which funding expenditure to meet the service delivery 
objectives and/or place making role of that local authority is dependent on 
achieving the expected net profit.  In addition, the Strategy should detail the local 
authority’s contingency plans should it fail to achieve the expected net profit.   

 
45. The assessment of dependence on profit generating investments and borrowing 

capacity allocated to funding these should be disclosed as a minimum over the 
life-cycle of the Medium Term Financial Plan.  However, an assessment of longer 
term risks and opportunities is recommended. 

Borrowing in advance of need 
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46. Authorities must not borrow more than or in advance of their needs purely in 
order to profit from the investment of the extra sums borrowed.  
 

47. Where a local authority chooses to disregard the Prudential Code and this 
Guidance and borrows or has borrowed purely to profit from the investment of the 
extra sums borrowed the Strategy should explain: 

 Why the local authority has decided not to have regard to this Guidance or 
to the Prudential Code in this instance; and 

 The local authority’s policies in investing the money borrowed, including 
management of the risks, for example, of not achieving the desired profit 
or borrowing costs increasing. 

Capacity, skills and culture 

48. The Strategy should disclose the steps taken to ensure that those elected 
members and statutory officers involved in the investments decision making 
process have appropriate capacity, skills and information to enable them to take 
informed decisions as to whether to enter into a specific investment, to assess 
individual assessments in the context of the strategic objectives and risk profile of 
the local authority and to enable them to understand how the quantum of these 
decisions have changed the overall risk exposure of the local authority.   
 

49. The Strategy should disclose the steps taken to ensure that those negotiating 
commercial deals are aware of the core principles of the prudential framework 
and of the regulatory regime within which local authorities operate. 
 

50. Where appropriate the Strategy should comment on the corporate governance 
arrangements that have been put in place to ensure accountability, responsibility 
and authority for decision making on investment activities within the context of the 
local authority’s corporate values.   
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ANNEX A – INFORMAL COMMENTARY ON THE STATUTORY GUIDANCE ON 
LOCAL GOVERNMENT INVESTMENTS 

 

Power under which this Guidance is issued [paragraph 1] 

1. The Local Government Act 2003, section 15(1), requires a local authority "…to 
have regard (a) to such guidance as the Secretary of State may issue, and (b) to 
such other guidance as the Secretary of State may by regulations specify…".  
 

2. The guidance on investments in the main part of this document is issued under 
section 15(1) of the 2003 Act and authorities are therefore required to have 
regard to it.  This part (Annex A) contains an informal commentary (“the 
commentary”) on the Statutory Guidance.  
 

3. Two codes of practice issued by the Chartered Institute of Public Finance and 
Accountancy (CIPFA) contain investment guidance which complements the 
MHCLG guidance. These publications are:  
 Treasury Management in the Public Services: Code of Practice and Cross-

Sectoral Guidance Notes  
 The Prudential Code for Capital Finance in Local Authorities  

 
4. Local authorities are required to have regard to the current editions of the CIPFA 

codes by regulations 2 and 24 of the Local Authorities (Capital Finance and 
Accounting) (England) Regulations 2003 [SI 3146] as amended. 

Objectives in updating the Guidance 

5. The 2nd edition of this Guidance, which was issued in 2010, reflected concerns 
raised by the CLG and Treasury Select committees as part of their enquiries into 
the financial crash of 2007-8.  The key areas of focus were: 

 The practice of investing for yield, especially in Icelandic Banks;  
 The need for transparent investment strategies; and  
 The use of Treasury Management advisors. 

 
6. The changes made to the 3rd edition of this Guidance reflect changes in patterns 

of local authority behaviour.  Some local authorities are investing in non-financial 
assets, with the primary aim of generating profit.  Others are entering into very 
long term investments or providing loans to local enterprises or third sector 
entities as part of regeneration or economic growth projects that are in line with 
their wider role for regeneration and place making. 
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7. In addition, the National Audit Office and the Public Accounts Committee have 
raised a number of concerns about local authority behaviour that this guidance 
aims to address.  These are: 

 
 Local authorities are exposing themselves to too much financial risk 

through borrowing and investment decisions; 
 There is not enough transparency to understand the exposure that local 

authorities have as a result of borrowing and investment decisions; and 
 Members do not always have sufficient expertise to understand the 

complex transactions that they have ultimate responsibility for approving. 
 

Effective Date [paragraphs 11-12] 
 
8. This Guidance applies from 1 April 2018.  It supersedes all previous editions of 

the Guidance.   
 

9. The Guidance requires local authorities to produce a number of additional 
disclosures.  Many local authorities already produce these as part of internal 
reporting and risk management procedures.  However, if these disclosures are 
not currently produced, then local authorities do not need to prepare them in full 
for Strategies presented to full Council or equivalent before 1 April 2018.  Those 
local authorities who do not include the required disclosures in their 2018-19 
strategies, should present them for approval the first time the relevant Strategy is 
updated or superseded. 

Local Authorities [paragraphs 12-13] 

10. This Guidance applies to all local authorities, who hold or during the next financial 
year intend to hold financial or non-financial investments, solely or in part to 
generate revenue income.   
 

11. It applies to parish councils whose investments exceed the thresholds set out in 
paragraph 14.  The decision to lower the financial threshold for parish councils 
has been taken in recognition that some parishes have begun to engage in 
commercial ventures.  As parish councils tend to be fairly small and to obtain a 
greater percentage of their funding directly from council tax payers than other 
types of local authority, it is right that they demonstrate that they have carefully 
considered the expertise that they need to manage the risks arising from their 
strategy. 

Transparency and democratic accountability [paragraphs 15-19] 

12. The Government believes that local authorities need to be better at explaining 
“why” not just “what” they are doing with their investment activity.  That means 
that the sector needs to demonstrate more transparency and openness and to 
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make it easier for informed observers to understand how good governance and 
democratic accountability have been exercised. 

 

13. The additional disclosures required by the Guidance should be included in a 
single document presented to full Council or the equivalent.  Although the 
Guidance refers to an Investment Strategy, providing that all of the disclosures 
are easy for interested parties to find and are in or linked from a single document, 
a separate Strategy does not need to be prepared.  The Strategy should be 
updated at least annually. 
 

14. Subject to the provisions in paragraph 35 and 36 of the commentary, local 
authorities can exclude specific non-financial investments from the required 
disclosures on grounds of commercial confidentiality.  The Government expects 
that non-disclosure on grounds of commercial confidentiality will be an 
exceptional circumstance.  A local authority should only determine that it would 
breach commercial confidentiality to include an investment in the disclosures on 
receipt of appropriate professional advice, using the same criteria as would be 
used to exclude the public from a Council meeting.  Local authorities should 
reassess whether the commercial confidentiality test is met every time a new 
Strategy is presented to full Council or the equivalent. 
 

15. Under Regulation 17 of the The Local Authorities (Executive Arrangements) 
(Meetings and Access to Information) (England) Regulations 2012 as amended 
overview and scrutiny committee members have right of access to any 
confidential information relating to any decision by any committee or any member 
of the executive of their council.  Nothing in this Guidance has the power to 
override this regulation. 
 

16. Assets that generate revenue income solely through fees and charges for 
discretionary services levied under Section 93 of the Local Government Act 2003 
should not be classified as non-financial investments for this purpose. 
 

17. If disclosures are already produced in another document that is publicly available 
then a local authority can provide a link to the disclosures from the Strategy 
rather than reproducing them.  The exception is disclosures contained in the 
Statutory Accounts, which do not meet the requirements of this Strategy.  This is 
because local authority statutory accounts can be complex and difficult for users 
who are not familiar with local government accounting to understand and 
statutory accounts are prepared to a higher level of materiality than local 
authorities should use for internal risk management. 
 

Contribution [paragraphs 20-22] 

18. Local authorities may have several different objectives, when deciding to acquire 
an asset.  If an asset is not solely held for yield, then a local authority may have a 
different risk appetite or be willing to accept a lower return than it otherwise 
would. 
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19. Each local authority should determine how it categorises different types of 
contribution, and each investment can have more than one type of contribution.  
A non-exhaustive list of types of contribution include: 

 Yield/profit 
 Regeneration 
 Economic benefit/business rates growth 
 Responding to local market failure 
 Treasury management 

 
20. Where a local authority classifies an investment as contributing to regeneration or 

local economic benefit, it should be able to demonstrate that the investment 
forms part of a project in its Local Plan. 

Use of indicators [paragraphs 23-25] 

21. Local authorities should present a range of indicators to allow members and other 
interested parties to understand the total exposure from borrowing and 
investment decisions.  The indicators should cover both the local authority’s 
current position and the expected position assuming all planned investments for 
the following year are completed.  The indicators do not need to take account of 
Treasury Management investments unless these are expected to be held for 
more than 12 months. 
 

22. The Guidance requires local authorities to develop quantitative indicators that 
allow Councillors and the public to assess a local authority’s total risk exposure 
as a result of its investment decisions.   We recommend that, the indicators in the 
table below are used.  Where local authorities have a different risk appetite or 
different expectation of returns depending on the contribution(s) each type of 
investment makes, they should consider presenting the indicators, classified by 
type of contribution or risk appetite. 
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Debt to net service 
expenditure (NSE) ratio 

Gross debt as a percentage of net service 
expenditure, where net service expenditure is a 
proxy for the size and financial strength of a 
local authority. 

Commercial income to 
NSE ratio  

Dependence on non-fees and charges income to 
deliver core services.  Fees and charges should 
be netted off gross service expenditure to 
calculate NSE. 

Investment cover ratio  The total net income from property investments, 
compared to the interest expense. 

Loan to value ratio  
 

The amount of debt compared to the total asset 
value. 

Target income returns  Net revenue income compared to equity. This is 
a measure of achievement of the portfolio of 
properties.  

Benchmarking of returns  As a measure against other investments and 
against other council’s property portfolios.  

Gross and net income  
 

The income received from the investment 
portfolio at a gross level and net level (less 
costs) over time.  

Operating costs  
 

The trend in operating costs of the non-financial 
investment portfolio over time, as the portfolio 
of non-financial investments expands.  

Vacancy levels and 
Tenant exposures for non-
financial investments 
 

Monitoring vacancy levels (voids) ensure the 
property portfolio is being managed (including 
marketing and tenant relations) to ensure the 
portfolio is productive as possible.  

 

23. Where appropriate, local authorities should consider including targets or limits set 
by members alongside the outturn.  Where there has been a significant change in 
year on year performance against any of the indicators presented local 
authorities should include an explanation in the Strategy. 
 

24. Local authorities can choose to present additional indicators in the Strategy 
should they believe that it would enhance understandability and transparency to 
do so. 

Security, liquidity and yield [paragraphs 26-29] 

25. For treasury management and other financial investments local authorities should 
continue to prioritise SECURITY, LIQUIDITY and YIELD in that order of 
importance. 
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26. Whilst consideration of security and liquidity is important for loans and non-
financial investments, the relative balance between objectives may be different 
depending on the nature and objectives in making a specific investment. 

Security and liquidity 

Loans [paragraphs 33 – 34, 40] 

27. Loans to joint ventures, local SMEs or third sector bodies, and wholly owned 
companies fall within the scope of the Guidance.  When considering security and 
liquidity of loans local authorities should set limits for their total exposure and 
apply the expected loss model in line with the requirements of IFRS 9 Financial 
Instruments. 

Non-financial investments [paragraphs 37-40, 43] 

28. Where a local authority has a non-financial investment, it will have an asset that 
can be realised to recoup the sums invested.  Therefore, the Guidance requires 
local authorities to consider security by reference to the value of the asset relative 
to purchase price and to set out the plans to recoup the investment if realising the 
asset would not recoup the sums invested.  In the period immediately after 
purchase, it is normal for the directly attributable costs of purchasing an non-
financial investment to be greater than the realisable value of the asset. In this 
scenario, all the Strategy needs to disclose is how long the local authority 
expects it to take for the increase in asset values to provide security for the sums 
invested and the assumptions underpinning that expectation. 
 

29. Non-financial investments are by their nature illiquid.  However, this does not 
mean that the local authority does not need to plan for realising a part of its non-
financial investment portfolio, for example to repay debt.  The liquidity of the non-
financial investment portfolio should be considered over the repayment period of 
any debt taken out to acquire assets, which could be very long term.  Given 
current trends such as the scale and pace of technology driven change, there is 
no guarantee that non-financial investments will continue to deliver value over 
their lifetime.  To manage this risk, local authorities need to have plans to realise 
the capital tied up in non-financial investments if required.  In addition, the 
Strategy should consider the trade-offs between accepting capital loss and 
refinancing debt incurring additional debt servicing costs by doing so, if 
appropriate. 

Proportionality [paragraphs 44-45] 

30. Local authorities need to consider the long term sustainability risk implicit in 
becoming too dependent on commercial income or in taking out too much debt 
relative to net service expenditure.  
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31. In addition, whilst under statute, local authority debt is secured on the revenues 
of that authority, in practice, there is no realistic prospect of the revenues of any 
local authority being sufficient to pay back debt equating to many multiples of the 
sum of NNDR and Council Tax Income, without a pervasive and long term impact 
on service delivery.   It is unclear whether local authorities who have adopted a 
debt financed commercial investment strategy have realistic plans to manage 
failure. Whilst the Government recognises the importance of local authorities 
taking on debt to enhance service provision, irrespective of the source of finance, 
it does not believe that it should do the same for commercial investments. 

 
32. For this reason, the Guidance introduces a new requirement that in every local 

authority, full council or its nearest equivalent, sets limits that cannot be 
exceeded for gross debt compared to net service expenditure, and for 
commercial income as a percentage of net service expenditure. 

 
33. If a local authority has exceeded these limits through investments taken out prior 

to the introduction of this Guidance, it does not need to dispose of investments 
currently held.  However, authorities who have exceeded their self-assessed 
limits should not enter into any further investments, irrespective of how these are 
financed, other than short term investments required for efficient treasury 
management. 

Borrowing in advance of need [paragraphs 46-47] 

34. The Prudential Code, issued by CIPFA has always contained a statement that 
local authorities should not borrow more than, or in advance of their needs purely 
in order to profit from the investment of the extra sums borrowed.  The purpose of 
repeating that statement in this Guidance is to make it clear that it extends to 
borrowing taken on to finance the acquisition of non-financial as well as financial 
investments. 
 

35. Local authorities can still finance the acquisition of financial on non financial 
investments from capital receipts generated from the sale of surplus assets.  
However, they should not repurpose receipts allocated to the acquisition of 
assets that contribute to service delivery to fund the purchase of investments, 
solely to avoid the requirements against borrowing in advance of need. 

 
36. If exceptionally a local authority, chooses not to have regard to the provision on 

borrowing to fund investment activity the Guidance requires them to explain, in 
their Strategy, the rationale for this decision.   

 
37. The purpose of this disclosure is to allow external auditors, tax payers and other 

interested parties to understand why the local authority has chosen to disregard 
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the Guidance, and to hold the authority to account should they believe there is 
not sufficient reason for doing so. 

Capacity, Skills and Culture [paragraphs 48-50] 

38. In the Public Accounts Committee report of 18 November 20161, members raised 
concerns that, locally elected members may not always have the background and 
expertise to understand the risks associated with the decisions that they are 
being asked to make.  For this reason the Guidance extends the requirements on 
capacity and skills to members and any statutory officers involved in or 
responsible for signing off on investment decisions. 
 

39. Members do not necessarily need formal training in understanding investment 
risks to satisfy the requirements of the Guidance.  Depending on their level of 
expertise a presentation setting out the risks and opportunities of an investment 
strategy/specific investment in terms a layman would understand, may be 
sufficient to meet the new requirements. 

 
40. The Government is aware that many local authorities have brought in outside 

expertise to identify and negotiate investment opportunities.  Whilst this can be 
an effective method of risk management, it is important that those negotiating 
deals understand that they are not operating in a purely commercial environment 
and that the prime purpose of a local authority is to deliver statutory services to 
local residents.  Therefore, the Strategy should comment on how they have been 
made aware of this. 

                                            
1 https://www.parliament.uk/business/committees/committees-a-z/commons-select/public-accounts-
committee/inquiries/parliament-2015/financial-sustainability-local-authorities-16-17/  
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STATUTORY GUIDANCE ON MINIMUM REVENUE PROVISION 

 Guidance issued by the Secretary of State under section 21(1A) of the Local 
Government Act 2003 

POWER UNDER WHICH THE GUIDANCE IS ISSUED 

1. The following Guidance is issued by the Secretary of State under section 21(1A) 
of the Local Government Act 2003.  Under that section local authorities are 
required to “have regard” to this guidance. 

DEFINITION OF TERMS 

2. The 2003 Act means the Local Government Act 2003. 
 

3. The 2007 Act means the Local Government and Public Involvement in Health Act 
2007. 
 

4. The 2003 Regulations means the Local Authorities (Capital Finance and 
Accounting) (England) Regulations 2003 [as amended]. 
 

5. Local authority has the meaning given in section 23 of the 2003 Act.   
 

6. MRP means Minimum Revenue Provision. 
 

7. The Prudential Code means the statutory code of practice, issued by CIPFA, 
referred to in Regulation 2 of the 2003 Regulations. 
 

8. CFR means the Capital Financing Requirement, as defined in the Prudential 
Code. 
 

9. Non-housing CFR has the meaning given in Regulation 28(11) of the 2003 
Regulations, before this was amended.  This is the total CFR for a local authority 
less the Housing Revenue Account CFR, where a local authority has a Housing 
Revenue Account. 
 

10. Credit Arrangement has the meaning given in Section 7 of the 2003 Act. 
 

11. Supported Capital Expenditure means the total amount of capital expenditure 
which a local authority had been notified by one or more Government 
departments was to be taken into account in the calculation of the revenue grant 
due to the local authority in respect of it its use of borrowing and credit.  It 
excludes any expenditure that is supported by capital grant. 
 

APPENDIX ‘B’    
to Agenda Item 6    

     APPENDIX ‘B’
    to Agenda Item 6
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12. Housing assets means any land, dwellings or other property to which Section 
74(1) of the Local Government Housing Act 1989 (duty to keep a Housing 
Revenue Account) applies. 
 

13. UL means the estimated useful life of an asset as determined by proper 
accounting practices. 
 

14. Lease means a lease transaction as defined under proper accounting practices. 

APPLICATION  

Effective date 

15. This Guidance applies for accounting periods starting on or after 1 April 2019, 
with the exception of paragraphs 27-29 of this Guidance “Changing Methods for 
Calculating MRP”, which apply from accounting periods starting on or after 1 April 
2018. However, early adoption is encouraged.  It supersedes all previous 
versions of this Guidance. 

Local authorities 

16. This guidance applies to all local authorities in England and their relevant bodies.  
It does not apply to parish councils or charter trustees. 

INTRODUCTION 

17. Under Regulation 27 of the 2003 Regulations, local authorities are required to 
charge MRP to their revenue account in each financial year.  Before 2008, the 
2003 Regulations contained details of the method that local authorities were 
required to use when calculating MRP.  This has been replaced by the current 
Regulation 28 of the 2003 Regulations, which gives local authorities flexibility in 
how they calculate MRP, providing the calculation is ‘prudent’.  In calculating a 
prudent provision, local authorities are required to have regard to this guidance. 

ANNUAL MRP STATEMENT 

18. Before the start of each financial year a local authority should prepare a 
statement of its policy on making MRP in respect of that financial year and submit 
it to full Council for approval.  For local authorities without a full Council the 
statement should be presented for approval at the closest equivalent level.  The 
statement should describe how it is proposed to discharge the duty to make 
prudent MRP during that year. 
 

19. Local authorities can vary the methodologies that they use to make prudent 
provision during the year.  If they do so they should present a revised MRP 
statement to the next full Council or equivalent.  Where a change in MRP 
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methodology would impact on the value for money assessment of non-financial 
investments, the updated statement should summarise this impact. 

MEANING OF PRUDENT PROVISION 

20. Regulation 28 of the 2003 Regulations requires a local authority to calculate in 
each financial year an amount of MRP that it considers to be prudent. 
 

21. An underpinning principle of the local authority financial system is that all capital 
expenditure has to be financed either from capital receipts, capital grants (or 
other contributions) or eventually from revenue income.  The broad aim of 
prudent provision is to require local authorities to put aside revenue over time to 
cover their CFR.  In doing so, local authorities should align the period over which 
they charge MRP to one that is commensurate with the period over which their 
capital expenditure provides benefits. 
 

22. In the case of historical borrowing originally supported by grant income rolled into 
Revenue Support Grant the meaning of prudent provision is to put funds aside 
over a period commensurate with the period implicit in the determination of that 
original grant. 
 

23. The Secretary of State considers that the methods of making prudent provision 
include the options set out in paragraphs 31 to 37.   However, this does not rule 
out or otherwise preclude a local authority from using an alternative method 
should it decide that is more appropriate. Any method used is subject to the 
conditions in paragraphs 38 to 42 as far as these are relevant.   

OVERPAYMENTS OF MRP 

24. Local authorities may choose to pay more MRP than they consider prudent in any 
given year.  If they do so they should separately disclose the in-year and 
cumulative amount of MRP overpaid in the Statement presented to full council 

MEANING OF CHARGE TO A REVENUE ACCOUNT 

25.  A charge to a revenue account for MRP cannot be a negative charge.   
 

26. A charge to a revenue account for MRP can only be £nil if: 
 A local authority’s CFR was nil or negative on the last day of the preceding 

financial year; or 
 A local authority chooses to offset a previous year’s overpayment (as set 

out in paragraph 24) against the current year’s prudent provision.  If a local 
authority chooses to offset a previous year’s overpayment, they should 
disclose this fact and any remaining cumulative overpayment of MRP in 
the Statement presented to full council. 
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CHANGING METHODS FOR CALCULATING MRP 

27. A local authority may change the method(s) that it uses for calculating part or all 
of its MRP at any time.    
 

28. Where a local authority changes the method(s) that it uses to calculate MRP, it 
should explain in its Statement, why the change will better allow it to make 
prudent provision.   
 

29. The calculation of MRP under the new method(s) should be based on the 
residual CFR at the point the change in method is made (i.e. it should not be 
applied retrospectively).  Changing the method used to calculate MRP can never 
give rise to an overpayment in respect of previous years, and should not result in 
a local authority making a reduced charge or a charge of £nil for the accounting 
period in which the change is made, or in any subsequent period, on the grounds 
that it needs to recover overpayments of MRP relating to previous years. 

TRANSFERRING DEBT 

30. Where debt is transferred between authorities, the authorities concerned should 
agree on the arrangements for the continued making of MRP and adjust their 
unfunded CFRs accordingly. Normally the authority releasing the debt should 
cease to make MRP in respect of it and the authority taking it over should begin 
to make MRP in the same way that it would do for any other increase in CFR. 

OPTIONS FOR MAKING PRUDENT PROVISION 

31. This Guidance presents four ready-made options for calculating prudent 
provision.  Local authorities can use a mix of these options for debt taken out at 
different times should they consider it appropriate to do so.   

Option 1: Regulatory method 

32. MRP is equal to the amount determined in accordance with the former 
Regulations 28 and 29 of the 2003 Regulations as if they had not been revoked 
by the 2008 amendment to those regulations.  For the purposes of that 
calculation, the adjustment A should normally continue to have the value 
attributed to it by the local authority in the financial year 2004-05.  However, it 
would be reasonable for local authorities to correct any perceived errors in 
adjustment A, if the correction would be in their favour.  
 

33. The former Regulations 28 and 29 of the 2003 Regulations are included at 
Annex A. 
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Option 2: CFR method 

34. MRP is equal to 4% of the non-housing CFR at the end of the preceding financial 
year. 

Option 3: Asset Life Method 

35. Where capital expenditure on an asset is financed wholly or partly by borrowing 
or credit arrangements, MRP is to be determined by reference to the useful life of 
the asset.  There are two main methods by which this can be achieved, as 
described below. 

(a) Equal instalment method 

MRP is the amount given by the following formula:   

A – B 

              C 

Where: 

A is the amount of capital expenditure in respect of the asset financed 
by borrowing or credit arrangements. 

B is the total provision made before the current financial year in respect 
of that expenditure. 

C is the inclusive number of financial years from the current year to that 
in which the estimated useful life of the asset expires. 

 (b) Annuity method 

MRP is the principal element for the year of the annuity required to repay over 
the asset’s useful life the amount of capital expenditure financed by borrowing 
or credit arrangements.  The authority should use an appropriate interest rate 
to calculate the amount.  Adjustments to the calculation to take account of 
repayment by other methods during repayment period (e.g. by the application 
of capital receipts) should be made as necessary. 

Option 4: Depreciation method 

36. MRP is deemed to be equal to the provision required in accordance with 
deprecation accounting in respect of the asset on which expenditure has been 
financed by borrowing or credit arrangements.  This should include any amount 
for impairment charged to the income and expenditure accounts. 
 

37. For this purpose standard depreciation accounting procedures should be 
followed, except in the following respects: 
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 MRP should continue to be made annually until the cumulative amount of 
provision made is equal to the expenditure originally financed by borrowing 
or credit arrangements.  Thereafter the authority will cease to make MRP. 

 On disposal of the asset, the charge should continue in accordance with 
the depreciation schedule as if the disposal had not taken place.  This 
does not affect the ability to apply capital receipts or other funding sources 
at any time to repay all or part of the outstanding debt. 

Where the percentage of the expenditure on the asset financed by borrowing 
or credit arrangements is less than 100%, MRP should be equal to the same 
percentage of the provision required under depreciation accounting. 

CONDITIONS FOR USING THE OPTIONS 

38. Use of options. Options 1 and 2 may only be used in relation to capital 
expenditure incurred before 1 April 2008, which form part of its supported capital 
expenditure. 
 

39. For expenditure incurred on or after 1 April 2008, which does not form part of the 
authority’s supported capital expenditure, prudent approaches include options 3 
and 4.   
 

40. Commencement of provision. Subject to paragraph 41 below, MRP should 
normally commence in the financial year following the one in which the 
expenditure was incurred. 
 

41. MRP Commencement. When borrowing to provide an asset, the authority may 
treat the asset life as commencing in the year in which the asset first becomes 
operational.  Therefore, it may postpone beginning to make MRP until the 
financial year following the one in which the asset becomes operational.  
‘Operational’ here means when an asset transfers from Assets under 
Construction to an Assets in Use category under normal accounting rules. 
 

42. Estimated useful life of assets.  Where a local authority uses options 3 or 4 or 
where it uses another methodology that has the UL of assets as a component to 
the calculation, it should normally not exceed a maximum UL of 50 years.  Local 
authorities can exceed this maximum in two scenarios: 

 where a local authority has an opinion from an appropriately qualified 
professional advisor that an asset will deliver service functionality for more 
than 50 years it can use the life suggested by its professional advisor; and 

 for a lease or PFI asset, where the length of the lease/PFI contract 
exceeds 50 years.  In this case the length of the lease/PFI contract should 
be used. 
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LEASES AND PFI 

43. In the case of finance leases (or, when applicable, leases where a right-of-use 
asset is on balance sheet) and on balance sheet PFI contracts, the MRP 
requirement would be regarded as met by a charge equal to the element of the 
rent/charge that goes to write down the balance sheet liability.  Where a lease (or 
part of a lease) or PFI contract is brought onto the balance sheet, having 
previously been accounted for off- balance sheet, the MRP requirement would be 
regarded as having been met by the inclusion in the charge for the year in which 
the restatement occurs, of an amount equal to the write-down for that year plus 
retrospective writing down of the balance sheet liability that arises from the 
restatement. 

HOUSING ASSETS 

44. The duty to make MRP does not extend to cover borrowing or credit 
arrangements used to finance capital expenditure on housing assets (as defined 
in paragraph 12 above). 

INVESTMENT PROPERTIES 

45. The duty to make MRP extends to investment properties where their acquisition 
has been partially or fully funded by an increase in borrowing or credit 
arrangements.  As depreciation is not charged on investment properties, Option 
4: the Depreciation method is not a suitable approach for calculating the MRP to 
be charged in respect of investment properties. 

CAPITALISED EXPENDITURE 

46. Where on or after 1 April 2008 an authority incurs expenditure which is: 
 Financed by borrowing and credit arrangements; and 
 Treated as capital expenditure by virtue of either a direction under section 

16(2)(b) of the 2003 Act or Regulation 25(1) of the 2003 Regulations, 

The authority should calculate MRP in accordance with Option 3. 

47. For the purpose of the formula in paragraph 35 above, in the initial year of 
making MRP the variable “C” should be given the maximum values as set out in 
the following table: 

Expenditure type Maximum value of “C” in initial year 
Expenditure capitalised by virtue of a 
direction under s.16(2)(b) 

“C” equals 20 years 

Regulation 25(1)(a) 
Expenditure on computer programmes 

“C” equals the shorter of the UL of the 
hardware or the length of the software 
license. 

Regulation 25(1)(b) 
Loans and grants towards capital 

“C” equals the UL of the assets for in 
relation to which the third party 
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expenditure by third parties. expenditure is incurred. 
Regulation 25(1)(c) 
Repayment of grants and loans for 
capital expenditure 

“C” equals 25 years or the period of the 
loan if longer. 

Regulation 25(1)(d) 
Acquisition of share capital 

“C” equals 20 years. 

Regulation 25(1)(e) 
Expenditure on works to assets not 
owned by the authority 

“C” equals the UL  of the assets. 

Regulation 25(1)(ea) 
Expenditure on assets for use by others. 

“C” equals the UL  of the assets. 

Regulation 25(1)(f) 
Payment of levy on large scale voluntary 
transfers (LSVT) of dwellings 

“C” equals 25 years. 
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ANNEX A – REGULATIONS 28 AND 29 OF THE 2003 REGULATIONS BEFORE 
THESE WERE AMENDED 
Calculation of minimum revenue provision 

28.—(1) Subject to paragraphs (2) and (3) and regulation 29, the minimum revenue provision for the 
current financial year shall be calculated by the local authority in accordance with the following formula—  

 
where—  

 CFR is the capital financing requirement at the end of the preceding financial year;  

 A is an adjustment (which may be a positive, nil or negative amount) to be calculated in 

accordance with the following formula—  

 

where—  

o CFRM is the capital financing requirement on 31st March 2004;  

o HA is the housing amount on 31st March 2004;  

o HB is the opening HRA capital financing requirement for the financial year beginning 

on 1st April 2004, except that if that opening HRA capital financing requirement is a 

negative amount, HB is nil; and  

 NHA is the non-housing amount on 31st March 2004; and  

 HC is the opening HRA capital financing requirement for the current financial year, except that if 

that opening HRA capital financing requirement is a negative amount, HC is nil.  

(2) An additional amount of minimum revenue provision for the current financial year (“the additional 
amount”) shall be calculated by the local authority where—  

(a)a credit approval, within the meaning of regulation 136 of the Local Authorities (Capital Finance) 
Regulations 1997 (use of certain credit approvals)(1), was issued to the local authority before 1st April 
2004; and  

(b)the amortisation period specified in the credit approval expires during or after the current financial year,  

and the additional amount shall be the total amount determined by the local authority under regulation 
136(2) of those Regulations for the current financial year, as if those Regulations were still in force for the 
purposes of this regulation.  

(3) Where, in relation to the current financial year, the total of—  

(a)the amount calculated in accordance with the formula for the minimum revenue provision in paragraph 
(1); and  

-46-



(b)the additional amount, if any, calculated under paragraph (2),  

is a negative amount, the minimum revenue provision for the current financial year shall be treated as nil.  

(4) For the purposes of this regulation—  

“arms length management organisation” means a body set up by a local authority as a housing 
management company to exercise management functions as agent of the local authority under an 
arrangement approved by the Secretary of State under section 27 of the Housing Act 1985 (management 
agreements)(2);  

“capital financing requirement” has the same meaning as in the “Prudential Code for Capital Finance in 
Local Authorities” published by CIPFA, as amended or reissued from time to time(3);  

“certified value” means the market value certified by the district valuer or by a suitably qualified valuer 
employed by the local authority;  

“current financial year” means any financial year for which the local authority is determining the amount of 
its minimum revenue provision;  

“district valuer”, in relation to any land in the district of a local authority, means an officer of the 
Commissioners of Inland Revenue appointed by them for the purpose of exercising, in relation to that 
district, the functions of the district valuer under the Housing Act 1985;  

“housing amount” and “non-housing amount” have the same meaning as those terms had on 31st March 
2004 in Part XII of the Local Authorities (Capital Finance) Regulations 1997 (minimum revenue provision);  

“Housing Revenue Account”, also referred to as “HRA”, has the same meaning as in section 74 of the 
Local Government and Housing Act 1989 (duty to keep Housing Revenue Account)(4);  

“major repairs reserve” has the same meaning as in regulation 7(5) of the Accounts and Audit Regulations 
2003 (statement of accounts)(5);  

“opening HRA capital financing requirement” means—  

(a) for the financial year beginning on 1st April 2004, the amount calculated in accordance with paragraph (5);  
(b) for the financial year beginning on 1st April 2005 and any subsequent financial year, the amount calculated In 

accordance with paragraph (6); and  
“preceding financial year” means the financial year immediately preceding the current financial year.  

(5) The amount referred to in sub-paragraph (a) of the definition of “opening HRA capital financing 
requirement” in paragraph (4) is the amount calculated in accordance with the following formula—  

OHCC + IA - ID 

where—  

OHCC is the opening HRA credit ceiling for the financial year beginning on 1st April 2003, which has the same 

meaning as the “opening HRA credit ceiling” in paragraph 7.1 of the Item 8 Credit and Item 8 Debit (General) 

Determination 2003-2004 (“the Determination”)(6);  

IA means the total of—  

(a) 

the items to be aggregated as specified in paragraph 7.2 of the Determination but substituting “2003-2004” for 

“2002-2003” in each place where it occurs in that paragraph; and  

(b) 
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the amounts of all supplementary credit approvals issued in respect of financial years beginning before 1st April 

2004 under section 54 of the Local Government and Housing Act 1989 (supplementary credit approvals)(7) for 

the purposes of expenditure in relation to arms length management organisations; and  

ID means the items to be deducted as specified in paragraph 7.3 of the Determination but substituting “2003-

2004” for “2002-2003” in each place where it occurs in that paragraph.  

(6) The amount referred to in sub-paragraph (b) of the definition of “opening HRA capital financing 
requirement” in paragraph (4) is the amount calculated in accordance with the following formula—  

OCFR + TIA - TID 

where—  

 OCFR means the opening HRA capital financing requirement for the preceding financial year;  

 TIA means the total items to be aggregated, being the total of the following—  

(a) the capital expenditure of the local authority financed by borrowing or credit arrangements which was incurred 
during the preceding financial year on any interest in housing land; and  

(b) the certified value of any interest in housing land which commenced or recommenced to be accounted for in 
the Housing Revenue Account in the preceding financial year for a reason other than acquisition by the local 
authority;  

 TID means the total items to be deducted, being the total of the following—  

(a) such part of any capital receipt from the disposal of an interest in housing land which was used during the 
preceding financial year to repay the principal of any amount borrowed by the local authority or to meet any 
liability in respect of credit arrangements;  

(b) 75 per cent. of the certified value of any interest in a dwelling, and 50 per cent. of the certified value of any 
interest in other housing land, that ceased to be accounted for in the Housing Revenue Account in the preceding 
financial year other than by virtue of disposal by the local authority;  

(c) the amount of the provision for the repayment of the principal of any amount borrowed by the local authority or 
the meeting of any liability in respect of credit arrangements which the local authority determined during the 
preceding financial year to make from the Housing Revenue Account; and  

(d) the amount of the provision for the repayment of the principal of any amount borrowed by the local authority or 
the meeting of any liability in respect of credit arrangements which the local authority determined during the 
preceding financial year to make from the major repairs reserve.  

Commutation adjustment 

29.—(1) Subject to paragraph (2), where a commuted payment was made to or for the benefit of a local 
authority in the financial year beginning on 1st April 1992, the local authority may reduce the amount of its 
minimum revenue provision for the current financial year, calculated in accordance with regulation 28, by 
an amount calculated in accordance with the following formula—  

 
where—  

-48-



 G is the total amount of contributions, grants and subsidies which would have been payable to the 

local authority by the Secretary of State for the current financial year but for commutation;  

 I is the total of—  

(a) the amount by which interest, payable by the local authority in the current financial year on loans, is reduced; 
and  

(b) the amount by which interest, payable to the local authority in the current financial year on deposits and 
investments, is increased,  by virtue of commutation; and  

 M is the amount of minimum revenue provision for the current financial year which would have 

been calculated by the local authority in accordance with regulation 28 but for commutation, less 

the amount of minimum revenue provision for the current financial year actually calculated in 

accordance with regulation 28.  

(2) Where the amount calculated in accordance with the formula in paragraph (1) is a negative amount, 
that amount shall be treated as nil.  

(3) For the purposes of paragraph (1)—  

“commutation” means the making of a commuted payment to, or for the benefit of, a local authority in the 
financial year beginning on 1st April 1992;  

“commuted payment” has the same meaning as that term had on 31st March 2004 in section 157 of the 
Local Government and Housing Act 1989 (commutation of, and interest on, periodic payments of 
grants etc.)(8); and  

“current financial year” has the same meaning as in regulation 28(4).  
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ANNEX B – INFORMAL COMMENTARY ON THE STATUTORY GUIDANCE ON 
MINIMUM REVENUE PROVISION 

Introduction 

1. The main section of this document contains Statutory Guidance on Minimum 
Revenue Provision (“the Guidance”) issued by the Secretary of State. Annex A 
provides the former Regulations 28 and 29 of the (Capital Finance and 
Accounting) (England) Regulations 2003.  These have now been amended and 
have no force in statute.  However, the calculations in these Regulations are still 
used for recommended option 1, the CFR method, so the former Regulations 
have been included as an Annex to this Guidance.  Annex B provides an 
informal commentary (“the commentary”) on that statutory guidance. Annex C 
provides the transitional arrangements. 
 

2. Local authorities are normally required each year to set aside some of their 
revenues as provision for debt. More precisely, the provision is in respect of 
capital expenditure financed by borrowing or credit arrangements but, both in 
these guidance notes and in the statutory guidance, it has generally proved more 
convenient to use the term “debt” as shorthand for that technically more accurate 
form of expression. 

Application Date 

3. The Guidance and the commentary apply from 1 April 2019.  The exception is 
paragraphs 27-29 of the Guidance and the commentary on those paragraphs, 
which apply from 1 April 2018.  All previous editions of the MRP Guidance and 
any commentary published with that Guidance are superseded.   
 

4. When considering transitional arrangements local authorities should refer to the 
Q&A published alongside the consultation, which is reproduced at Annex C. 

MRP Calculation – Amendment Regulation 

5. Amendment regulation 4(1) of the 2008 Regulations revised the former regulation 
28. In the new regulation 28, the detailed rules are replaced with a simple duty for 
an   authority each year to make an amount of MRP which it considers to be 
“prudent”. The regulation does not itself define “prudent provision”. However, the 
MRP guidance makes recommendations to authorities on the interpretation of 
that term. The operative date of the change is 31 March 2008, which means that 
it applies to the financial year 2007-08 and to subsequent years.  

Power to Issue Guidance 

6. The issue of statutory MRP guidance was made possible by section 238(2) of the 
Local Government and Public Involvement in Health Act 2007, which amends 
section 21 of the Local Government Act 2003. Section 21 already allowed 
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regulations to be made on accounting practices and is the power under which the 
existing MRP regulations were made. The amendment inserts a new section 
21(1A) into the 2003 Act, enabling the Secretary of State also to issue guidance 
on accounting practices and thus on MRP.  
 

7. Authorities are obliged by new section 21(1B) to “have regard” to such guidance 
– which is exactly the same duty as applies to other pieces of statutory guidance 
including, for example, the CIPFA Prudential Code, the CIPFA Treasury 
Management Code and the MHCLG Guidance on Local Government 
Investments.  
 

8. The statutory MRP guidance itself is the front section of the present document. 
Annex B of this document is an informal commentary, explaining the policy 
intention in more detail and including other information to help practitioners; it has 
no statutory force.  
 

9. Specific requirements of the statutory guidance are considered in more detail 
below.  

Annual MRP Statement [paragraphs 18-19 of the guidance]  

10. Authorities are asked to prepare an annual statement of their policy on making 
MRP for submission to their full council (for authorities without a full council, 
approval of the statement should be at the closest equivalent level). This mirrors 
the existing requirements to report to the council on the prudential borrowing limit 
and investment policy. The aim is to give elected Members the opportunity to 
scrutinise the proposed use of the additional freedoms conferred under the new 
arrangements. If it is ever proposed to vary the terms of the original statement 
during the year, a revised statement should be put to the council at that time. It is 
for each council to consider with its officers the preferred format of the statement 
and MHCLG will not being issuing any advice on the matter.  
 

11. To underpin this recommendation, it was necessary to amend the Local 
Authorities (Functions and Responsibilities) (England) Regulations 2000 [SI 
2000/2853]. Regulation 4(1)(b) specifies functions which are not to be the sole 
responsibility of an authority’s executive and includes the authority's borrowing, 
investments, capital expenditure and now also the making of MRP. 

Meaning of prudent provision [paragraphs 20 – 23 of the guidance] 

12. The main part of the guidance is concerned with recommendations on the 
interpretation of the term “prudent provision” as used in the amended Regulation 
28. The guidance includes specific examples of options for making “prudent 
provision”.  
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13. It explains that provision for the debt which financed the acquisition of an asset 
should be made over a period bearing some relation to that over which the asset 
continues to provide a service.   However, some local authorities have increased 
their debt to acquire assets that do not generate direct service benefits, for 
example assets held for investment purposes or as part of regeneration 
schemes.  In addition, there may be a significant mismatch between the period 
over which an asset provides a direct service benefit and the lifetime of the debt 
that has been taken out to acquire assets taken out.   
 

14. Whilst recognising that local authorities have options other than building up 
prudent provision to repay debt, the Government has identified that there is a 
mismatch between the weighted average lifetime of local authority debt and the 
length of time it would take to fully provide for that debt based on current levels of 
MRP charged.  Whilst this is not a risk if ease of access to PWLB remains 
unchanged, assuming that this will remain the case over the length of longer 
dated local authority debt instruments is not a prudent approach.  For this reason, 
the Government has changed the definition of “prudent provision” to highlight that 
there is a balance between matching MRP to the service potential of assets and 
to the weighted average lifetime of local authority debt. 

Meaning of a charge to a revenue account [paragraphs 25-26] 

15. The Government has identified that there are some local authorities who have 
adopted very aggressive strategies with regard to making provision for repayment 
of debt.  In some cases these have resulted in charges of £nil or negative 
charges being made.  Feedback from external auditors indicates a lack of 
understanding about whether such practices are lawful. 
 

16. The Government is of the view that this is not the most prudent approach that 
local authorities could adopt, and those that do so are deferring cost so that it 
falls on future rather than current council tax payers.  Therefore, this update 
clarifies that except in cases where a local authority has a negative or nil CFR or 
is offsetting a previous overpayment of MRP, MRP should not be £nil or a 
negative charge. 

Negative CFR 

17. Where the CFR (as calculated for the normal purposes of the Prudential Code 
and not the adjusted CFR mentioned above) is nil or negative on the last day of a 
financial year, this indicates that the authority’s provision for debt is equal to or 
greater than the debt incurred. There is accordingly no need to make MRP in the 
following financial year under any of the specified options, or in any other way. 
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Change in methods for calculating MRP [paragraphs 27 – 29] 

18. The most common justification for local authorities who have decided to 
significantly reduce their MRP charge or take a payment holiday is that a 
changing the methodology that they use to calculate MRP has resulted in 
identification of a historical overpayment.  The mechanism tends to be a 
reassessment of the assumptions underpinning Option 3: The Asset Life Method.  
 

19. Given that conceptually, this recommended option requires local authorities to 
charge MRP as a proxy for depreciation, and depreciation is an accounting 
estimate, the Government believes that local authorities should follow proper 
accounting practices when changing an accounting estimate.  In depreciation 
accounting, when an entity reassesses the life of an asset, it does not recalculate 
the depreciation it has charged from acquisition of the asset.  Instead, 
depreciation must be recalculated over the revised asset life using the current net 
book value of the asset as the new starting point. 
 

20. Adopting this approach will require local authorities to spread the benefit of 
charging a lower annual MRP to council tax payers over time, rather than taking 
all of the benefits up front at the expense of longer term financial sustainability. 

OPTIONS FOR PRUDENT PROVISION 

21. Four ready-made options are included in the guidance (and there are two 
alternatives under Option 3). The options are those likely to be most relevant for 
the majority of authorities but other approaches are not meant to be ruled out, 
provided that they are fully consistent with the statutory duty to make prudent 
revenue provision. Authorities must always have regard to the guidance, but 
having done so, may in some cases consider that a more individually designed 
MRP approach is justified. That could involve taking account of detailed local 
circumstances, including specific project timetables and revenue-earning profiles. 
Authorities may wish to consult their legal advisers and external auditors about 
their approach to MRP if it involves a significant departure from the guidance or 
relates to any large, complex or novel schemes. However, the decision on what is 
prudent is for the authority and it is not for MHCLG to say in particular cases 
whether any proposed arrangement is consistent with the statutory duty. 

Option 1: Regulatory Method [paragraphs 32 - 33]  

22. For debt which is supported by the Government through the RSG system, 
authorities may continue to use the formulae in the current regulations, since the 
RSG is calculated on that basis. Although the existing regulation 28 is revoked by 
regulation 4(1) of the 2008 Regulations, authorities will be able to calculate MRP 
as if it were still in force.  The earlier regulations relevant to MRP are included in 
this Guidance at Annex A. 

-53-



 
23. Normally, under this option, the former regulations should be followed exactly as 

if they had not been revoked. That includes taking advantage, if desired, of the 
commutation adjustment in the former regulation 29.  
 

24. When introducing the new MRP regime in 2004, as part of the Prudential system 
framework, the Government’s policy aim was that the move from the former MRP 
scheme should not itself increase any authority’s MRP liability. Safeguards to 
achieve that result were built in from the outset (or added later as anomalies 
came to light).  
 

25. The main device for achieving the neutrality between old and new MRP systems 
was “Adjustment A” in the original regulation 28. This was an amount to be 
calculated at the start of the new system in 2004 and not subsequently varied. 
For the purposes of Option 1, Adjustment A should therefore continue to be given 
the value attributed to it in the financial year 2004-05, even if that value reflected 
erroneous calculations under the former capital finance system which reduce 
MRP liability under the present system. If, however, Adjustment A reflects an 
error which increases the current MRP liability, the authority would be justified in 
recalculating it and hence reducing MRP to its proper level.  
 

26. Similarly, if an authority considers that, in its particular circumstances, strict 
compliance with any other aspect of the former regulations would produce an 
anomalous and disadvantageous result, it may consider modifying the rules to 
achieve the intended neutrality. Again, such a step should be discussed in 
advance with external auditors.  

Option 2: CFR Method [paragraph 34]  

27. This is a technically much simpler alternative to Option 1 which may be used in 
relation to supported debt. While still based on the concept of the Capital 
Financing Requirement [CFR], which is easily derived from the balance sheet, it 
avoids the complexities of the formulae in the old regulation 28 (though for most 
authorities it will probably result in a higher level of provision than Option 1). It 
does however still rely on definitions in regulation 28(11), which are as follows:  

“Non-housing CFR” means that part of the capital financing requirement which is not 
housing CFR. “Housing CFR” means that part, if any, of the capital financing 
requirement which is in respect of borrowing or credit arrangements used to finance 
capital expenditure on housing assets. “Housing assets” means any land, houses or 
other property to which subsection (1) of section 74 of the Local Government and 
Housing Act 1989 (duty to keep Housing Revenue Account) for the time being 
applies.  

Option 3: Asset Life Method [paragraph 35]  
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28. For new borrowing under the Prudential system for which no Government support 
is being given and is therefore self-financed, there are two options included in the 
guidance.  
 

29. Option 3 is to make provision over the estimated life of the asset for which the 
borrowing is undertaken. This is a possibly simpler alternative to the use of 
depreciation accounting (Option 4), though it has some similarities to that 
approach. Within option 3, two methods are identified.  
 

30. The first of these, the equal instalment method, allows the use of the simple 
formula in paragraph 35(a) of the guidance. This will normally generate a series 
of equal annual amounts over the estimated life of the asset. The original amount 
of expenditure (“A” in the formula) remains constant. The cumulative total of the 
MRP made to date (“B” in the formula) will increase each year.  
 

31. The outstanding period of the estimated life of the asset (“C” in the formula) 
reduces by 1 each year. For example, if the life of the asset is originally estimated 
at 25 years, then in the initial year when MRP is made, C will be equal to 25. In 
the second year, C will be equal to 24, and so on. The original estimate of the life 
is determined at the outset and should not be varied thereafter, even if in reality 
the condition of the asset has changed significantly (paragraph 11).  
 

32. The formula allows an authority to make voluntary extra provision in any year. 
This will be reflected by an increase in amount B and will automatically ensure 
that in future years the amount of provision determined by the formula is reduced.  
 

33. The alternative is the annuity method, which has the advantage of linking MRP 
to the flow of benefits from an asset where the benefits are expected to increase 
in later years. It may be particularly attractive in connection with projects 
promoting regeneration or administrative efficiencies or schemes where revenues 
will increase over time. Guidance on the calculation method is given by CIPFA in 
its publication Practitioners Guide to Capital Finance in Local Government (2012 
Edition). 
 

34. Freehold land (paragraph 12) cannot properly have a life attributed to it, so for 
the purposes of Option 3 it should be treated as equal to a maximum of 50 years. 
But if there is a structure on the land which the authority considers to have a life 
longer than 50 years, that same life estimate may be used for the land.  
 

35. Provision for debt under Option 3 will normally commence in the financial year 
following the one in which the expenditure is incurred [paragraph 40]. But 
paragraph 41 of the guidance highlights an important exception to this rule. In the 
case of the provision of a new asset, MRP would not have to be charged until the 
asset came into service and would begin in the financial year following the one in 
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which the asset became operational. This “MRP holiday” would be perhaps 2 or 
3 years in the case of major projects, or possibly longer for some complex 
infrastructure schemes, and could make them more affordable. There would be a 
similar effect in the case of Option 4 under normal depreciation rules.  

Option 4: Depreciation Method [paragraphs 36 to 37]  

36. Alternatively, for new borrowing under the Prudential system for which no 
Government support is being given, Option 4 may be used. This means making 
MRP in accordance with the standard rules for depreciation accounting. 
  

37. Authorities will normally need to follow the standard procedures for calculating 
depreciation provision. But this Guidance identifies some necessary exceptions: 

(a) MRP continues until the total provision made is equal to the original amount of 
the debt and may then cease.  

(b) The capital receipt from the disposal of the asset may not be used for revenue 
spending, since that would run counter to the Government’s “golden rule”. Capital 
receipts may be used only as specified in regulation 23 of the 2003 regulations.  

(c) If only part of the expenditure on the asset was financed by debt, the depreciation 
provision is proportionately reduced. 

CONDITIONS FOR USING THE OPTIONS 

Use of Options [paragraphs 38 – 39]  

38. The intention is that Options 1 and 2 should normally be available only for 
Government-supported borrowing. Options 3 and 4 are meant to be used for 
all self-financed borrowing. 

Commencement of MRP [paragraphs 40-41] 

39. The Guidance recognises that MRP should not be provided for Assets under 
Construction.  Long term projects, for example infrastructure or regeneration, 
may be transferred from Assets under Construction to Assets in Use over a 
number of years.   Local authorities should consider commencing to provide MRP 
on debt, apportioned by when each stage of the project transfers to Assets in 
Use.  

Estimated useful life of assets [paragraph 42] 

40. The Government is concerned that some local authorities are making capital 
investments that can only be justified as being value for money, by providing for 
MRP over a much longer period that any debt instruments taken out to finance 
acquisition.  Under current PWLB terms of trade, local authorities can always 
refinance their debt.  However, it is impossible to guarantee that PWLB terms of 
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trade for new loans will remain unchanged over the lifetime of existing loans.  If 
PWLB terms of trade changed for new loans, local authorities that had otherwise 
expected to be able to freely refinance existing debt may instead be required to 
choose between significantly increasing their annual charge to ‘top-up’ their MRP 
or develop other plans to manage increased liquidity risk on repayment of debt. 
 

41. Whilst the normal maximum asset life has been set at 50 years, the Guidance 
recognises that there may be circumstances where this maximum can be 
prudently exceeded.  By service functionality, the Guidance means assets that 
are directly used to deliver the functions of the authority.  It does not include 
investment assets. 

Leases and PFI [paragraph43] 

42. At the time of drafting this Guidance, it is anticipated that proper practices for 
leases will move to being based on International Financial Reporting Standard 
(IFRS) 16: Leases, with effect from 1 April 2019, the effective date of this 
Guidance.  However, at the time of drafting the extant proper practices are based 
on International Accounting Standard (IAS) 17: Leases and this Guidance 
maintains the provisions in relation to finance leases under that standard.  
Guidance in relation to finance leases under IAS 17 as adopted by proper 
practices should be used, until proper practices replace that standard with 
provisions based on IFRS 16. 
   

43. IFRS 16 introduces a single lessee accounting model and requires a lessee to 
recognise assets and liabilities for all leases with a term of more than 12 months, 
unless the underlying asset is low value.  Implementation of this standard is 
expected to bring more lease contracts, and the related assets and liabilities onto 
the balance sheet.  
 

44. When these lease contracts along with the related assets and liabilities come 
onto the balance sheet, a local authority will increase its long term liabilities.  This 
will increase the quantum of debt that MRP needs to cover.  Generally accepted 
accounting practice requires these changes to be accounted for retrospectively, 
with the result that an element of the rental or service charge payable in previous 
years (and previously charged to revenue accounts) will be taken to the balance 
sheet to reduce the liability. On its own, this change in the accounting 
arrangements would result in a one-off increase to the capital financing 
requirement and an equal increase in revenue account balances.   
 

45. This is not seen as a prudent course of action and the guidance aims to ensure 
authorities are in the same position as if the change had not occurred.  It does 
this by recommending the inclusion in the annual MRP charge of an amount 
equal to the amount that has been taken to the balance sheet to reduce the 

-57-



liability, including the retrospective element in the first year. (This approach will 
produce an MRP charge comparable to that under Option 3, in that it will run over 
the life of the lease or PFI scheme and will have a profile similar to what the 
annuity method gives). MHCLG recognises the complexity of the accounting in 
this area and acknowledges that the recommendations in paragraph 43 of the 
formal guidance and in this commentary may not be entirely appropriate in all 
cases. It will be open to authorities to consider a different approach to the 
calculation, subject to compliance with the overriding statutory requirement to 
make a prudent level of MRP. 

Housing assets 

46. As was the case under regulation 28 of the 2003 Regulations prior to its 
amendment by the 2008 Regulations, the duty to make MRP does not extend to 
cover borrowing or credit arrangements used to finance capital expenditure on 
housing assets [as defined in paragraph 12]. Options 1 and 2 above already 
automatically achieve this; and when using options 3 or 4 (or any other method) 
the authority should not take account of capital expenditure on housing assets.   
 

47. The rationale for this is that assets held in the Housing Revenue Account are 
self-financing.  Instead, local authorities with Housing Revenue Accounts are 
required to make a charge to their Major Repairs Reserve, to maintain the 
functionality of housing assets. 

Investment Properties [paragraph 45] 

48. Where a local authority classifies an asset as an investment property, it is 
declaring that it is holding that asset for commercial reasons.  Therefore, it should 
fully provide for debt taken on to acquire that asset over the lifetime of that debt.  
In addition as investment properties are not subject to depreciation, Option 4 – 
the depreciation method, is not appropriate for calculating prudent provision. 
 

49. The Guidance recognises that some local authorities may have made different 
assumptions when they acquired investment properties.  For this reason the 
maximum life that should be used for calculating MRP on such assets has been 
set at 50 years, which is the maximum loan period for PWLB debt. 

Capitalised expenditure [paragraphs 46 – 47] 

50.  Authorities may borrow to meet expenditure which is treated as capital 
expenditure by virtue of either a capitalisation direction (section 16(2)(b) of the 
2003 Act ) or regulation 25(1) of the 2003 Regulations. The guidance 
recommends that MRP in such cases is determined under Option 3. However, 
since the expenditure does not relate (directly at least) to an asset for which a life 
can be estimated, guidance is given on how to determine the value of the 
variable “C” in the formula in paragraph 9 of the guidance.  
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51. The table in paragraph 24 of the guidance gives the value of “C” for each of the 

categories listed in regulation 25(1). The basic principle is that, where the 
capitalised expenditure can be indirectly linked to an asset, the estimated life of 
that asset should be used.  
 

52. In other cases, 25 years is proposed as a reasonable default. But for the 
acquisition of share capital (regulation 25(1)(d)), the slightly shorter period of 20 
years is specified, because the aim of that regulation is to discourage the use of 
those particular forms of investment.  
 

53. Similarly, 20 years is specified in the case of expenditure capitalised by 
direction, since the Government again does not wish to encourage reliance upon 
that practice.  
 

54. It should be noted that the value of “C” given in each case applies only in the 
initial year of making MRP. Subsequently, the value will decrease by 1 in each 
successive year. 
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Annex C - Transitional arrangements 

1. The Government wants to ensure that local authorities make prudent provision 
for the repayment of debt.  The Government believes that it is for local authorities 
to assess what is prudent according to their circumstances.  The proposals aim to 
continue to give local authorities flexibility to define prudent provision and to 
change the methodology that they use to assess this if needed.  
 

2. There is no requirement for local authorities to make decisions based on 
prospective Guidance.  It is for individual local authorities to make their own 
judgement as to whether they apply the current Guidance or the prospective 
Guidance to decisions that they take prior to 1 April 2019, in consultation with 
their external auditors where they feel that is appropriate.  Government has no 
intention of seeking to second guess or comment on local decisions taken in 
accordance with local Standing Orders. 
 

3. The Government does not expect any local authority to recalculate MRP charged 
in the 2017-18 financial year or any prior year due to the proposed changes in 
methodology.  Where a local authority has changed the methodology that it uses 
to calculate prudent provision and generated what the current Guidance calls an 
‘overpayment’ it can continue to incorporate that overpayment into future 
calculations of prudent provision. 
 

4. As set out in paragraph 15 of the statutory guidance, a local authority that 
changes the methodology it uses to calculate MRP in 2018-19 does not generate 
an overpayment by doing so.  
 

5. Where a local authority has selected a long asset life for borrowing or has 
decided not to charge MRP on non-Housing Revenue Account debt, we would 
expect the calculation of future year’s MRP to be made under the new guidance, 
as set out in the Government response following completion of the consultation.  
We have suggested maximum useful economic lives in the draft for consultation, 
but if any local authority believes that there are reasons why these maximums 
are inappropriate for borrowing to support particular activities, we would 
encourage them provide the evidence to us.  If a local authority feels that it needs 
to adjust the useful economic lives that it is basing its MRP charge on, then that 
adjustment should only be applied to calculations made in 2019-20 and 
subsequent years.   

 

 

-60-



 

February 2018 
Ministry of Housing, Communities and Local Government 

 

 

 

 

Consultation on the proposed changes to the 
prudential framework of capital finance  

 

Summary of consultation responses and Government 
response  
 
 

APPENDIX ‘C’    
to Agenda Item 6    

     APPENDIX ‘C’
    to Agenda Item 6

   
     

    

-61-



 

 

 

© Crown copyright, 2018 

Copyright in the typographical arrangement rests with the Crown. 

You may re-use this information (not including logos) free of charge in any format or medium, 
under the terms of the Open Government Licence. To view this licence visit 
http://www.nationalarchives.gov.uk/doc/open-government-licence/version/3/ 

This document/publication is also available on our website at www.gov.uk/mhclg 

If you have any enquiries regarding this document/publication, complete the form at 
http://forms.communities.gov.uk/ or write to us at: 

Ministry of Housing, Communities and Local Government 
Fry Building 
2 Marsham Street 
London  
SW1P 4DF 
Telephone: 030 3444 0000  

For all our latest news and updates follow us on Twitter: https://twitter.com/mhclg 

February 2018 

ISBN: 978-1-4098-5186-8 

-62-



 

 

Contents 

Introduction 4 

Summary of Responses 6 

Statutory Guidance on Local Authority Investments 6 
 

Minimum Revenue Provision Guidance  13 

 

-63-



 

 

Introduction  

1. The Ministry for Housing, Communities and Local Government (MHCLG) has policy 
responsibility for the Prudential System. This covers the responsibility for ensuring that the 
statutory guidance drives local authorities to make borrowing and investment decisions in a 
way that is commensurate with their statutory responsibilities and the best value duty.  It 
also includes overall responsibility for the local government finance system, including 
understanding the risks to the system from changes in the types of borrowing and 
investment activities that local authorities are undertaking. 

 
2. The statutory framework for the Prudential System incorporates four statutory codes and 

MHCLG is responsible for preparing the Guidance on Local Authority Investments 
(“Investments Guidance”) and the Guidance on Minimum Revenue Provision (“the MRP 
Guidance”). The Investments Guidance covers proper practices that local authorities are 
required to follow when making investment decisions. The MRP Guidance contains 
statutory guidance that local authorities are required to have regard to when calculating the 
annual amount of MRP to put aside. 
 

3. Over the past years, the economic and regulatory landscape has changed significantly, 
along with changes in the borrowing and investing activities of local authorities. We believe 
that most authorities are behaving sensibly and proportionately but we are also conscious 
that the current framework needs to be updated in order to improve transparency and 
support sound decision-making. In addition, the proposed changes to the framework aim to 
ensure that key individuals in the decision making process have sufficient knowledge and 
expertise to be able to take sensible decisions. In 2016, relevant comments about skills 
and capacity were also raised by the Public Accounts Committee. 
 

4. MHCLG has also been monitoring the practices and principles used by local authorities 
when deciding how much MRP to charge. In addition, in 2016, the NAO value for money 
report on Local Authorities Capital Investment and Financing discussed the impact that 
debt servicing costs could have on the financial sustainability of individual authorities and 
the steps being taken to manage this cost and the matter was briefly discussed at the 
Public Accounts Committee meeting in Parliament that considered the report. 
 

5. As local authorities are increasingly investing in non-financial yield bearing investments it is 
important to bring them within scope. The Government recognises that a one size fits all 
approach is not suitable given the increasing variation in the objectives and nature of local 
authority investment activity. At the same time, the Government recognises that local 
authorities have a key role in local economic regeneration, and this may mean that they 
choose to take on projects that the private sector would not consider.  However, it is 
important that local authorities consider and are transparent about the risks as well as the 
opportunities of all classes of investment. 

 
6. The consultation closed on 22 December 2017. As part of the consultation process, 

stakeholder engagement activities took place. As a result of the feedback received during 
the consultation process, and to help respondents in their consideration of the proposals, a 
clarification on some aspects proposals on the changes to the Guidance on Minimum 
Revenue Provision was published on 29 November 2017, and can be found here 
https://www.gov.uk/government/consultations/proposed-changes-to-the-prudential-
framework-of-capital-finance/prudential-framework-of-capital-finance-qa. 
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7. A total of 213 responses to the consultation were received. A breakdown of the types of 

respondents is shown below. 
 

 
 
 

8. The Government is grateful for the views shared during the consultation process and has 
considered all views in developing the Government response. This document sets out a 
summary of the responses and an outline of decisions made by Government. As a 
summary, this paper does not attempt to capture every point made in those responses.  A 
final version of the guidance, reflecting the decisions in this document, is published 
alongside this document. 
 

9. Following consideration of the consultation responses the Government, in summary, 
intends to: 
 make some technical changes to the Investments Guidance and the MRP Guidance 

reflecting respondents’ feedback; 
 amend proposals related to the Useful Economic Lives of assets; 
 implement the Investments Guidance for 2018-19, but allow flexibility on when the 

additional disclosure first needs to be presented to full Council or its equivalent; and  
 defer implementation of MRP Guidance to 2019-20. This is in recognition of the fact 

that is very late in the 2018-19 budget setting cycle.  
 
More detailed information on Government’s intention for each proposed change can be 
found in the “summary of responses” section of this document.   
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Summary of Responses  

Statutory Guidance on Local Authority Investments 

 
Transparency and democratic accountability 
 
10. The revised guidance retains the requirement for an Investment Strategy to be 

prepared at least annually and introduced some additional disclosures to improve 
transparency. However, in recognition that the CIPFA consultation on the Prudential 
Code introduces a new requirement for local authorities to prepare a Capital Strategy, 
the revised guidance specifically allowed the matters required to be disclosed in the 
Investment Strategy to be disclosed in the Capital Strategy.  

 
Question 1: Do you agree with the proposed change? If not why not; and what 
alternative would you propose?  
 
11. 202 respondents commented on Question 1. The majority of respondents supported 

the need to ensure decisions are transparent and that they are made with the 
necessary due diligence by presenting additional information to enable members to 
understand their local authority’s risk exposure to commercial decisions. 
 

12. A number of respondents expressed the view that the detailed Investment Strategy 
would best remain as part of the Treasury Management Strategy. Concerns were 
raised about the need to prepare many different documents that could be burdensome 
and overload members. Some respondents asked for further clarity regarding the 
definition of non-treasury investments, to enable authorities to make a clear distinction 
between non-financial investments and ‘business as usual’ capital projects. 

 
13. The Government believes that it is important that local authorities take decisions in an 

open and transparent manner.  However, the Government does not want to increase the 
reporting burden on local authorities.  For this reason the Government has revised the 
Guidance to make it clear that providing all the required disclosures are made and are 
publicly available, local authorities should have the flexibility to decide how to structure that 
information.  

 
Principle of Contribution 
 
14. The consultation sought views on the introduction of a new principle requiring local 

authorities to disclose the contribution that non-core investments make towards core 
functions. 

 
Question 2: Do you agree that it is important for local authorities to disclose the 
contribution that investment activities make to their core functions? If not why not; and 
what alternative would you propose?  
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15. 199 respondents commented on Question 2. Responses showed that the introduction of a 

new principle requiring local authorities to disclose the extent to which the non-core 
investments make to the core functions is reasonable and transparent. 
 

16. A number of respondents considered that clarity on defining what constitutes a ‘non-core 
investment’ would be needed, especially for circumstances where is difficult to attribute 
yield from an individual investment to core/non-core functions.  Some respondents raised 
concerns that the proposals in the consultation document could cut across those in the 
statutory code of practice issued by CIPFA: “Treasury Management in the Public Services: 
Code of Practice and Cross-Sectoral Guidance Notes, 2017 Edition”. 
 

17. The Government believes that it is important that local authorities disclose the contribution 
that investment activities make towards their objectives.  However, in recognition that local 
authorities will hold investments for different purposes the Government has decided to 
clarify the term ‘core objectives’.  The Guidance now makes a distinction between 
investments held for treasury management purposes and those held for other reasons.  
The term ‘core objectives’ has been expanded to read ‘service delivery objectives and/or 
placemaking role.’  This clarification has been made to recognise the fact that in addition to 
their ongoing service delivery responsibilities local authorities have a key role in facilitating 
the long term regeneration and economic growth of their local areas and that they may 
want to hold long term investments to facilitate this. 

 
 

Question 3: Are there any other measures that would increase the transparency of local 
authority financial and non-financial investments that you would suggest for inclusion 
in the Investments Guidance to assist scrutiny by the press, local taxpayers and 
councillors? 

 
 

18. 198 respondents commented on Question 3. Respondents mentioned that clear separation 
is needed between investments for treasury management purposes and any other 
investments. They also suggested that Investment Strategy could summarise any non-
treasury investment strategic options that may have been taken or, considered and 
discounted, including the rationale. 
 

19. A number of respondents commented on the draft guidance, which requires that indicators 
should allow comparison of “a local authority’s decisions to a similar authority”. 
Respondents expressed views that this would impose a major burden on councils and 
would require such indicators to be imposed nationally. A number of respondents were not 
in favour of this and suggested that such indicators need to be specified locally.  
 

20. Some respondents thought that the guidance should specify the indicators to be used 
without setting thresholds.  Indicators suggested by a few of respondents included gearing 
and metrics that allowed third parties to assess the relationship between the risk taken and 
the availability of contingency resource, General Fund Balance and potential losses which 
can occur from non-core financial investments. However, the majority of respondents did 
not suggest any additional metrics.   
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Use of indicators to assess total risk exposure 
 
21. The consultation sought the views of respondents on whether local authorities should be 

required to publish indicators that would allow elected members and other interested 
parties to understand and assess authorities’ exposure to risk from borrowing and 
commercial investment decisions. 
 

Question 4: Do you agree with the introduction of a requirement to enable Councillors 
to assess total exposure from borrowing and investment decisions? If not why not; and 
what alternative would you propose?  

 
22. 201 respondents commented on Question 4. A majority of respondents supported the idea 

of enabling Councillors to assess total exposure from borrowing and investment decisions.  
 

23. A number of respondents expressed the view that details of borrowing decisions would be 
best left to the borrowing strategy section of the Treasury Management Strategy. 
Respondents also argued that local authorities might face compliance difficulties with the 
proposed requirement to state how investments are funded, since local authorities do not 
disaggregate their balance sheets to associate particular assets with particular liabilities or 
reserves. Other respondents commented that this principle is already adequately covered 
by the requirements of other existing indicators. 
 

24. The Government does not agree with those respondents who comment that current 
publicly available indicators allow members and other interested parties to assess total 
exposure from borrowing and investment decisions. As a result the final code retains this 
requirement. 

 
Question 5: Do you agree with the decision not to specify indicators or thresholds? If 
not why not; and what alternative would you propose? 
 
 
25. 200 respondents commented on Question 5.  A great majority supported giving local 

authorities the flexibility to decide on which indicators to use and where limits should be 
set. 
 

26.  Respondents commented that different councils will have different risk appetites and it 
would be more appropriate not to set generic thresholds. A substantial number of 
responses also highlighted that it would be difficult to compare different LAs if indicators 
were down to local discretion.  
 

27. The Government believes that local authorities should have discretion to set appropriate 
indicators and thresholds for local circumstances.  The final code recognises that if this is 
the most important principle, then it may not be possible to select indicators that allow 
comparability between authorities, and therefore this requirement has been removed. 
 

28. The Government will also address requests for guidance on metrics assessing exposure 
and proportionality, by including metrics that we expect every local authority will want to 
use in the non-statutory guidance notes.   
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Extension of principle of Security, Liquidity and Yield to non-
financial investments  
 
29. The consultation sought views on the proposal that where local authorities invest in non-

financial assets, they should apply the principles of prioritising security and liquidity over 
yield in the same way that they are required to do for financial assets.  

 
Question 6: Do you agree with the extension of the principles of security and liquidity to 
non-financial assets? If not why not; and what alternative would you propose?  
 
 
30. 199 respondents commented on Question 6. A majority of respondents did not support 

extending the principles of security, liquidity and yield to non-financial assets.  Those that 
did not agree did not think that liquidity in particular was appropriate for non-financial 
assets.  
 

31. Respondents noted that the balance between security and liquidity will be different for 
different types of assets. Non-financial assets need to be looked at differently from 
Treasury assets as they are held for different purposes. 
 

32. Some of the respondents, who agreed with the extension of these principles to non-
financial assets suggested that it should be recognised that yield will be the primary driver 
for making such decisions. 
 

33. When a local authority enters into a long term financial investment it is exposing taxpayers 
funds to a different type of risk to those related to service delivery.  In addition taking on 
additional debt creates a long term financial commitment.  For this reason the Government 
believes that it is important that local authorities consider how they would recoup funds 
committed to non-financial investments.   
 
 

Question 7: Do you agree with the definitions of liquidity and security for non-financial 
assets? If not why not; and what alternative would you propose? 

 
 

34. 191 respondents commented on Question 7. A majority of respondents expressed similar 
views to Question 6. Generally respondents were concerned about the definitions of 
liquidity and security for non-financial assets.  
 

35. Respondents noted that property assets are subject to annual variations in market prices, 
but are held for the long term to meet economic regeneration objectives. Some 
respondents also commented that liquidity is difficult to be meaningful when applied to 
property as there is uncertainty that the funds invested can be accessed when needed. 
 

36. In recognition that non-financial investments are, by their nature illiquid, and that local 
authorities may choose to hold onto investments for a number of years, particularly where 
they are held to contribute to local regeneration objectives, the Investment Guidance is 
now explicit that local authorities can determine the relative importance of security, liquidity 
and yield for different types of investment and can assess liquidity of non-financial assets 
on a portfolio basis.   
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Introduction of a concept of proportionality 
 
37. The Government is concerned that some local authorities may become overly dependent 

on commercial income as a source of revenue for delivering statutory services. Given the 
nature of assets that local authorities are investing in this could leave them exposed to 
macro-economic trends. For this reason the consultation sought views on  requiring local 
authorities to disclose their dependence on commercial income to deliver statutory services 
and the amount of borrowing that has been committed to generate that income.  

 
Question 8: Do you agree with the introduction of a concept of proportionality? If not 
why not; and what alternative would you propose? 
 
38. 198 respondents commented on Question 8. A majority of respondents supported the 

introduction of a concept of proportionality as being important that local authorities make 
decisions based on an understanding of the overall risk that they face. 
 

39.  Some respondents considered that the dependence of local authorities on commercial 
income and the amount of borrowing committed to generate that income is already evident 
from financial planning, budget and investment decision reports considered by council 
members. 
      

40. Respondents also commented on paragraph 38 of the guidance, which requires 
measurement of the opportunity cost of using ‘borrowing capacity for investment rather 
than service delivery activity’. They expressed concerns about being able to measure this, 
as any borrowing for investment will be expected to generate a surplus and therefore 
would not impact on other borrowing capacity or on revenue budget capacity. 
 

41. The Government believes that explicit consideration of sources of income and relative 
dependence on these to deliver statutory services is an essential component of sound 
financial management.  In addition, as non-financial investments can be very long term, the 
level of return generated may significantly vary over time due to changes macro-economic 
conditions.  The Government recognises that requiring local authorities to assess the 
opportunity costs of additional borrowing does not enhance transparency or understanding 
of risk so has removed this proposed change. 

 
 

Borrowing in advance of need 
 
 
42. The Prudential Code has always prohibited local authorities from borrowing solely to invest 

in profit making activities rather than to deliver statutory services or strategic objectives.  
However, a number of local authorities have borrowed to invest in non-financial assets with 
the sole aim of generating a profit.  By bringing non-financial investments within the scope 
of the Investments Guidance, the consultation proposals made it clear that borrowing to 
fund acquisition of non-financial assets solely to generate a profit is not prudential and 
sought views on requiring additional disclosure by local authorities who have borrowed 
solely to invest in revenue generating investments.  
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Question 9: Do you agree that local authorities who borrow solely to invest should 
disclose additional information? If not why not; and what alternative would you 
propose? 
 
43. 182 respondents commented on Question 9. The majority of respondents agreed with the 

principle that local authorities should disclose additional information. They also noted that 
the disclosure of additional information should not impair commercial confidentiality.  

 
44. A few respondents commented that disclosure arrangements should be part of the local 

management arrangements and no additional formal reporting requirements should be 
added.     
 

45. A number of respondents expressed the view that the definition of borrowing in advance of 
need is contrary to the CIPFA Prudential Code and Treasury Management Code and can 
be confusing. Respondents had different views on what the definition of borrowing in 
advance of need should be. Some noted that borrowing for investment does not 
necessarily constitute borrowing in advance of need, and that there were certain 
circumstances, for example where borrowing in advance of need situations where 
approved capital expenditure is forecast and a decision to borrow early is made either to 
secure an advantageous interest rate or to reduce interest rate risk, where borrowing in 
advance of need could deliver better value for money. Some respondents argued that 
funds that are borrowed and immediately spent on an investment property are currently 
counted as capital expenditure and therefore can be supported by borrowing.  
 

46. Whilst the Government recognises that there may be cases where local authorities may 
choose to borrow in advance of need to achieve value for money in its Treasury 
Management activities, it is clear that borrowing in advance of need solely to generate a 
profit is not prudential.  This is irrespective whether the borrowing is used to finance the 
acquisition of financial or non-financial investments.  To make this clear the Guidance now 
mirrors the wording in the statutory code of practice, issued by CIPFA: The Prudential 
Code for Capital Finance in Local Authorities, 2017 Edition (“the Prudential Code”). 
 

47. Despite the fact that the wording on borrowing solely to generate a profit is unchanged 
from the 2011 edition of the Prudential Code, the Government is aware that some local 
authorities are engaged in this practice.  For this reason, the Investment Guidance requires 
local authorities who have borrowed in advance of need solely to generate a profit to 
explain why they have chosen to disregard statutory guidance. 
 

48. It is also important to note that nothing in the Investment Guidance or the Prudential Code 
overrides statute, and local authorities will still need to consider whether any novel 
transaction is lawful by reference to legislation. 

 
Capacity, skills and culture 
 
 
49. The consultation sought views on extending requirements in the Investments Guidance to 

disclose the steps Treasury Management professionals have taken to ensure that they 
have sufficient knowledge and expertise to be able to take sensible decisions to statutory 
officers, Councillors and other key individuals in the decision-making process.  

 

-71-



 

 

Question 10: Do you agree with the extension of the disclosure requirement on steps 
taken to secure sufficient expertise to include all key individuals in the decision making 
process? If not why not; and what alternative would you propose? 
 
 
50. 202 respondents commented on Question 10. Responses showed that there was a split of 

views on this proposal. A number of respondents supported the principle of governance 
arrangements that would ensure appropriate decisions are made having due regard to 
expertise.  

 
51. A number of respondents were concerned that this proposal seemed to add burden on 

local authorities. Respondents raised concerns that the disclosure went beyond the 
requirements specified in MiFID II1, should local authorities wish to ‘act up’ to professional 
investor status and suggested that the disclosure requirement should be aligned with local 
decision making and specified locally. 
 

52. It is important to note that the Investments Guidance does not specify what activities 
elected members and others need to undertake to be informed decision makers. This 
remains an area where local authorities have discretion.  Therefore the Government does 
not agree that this proposal goes beyond the requirements to ‘opt up’ under MiFID II.   
 

53. In deciding to leave this requirement in the Investment Guidance, the Government took 
account of the fact that locally elected members are ultimately accountable to local 
residents through the ballot box, for decisions taken by their local authority.  Therefore, it is 
right that locally elected members have sufficient background and information to 
understand the financial risks that they are exposing their local authority to as a result of 
approving new investments. However, we have clarified that the requirement to include 
commentary on training only extends to those elected members and statutory officers who 
have responsibility or will be held accountable for investment decisions. 
  

                                            
 
1 Markets in Financial Instruments Directive II was implemented into UK law with effect from 3rd January 
2018 
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Minimum Revenue Provision Guidance 

 
Definition of ‘Prudent Provision’ in the MRP Guidance 
 

54. Local authorities are normally required each year to set aside some of their revenues as 
provision for debt (‘minimum revenue provision’ or MRP). More precisely, the provision is in 
respect of capital expenditure financed by borrowing or long term credit arrangements. The 
consultation sought views on proposals to update the guidance relating to MRP to ensure 
local authorities are making prudent provision for the repayment of debt.  
 

55. The consultation proposed changing the definition of prudent provision to one that requires 
local authorities to set MRP in a way that covers the gap between the Capital Financing 
Requirement (CFR) and the amount of that requirement that is funded by income, grants 
and receipts. This was with the intention of ensuring local authorities are able to better 
align the period over which they charge MRP to one that is commensurate with the period 
over which their capital expenditure provides a benefit.  

 
 
Question 11: Do you agree with the change to the definition of the basis of MRP? If not 
why not; and what alternative would you propose? 
 
 
56. 204 respondents commented on Question 11. Responses showed that there was a split of 

views on this proposal. A number of respondents supported the change to the definition of 
the basis of MRP.  
 

57. A number of respondents commented that the current application of MRP works 
appropriately and there is no reason for change. Some respondents noted that the 
proposed definition is confusing as the CFR comes about from unfinanced capital 
expenditure, which is already net of grants and capital receipts. 
 

58. The Government is of the view that there are two conceptual bases for MRP.  It can be 
seen as providing for net debt taken out over its lifetime (particularly where the asset is 
purchased for investment purposes) or as a proxy for depreciation (where the asset is 
primarily for service purposes, that is the economic benefits generated by debt financed 
assets over their lifetime.  The wording in the MRP Guidance aims to cover both of these. 
 

 
Meaning of a charge to the revenue account 
 

59. There have been some reports of local authorities who have determined that they have 
previously overpaid and as a result have made a credit to the account for MRP. The 
Government does not believe that crediting the revenue account is either prudent or within 
the spirit of the approach set out in the relevant Regulations (Regulation 27 of the Local 
Authorities (Capital Finance and Accounting) (England) Regulations 2003).  For this 
reason, the consultation sought views on the proposal that a charge to the account should 
not be a negative charge.  
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Question 12: Do you agree that the Guidance should clarify that a charge to an account 
cannot be a credit? If not why not; and what alternative would you propose? 
 
 
60. 198 respondents commented on Question 12. A majority of respondents welcomed the 

clarification.  
 

61. A number of respondents expressed the view that local authorities should be able to retain 
the flexibility to review MRP and in case where an over provision for MRP in previous years 
is made, should be credited back. 
 

62. Respondents also noted that there may be circumstances where an authority has under 
estimated the period over which an asset and it would be appropriate to either have a 
negative MRP charge, or to take an MRP holiday. 
 

63. Regulation 28 of the Local Authorities (Capital Finance and Accounting) (England) 
Regulations 2003 as amended uses the terminology “charge to a revenue account”.  All the 
MRP Guidance does is clarify what the intent of the Regulation is. 
     

 
Impact of changing methods of calculating MRP 
 

64. The Government has concerns that some local authorities have been changing 
methodologies, not because the change would better allow them to make prudent 
provision, but instead to reduce their annual charge and in some cases to allow them to 
defer payments into future years, which it foes not consider to be  prudent. The 
consultation therefore sought views on proposals for clarifying the approach to be adopted 
when changing the methodologies used to calculate MRP.  

 
 
Question 13: Do you agree that changing MRP methodology does not generate an 
overpayment of MRP? If not why not; and what alternative would you propose? 
 
 
65. 202 respondents commented on Question 13. A majority of respondents noted in cases 

where changing MRP methodology could generate an overpayment of MRP the local 
authority should be able to revisit its original decision and make amendments to future 
years’ charges. Some respondents suggested that there should be flexibility to be credited 
back to the local authority. Respondents also noted that revising and re-profiling historical 
MRP policies may allow a more prudent approach which provides greater fairness to 
current and future council tax payers.  
 

66. A number of respondents argued that a change of MRP calculation method should usually 
apply prospectively and not retrospectively. 
 

67. The Government believes that it is prudent to treat a change in MRP methodology in a 
similar way to that which a local authority would use when changing its depreciation policy 
under proper accounting practices. This is because the Government does not believe that 
it is prudent to defer costs into future years, simply due to a technical accounting change. It 
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is important to note that under the revised MRP Guidance, changing MRP methodology 
revising and re-profiling historical MRP policies will still result in a lower annual charge. 
 

68. However, local authorities will be prevented from taking all the benefits up-front, thereby 
leaving future council tax payers with higher costs or exposing the local authority to 
repayment risks. 
 

69. The Government agrees that the changes to MRP should be prospective and has already 
clarified this. The Government does not expect any local authority to recalculate MRP 
charged in prior years due to the proposed changes in methodology. Where a local 
authority has changed the methodology that it uses to calculate prudent provision and 
generated what the current guidance calls an ‘overpayment’ it can continue to incorporate 
that overpayment into future calculations of prudent provision. 
 

70. Where a local authority has selected a long asset life for borrowing or has decided not to 
charge MRP on non-Housing Revenue Account debt, we would expect the calculation of 
future year’s MRP to be made under the new Investments Guidance. If a local authority 
feels that it needs to adjust the useful economic lives that it is basing its MRP charge on, 
then that adjustment should only be applied to future year’s calculations. 
 

71. Detailed guidance on transition arrangements will be provided in the non-statutory 
explanatory notes to the MRP Guidance. 
 

 
Introduction of a maximum economic life of assets 
 
72. The Government has concerns that some local authorities may be setting artificially long 

asset lives to reduce the annual charge for MRP and thereby deferring revenue costs into 
future years. The consultation therefore sought views on setting a maximum useful 
economic life of 50 years for freehold land and 40 years for other assets.  

 
Question 14: Do you agree that the guidance should set maximum useful economic 
lives for MRP calculations based on asset life? If not why not; and what alternative 
would you propose? 
 
Question 15: Do you agree with the maximum useful economic lives selected? If not 
why not; and what alternative would you propose? 
 
 
73. 201 respondents commented on Question 14. A number of respondents were of the view 

that this proposal was in principle sensible. Some of these respondents noted that this 
could be used as a proxy and still allow for longer lives to be adopted where it is evidenced 
by proper external valuation. 
 

74.  201 respondents commented on Question 15. A large number of respondents expressed 
different views to the proposed length of the maximum useful economic lives. A number of 
respondents noted that the selected maximum useful economic lives seem to be short. 
They also suggested that it would be useful to make clearer that regulation requires each 
local authority to set its own MRP policy having had regard to guidance and that a more 
flexible approach allowing an appropriate and supported asset life to be used may be more 
suitable. 
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75. Those who expressed concern about the proposal commented that rigid application of 

maximum lives will often not be reflective of the underlying life of the assets. These 
respondents also noted that the useful life of an asset should be determined locally by 
those with the appropriate knowledge and skills able and include any local factors that 
could affect useful asset lives.   

 
76. Those who supported the proposal in principle tended to opine that a 50 year maximum life 

was appropriate.  Some of the supportive views noted that the years specified in the 
guidance would be better to be seen as a guide in order to provide flexibility to take 
account of specific local conditions. They also suggested in cases where longer terms than 
the proposed have already been agreed with local auditors as being prudent should 
continue to be used and not apply retrospective adjustments.  Some of the supportive 
respondents raised concerns that some local authorities were not providing MRP on debt 
financed investment properties using the rationale that these assets do not normally need 
to be depreciated under generally accepted accounting practice. 
 

77. The Government suggested 50 years as the maximum life that can be used to calculate 
MRP for two reasons.  Firstly, this is the suggested life for depreciating freehold land used 
in generally accepted accounting practice; and secondly, it is the maximum length of debt 
issued by the Public Works Loan Board.  However, the Government recognises that there 
may be valid reasons why a local authority has selected a useful life of more than 50 years.  
Therefore, the MRP Guidance will set a maximum life of 50 years, but allow local 
authorities to exceed this where the related debt is PFI debt with a longer term than 50 
years, or where a local authority has an opinion from an appropriately qualified person that 
an operational asset will deliver benefits for more than 50 years.  In these two scenarios a 
local authority will be able to set a useful life that is commensurate with the length of the 
PFI debt or the length that the asset will deliver benefits for as appropriate. 
 

78. The Government has also introduced a new paragraph stating that local authorities must 
include long term liabilities entered into to acquire investment properties in their 
calculations of MRP and to make it explicit that the depreciation method of calculating MRP 
is not appropriate for assets that do not attract depreciation under generally accepted 
accounting practice. 
 
 

Implementation timetable 
 
Question 16: Do you agree that the codes should be implemented in full for 2018-19? If 
not, are there any specific proposals where implementation should be deferred, and 
what would be the implications of not doing so? 
 
 
79. 195 respondents commented on Question 16. A majority of respondents expressed the 

view that an implementation of the codes for 2019-20 would be more practical and would 
provide councils with sufficient time to consider their budget strategies and adapt to the 
changes.  A number of local authority respondents presented evidence demonstrating that 
it would be challenging to make the additional provision required by the revised MRP 
Guidance so late in their budget setting cycle.  Those respondents that wanted 
implementation to be deferred asked for certainty as far in advance of the implementation 
date as possible. 
  

-76-



 

 

80. A few respondents supported the implementation of the codes for 2018-19. Some of those 
respondents expressed the view that updated guidance should be finalised and published 
as soon as possible to allow local authorities sufficient time to implement the changes prior 
to commencement of the 2018-19 financial year.  
 

81. Some respondents also commented that the MRP guidance could be published on the 
basis that is advisory for the 2018-19 financial year. 
 

82. Given the increasing scale and complexity of local authority commercial activity, the  
Government believes that it is important that requirements of the Investments Guidance 
are brought in as soon as possible.  For this reason they will apply from 1 April 2018.  
However, the Government recognises that many local authorities will already have finalised 
the strategies and budgets that will be presented to Budget Councils for approval.  For this 
reason the Government will allow local authorities who determine that they would face 
significant challenges in preparing the disclosures required by the Investments Guidance to 
defer inclusion to the first strategy presented after 1 April 2018.   
 

83.  The Government wants to provide local authorities with certainty and does not want to do 
anything that will make it harder for local authorities to set budgets for 2018-19.  For this 
reason, whilst the MRP Guidance published alongside this response should be considered 
final, implementation of the MRP Guidance will be deferred to the 2019-20 financial year.  
However, early adoption is encouraged. 
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REPORT TO THE TREASURY & INVESTMENT SUB-COMMITTEE – 6TH MARCH 2017
AGENDA ITEM 7

TREASURY MANAGEMENT STRATEGY 2018/19

Report of: Sue Hogg– Head of Finance (S151 Officer)
shogg@tandridge.gov.uk

Purpose of Report : To present an annual report on the Treasury Management Strategy for 
2017/18 in line with the Code of Practice on Treasury Management

Publication status: Unrestricted

Recommendations: That, in accordance with its delegated powers, the Sub-Committee resolves 
that the Treasury Management Strategy for 2018/19, attached at Appendix 
A, be approved

 
Appendices: Appendix ‘A’ – Treasury Management Strategy for 2018/19 (page 80)

Background papers 
defined by the Local 
Government (Access to 
Information) Act 1985

None

1. Background

1.1 The Chartered Institute of Public Finance and Accountancy’s Treasury Management in the 
Public Services: Code of Practice 2011 Edition (the CIPFA Code) requires the Council to 
approve a Treasury Management Strategy (TMS) before the start of each financial year.

1.2 The Ministry for Housing, Communities and Local Government (MHCLG) issued revised 
guidance on local authority investments in December 2017 and this is currently being 
reviewed by Councils to determine any changes needed to existing TMS’s. The TMS in this 
report has therefore been prepared on the basis of existing guidance and will have to be 
updated for latest guidance once it is fully understood and determined.

1.3 In accordance with the CLG Guidance, the Authority will be asked to approve a revised 
Treasury Management Strategy should the assumptions on which this report is based 
change significantly.  Such circumstances would include, for example, a large unexpected 
change in interest rates, or in the Authority’s capital programme or in the level of its 
investment balance.

2. Treasury Management Advisers

2.1 The Council’s current treasury management adviser, Arlingclose Limited, continues to 
provide advice and information on the Council’s investment and borrowing activities.
However, responsibility for final decision making remains with the Council and its officers.  

The services received include:

advice and guidance on relevant policies, strategies and reports
advice on investment decisions
notification of credit ratings and changes
other information on credit quality
advice on debt management decisions
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accounting advice
reports on treasury performance
forecasts of interest rates, and
training courses.

2.2 The quality of this service is controlled by periodic monitoring of performance.

2.3 The current contract for Arlingclose Limited expires on 30 April 2018 and a market testing 
exercise will be carried out shortly in accordance with Council procedures to assess 
whether Arlingclose or any other market competitor is best placed (on the basis of price and 
quality) to provide future Treasury Management advice services to the Council. The 
Committee will be advised of the outcome of this process and decision after April 2018.

3. Financial and Risk Implications

3.1 The Council has made an active decision to invest in some higher risk pooled funds, with 
the risks suitably managed, in order to achieve higher returns.  The Council’s overall 
approach to treasury management is one of diversity and fairly low risk, thus ensuring a 
sustainable and secure investment portfolio.

3.2 The 2017/18 investment income budget is £685,900 and it is currently expected that this 
budget will be exceeded by around £122,000. The budget for 2018/19 has been increased 
to £825,000, based on an average investment portfolio of £23 million at an interest rate of 
3.0% plus investment interest forecast to be received from Gryllus loans and from loans to 
the leisure provider. Primarily, this increase is expected to be achieved due to the 
increased use of long term deposits.  The budgeted costs for general fund interest and 
MRP for 2018/19 is £88,750 and this will increase to £459,417 in 2019/20 to reflect the 
capital strategy detailed in Section 5 of Appendix ‘A’. The Council’s Medium Term Financial 
Strategy has factored in these costs and income. All borrowing is at fixed rate and therefore 
will not vary.

4. Legal Implications

4.1 By virtue of the CIPFA code there is a legal requirement to produce a treasury 
management strategy for the forthcoming year by the end of March.

5. Conclusion

5.1 Information has been provided to Members to allow consideration of the position on 
treasury management for 2018/19 and to detail the proposed treasury management 
indicators.

---------- end of report ----------
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APPENDIX ‘A’ APPENDIX ‘A’
to Agenda Item 7 to Agenda Item 7

TREASURY MANAGEMENT STRATEGY STATEMENT AND ANNUAL 
INVESTMENT STRATEGY 2018/19

1. Background

1.1 The Council is required to operate a balanced budget which broadly means that income 
raised during the year will meet planned expenditure. Part of the treasury management 
operation is to ensure that the cashflow for this is adequately planned, with cash being 
available when it is needed. Where surplus monies are available these are invested in 
counterparties or instruments commensurate with the Council’s low risk appetite, providing 
security and adequate liquidity initially before considering investment return.

1.2 The second main function of the treasury management service is the funding of the 
Council’s capital plans. These plans provide a guide to borrowing need, essentially the 
longer term cash flow planning, to ensure that the Council can meet its capital spending 
obligations. This management of longer term cash may involve arranging long or short term 
loans, or using longer term cash flow surpluses. On occasion, when it is prudent and 
economic, any debt previously drawn may be restructured to meet Council risk or cost 
objectives.

2. Treasury Management Strategy 2018/19

2.1 The proposed strategy for 2018/19 covers capital, borrowing and investment issues. This 
includes the requirements of the Local Government Act 2003, the CIPFA Prudential Code, 
the CLG Minimum Revenue Provision Guidance and the CIPFA Treasury Management 
Code.

3. Economic Outlook

3.1 The major external influence on the Authority’s treasury management strategy for 2018/19 
will be the UK’s progress in negotiating its exit from the European Union and agreeing 
future trading arrangements. The domestic economy has remained relatively robust since 
the surprise outcome of the 2016 referendum, but there are indications that uncertainty 
over the future is now weighing on growth. Transitional arrangements may prevent a cliff-
edge, but will also extend the period of uncertainty for several years. Economic growth is 
therefore forecast to remain sluggish throughout 2018/19.

3.2 Consumer price inflation reached 3.0% in September 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 and the pace at which the economy can grow 
without generating inflationary pressure had fallen over recent years. With its inflation-
control mandate in mind, the Bank of England’s Monetary Policy Committee raised official 
interest rates to 0.5% in November 2017.

3.3 The credit risk with making unsecured bank deposits has therefore increased relative to the 
risk of other investment options available to the Authority; returns from cash deposits 
however remain very low.

3.4 Interest rate forecast: The Authority’s treasury adviser Arlingclose’s central case is for UK 
Bank Rate to remain at 0.50% during most of 2018/19, following the rise from the historic 
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low of 0.25%. The Monetary Policy Committee re-emphasised that any prospective 
increases in Bank Rate would be expected to be at a gradual pace and to a limited extent.

3.5 A full breakdown of the longer term interest rate forecast is shown at Annex 1. 

4. Current Treasury Portfolio

4.1 The Council’s current treasury portfolio, as at 31 January 2018 is shown below at Table 1 
and highlights the average interest rate return in 2017/18 compared to 2016/17 :-

Table 1 2017/18
Principal 
Amount £m

2017/18 
Avg. 
Interest
Rate %

2016/17 
Avg. 
Interest 
Rate %

Notice Accounts 1.0 0.5 -
Money Market Funds 10.0 0.3 0.3
Cash Plus Funds (notice accounts) 4.0 0.7 0.7
Short-term Deposits 7.0 0.5 0.5
CCLA Property Fund 4.0 5.0 5.0
Funding Circle 2.0 7.0 7.0
Schroders Bond Fund 3.0 4.4 4.5
UBS Multi-Asset Fund 3.0 4.0 4.0
CCLA Diversification Fund 2.0 3.0 -
Loans to Gryllus 3.4 5.2 -
Loans to Freedom Leisure 2.3 2.3 -

Total Investments 41.9
Long-term PWLB loans (HRA) 61.1 2.6 2.6
Long-term PWLB loans (GF) 6.6 2.5 -
Total Borrowing 67.7
Net Borrowing 25.8

5. Capital Strategy and capital investment planning within the TMS

5.1 Capital Strategy- The aim of the Council’s Capital Strategy for this TMS is to ensure that all 
new capital expenditure investment is targeted at meeting both the Council’s statutory 
responsibilities and the delivering long term benefits which meet the needs of local 
residents. The strategy identifies: the Council’s capital investment priorities, the options 
available for funding capital expenditure, the resources available for capital investment 
within the MTFS and resources may be generated to fund investment. The strategy also 
ensures that capital investment will be within an affordable and sustainable framework 
taking into account the balance of risk on a range on investments, including the type of 
investment and rate of return. 

5.2 As well as investing in assets owned by the Council and used in the delivery of 
services, the Council also invests, where appropriate, in:

 
(i) Capital loans to specific service providers; and

(ii)Loans and shareholdings in limited companies and joint ventures.
 
5.3 The capital strategy applicable here is that such investments will be treated as

expenditure for treasury management and prudential borrowing purposes even though
they do not create physical assets in the Council's accounts Appropriate budgets in
respect of these activities are agreed as part of the Council's budget setting and
ongoing monitoring processes and considered as part of the Investment Strategy.
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5.4 Capital Financing Requirement (CFR) -The CFR measures the Council's underlying
borrowing need for the  capital strategy. Each year, the CFR will increase by the 
amounts of new capital expenditure not immediately financed.

5.5 Table 2 below shows that the CFR will increase over the medium term. Consequently,
the capital financing charge to revenue will increase, reflecting the capital spending
plans.

Capital Financing Requirement Estimate 
2017-18

Estimate
2018-19

Estimate 
2019-20

Estimate 
2020-21

£ £ £ £

General Fund CFR 7,467,000 24,236,000 36,586,000 67,776,000
HRA CFR 56,539,000 55,289,000 53,539,000 51,989,000

Capital Financing Requirement 64,006,000 79,525,000 92,125,000 119,765,000
Movement in CFR 13,554,000 15,619,000 12,500,000 27,640,000

5.6 CIPFA’s Prudential Code for Capital Finance in Local Authorities recommends that 
the Council’s total debt should be lower than its highest forecast capital expenditure 
over the next three years. This is confirmed by comparing the total capital 
expenditure per year in to the movement in CFR in Table 2. This allows some
flexibility for limited early borrowing for future years, but ensures that borrowing is
not undertaken for revenue purposes or that the Council is in an over-borrowed 
position for its capital strategy and programme.

5.7 In line with the Prudential Code, all Council’s are required to approve and publish 
specific prudential indicators and these were presented to and agreed by Resources 
Committee on 6 February 2018 as part of the Council Tax and Budget setting report 
for decision. These indicators demonstrate affordability of the capital strategy and 
also the Council’s policy for its Minimum Revenue Provision (MRP).

6. Borrowing Strategy

6.1 The Council's main objective when borrowing money is to strike an appropriate 
balance between securing low interest costs and achieving cost certainty over the
period for which funds are required. Given the significant cuts to public expenditure and
in particular to local government funding, the Council's borrowing strategy 
continues to address the key issue of affordability without compromising the longer-
term stability of the debt portfolio. The key factors influencing the 2018/19 borrowing 
strategy are:

 
(i)    forecast the borrowing requirement of the Council;
 
(ii)   the current economic and market environment; and
 
(iii)  interest rate forecast awareness.

 
6.2 The Council’s current strategy is to maintain borrowing and investments below their 

underlying full capital expenditure level. The Council is thus maintaining i t s  an
under-borrowed position, which means that capital expenditure has not been fully 
funded from loan debt  as other funding streams (e.g. government grants, reserves
or capital receipts) have also been used where available. This policy has served the
Council well over the last few years while investment returns have been variable and
counterparty risk has been relatively high.

6.3 However, the Council’s borrowing position wi l l  s t i l l  need to be kept under review to
avoid incurring higher borrowing costs in future years when the Council may not be able
to avoid new borrowing to finance capital expenditure and/or to refinance maturing
debt. Details of interest rate forecast are set out in Annex 1.
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6.4 As the overall financial climate still remains unsettled, the Treasury Management team
will continue to monitor interest rates in financial markets and adopt a
pragmatic approach to changing circumstances (within their approved remit). If it
were considered that there was a significant risk of a sharp fall in long and short 
term rates (e.g. due to a marked increase of risks around relapse into recession or
of risks  of deflation),  long term  borrowings could be postponed,  and potential 
rescheduling from fixed rate funding into short term borrowing could be considered. 
Further reports to the Treasury & Investment Sub-Committee will be made as 
appropriate if a change in strategy is required.

7. Borrowing limits
 
7.1 The Prudential Code requires the Council to set two limits on its total external 

debt, as set out in the table below. The limits have been adjusted as required for 
growth and slippage in the capital strategy. The limits are:

Authorised Limit for ExternalDebt (Prudential Indicator 7a). This is the
limit prescribed by section 3(1) of the Local Government Act 2003
representing the maximum level of borrowing which the Council may incur. It
reflects the level of external debt which, while not desired, could be afforded
in the short term, but may not be sustainable in the longer term.

OperationalBoundary (Prudential Indicator 7b).This is the limit which 
external debt is not normally expected to exceed. The boundary is based 
on current debt plus anticipated net financing need for future years.

 
Overall Borrowing Limits Estimate

2018-19
Estimate 
2019-20

Estimate 
2020-21

Authorised Limit for External Borrowing £ £ £

Borrowing and Other Long Term Liabilities 85,000,000 100,000,000 125,000,000

Operational  Boundary for External Debt

Borrowing and Other Long Term Liabilities 80,000,000 95,000,000 120,000,000

7.2 In addition, borrowing for the HRA has to remain within the HRA Debt Limit 
(prescribed in the HRA Self-Financing Determinations 2012) as detailed in the table 
below.Borrowing for the HRA is measured by the HRA Capital Financing 
Requirement (CFR).

HRA Borrowing Actual
2016-17

Forecast 
2017-18

Estimate
2018-19

Estimate 
2019-20

Estimate 
2020-21

£ £ £ £ £

HRA Debt Limit 73,078,000 73,078,000 73,078,000 73,078,000 73,078,000

HRA CFR 61,139,000 56,539,000 55,289,000 53,539,000 51,989,000

 
7.3 Managing the profile of when debt matures is essential for ensuring that the

Council is not exposed to large fixed rate sums falling due for re-financing within
a short period, and thus potentially exposing the Council to additional cost. The 
table below sets out current upper limits for debt maturity which are unchanged
from 2017/18. The chart below shows the principal repayment profile for current
council against these limits.
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Debt Maturity Profile Limits Actual
as at 
31.12.17

Upper 
Limit 
2018/19

% %

Under 1 year
1 to 2 years
2 to  5 years
5 years to 10 years

7.1
6.3
17.4
27.9

8
5
15
25

10 years and above 41.3 47

Total 100% 100%

 
7.4 In the event that there is a much sharper rise in long and short term rates than 

currently forecast, then the balance of the loan portfolio will be re-visited with a view 
to taking on longer term fixed rate borrowing in anticipation of future rate rises.

 
8. Debt Rescheduling
 
8.1 As short term borrowing rates will be considerably cheaper than longer term fixed 

interest rates, there may be opportunities to generate savings by switching from long 
term debt to short term debt. However, these savings will need to be considered in
the light of the current treasury position and the cost of debt repayment (premiums 
can be incurred on premature redemption of PWLB debt).

 
9. Managing Cash Balances

9.1 The Council had accumulated reserves of £20.4m m at the end of the financial 2016/17. 
This was supported by Short and Long Term Investments. In 2017/18 the position is 
anticipated to be similar at the end of the financial year.  It is not anticipated that this 
position will alter significantly in 2018/19, although the Council has significant inflows of 
cash and outflows each month, which require investment. 

9.2 The Council’s policy is to set aside £7-8m to provide working capital to cover day to day
contingencies.Therefore assuming a level of accumulated reserves of £20.4m plus a day to 
day working balance of £7-8m gives an average of £14m is available to be invested over
the longer-term without impacting on the Council's need for liquidity.
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9.3 As planned Capital Programme expenditure takes place in 2018/19  the Council will need 
to borrow to fund this investment in 2018/19 as cash balances will naturally reduce. The 
Council has £14m under long term investment which could be used to finance capital 
expenditure in the short term. However investment returns are currently higher than long 
term borrowing costs and it is not proposed therefore at this stage to use these 
investments.

 
10. Investment Strategy
 
10.1 The Council holds significant invested funds, representing income received in 

advance of expenditure, balances and reserves. During the first half of the current 
year, the Council's average investment balance has been around £25m and the 
cash flow projections shows this pattern is expected to continue in the forthcoming 
year. Investments are made with reference to the core balance, future cash flow 
requirements and the outlook for interest rates.

10.2 The Council's investment policy has regard to the CLG's Guidance on Local 
Government Investments ("the Investment Guidance") and the CIPFA Treasury 
Management in Public Services Code of Practice and Cross Sectoral Guidance 
Notes ("the CIPFA TM Code"). The Council's investment priorities will be security 
first, liquidity second, and then return.

10.3 In accordance with the above guidance and to minimise the risk to investments, the 
Council applies minimum acceptable credit criteria to generate a list of highly 
creditworthy counterparties which will provide security of investments, enable 
diversification and minimise risk. The key ratings used to monitor counterparties are the
Short Term and Long Term ratings.

10.4 An investment time limit has to be set with regard to the Council's liquidity requirements
and to reduce the need for early sale of an investment. For the year 2018/19, the
proposed limit of investments for over 364 days is £14m.

10.5 The Council's officers recognise that ratings should not be the sole determinant of the
quality of an institution and that it is important to assess continually and monitor the
financial sector on both a micro and macro basis and in relation to the economic and
political environments in which institutions operate. The assessment will also take
account of information that reflects the opinion of the markets. To this end the Council
will engage with its advisors and monitor changes in market variables and pricing with
the credit ratings in order to generate optimal returns.

10.6 Other information sources used will include the financial press, share price and
other such information pertaining to the banking sector to establish the most robust 
scrutiny process on the suitability of potential investment counterparties.

10.7 The primary principle governing the Council's investment criteria is the security of its
investments, closely followed by liquidity (i.e. repayment of money) and then finally the 
actual return on the investment. These factors in that order are a key consideration.
After this main principle, the Council will ensure that:

(i)    It maintains a policy covering both the categories of investment types it will 
invest in, criteria for choosing investment counterparties with adequate security and
monitoring their security; and

(ii)  It has sufficient liquidity in its investments. For this purpose it will set out 
procedures for determining the maximum periods for which funds may prudently be
committed. These procedures also apply to the Council's prudential indicators
covering the maximum principal sums invested.
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10.8 The Head of Finance (S151 Officer) will use the services of our Treasury management
adviser, to provide advice on an up to date counterparty list in compliance with the
following criteria and will revise the criteria and submit them to Council for approval as 
necessary. This criteria is separate to that which determines which types of investment 
instrument are used (i.e. specified or non-specified).

10.9 The Council takes into account the following relevant matters when proposing 
counterparties:

(i) the financial  position and jurisdiction of the institution;

(ii) the market pricing of credit default swaps for the institution;

(iii) any implicit or explicit Government support for the institution;

(iv) Standard & Poor's, Moody's and Fitch's short and long term credit ratings;

(v) Sovereign ratings to select counterparties from only the most creditworthy countries; 
and

(vi)  core Tier 1 capital ratios.

NB- Definition of Credit Default Swap – CDS are a financial instrument for swapping the risk of debt default. Credit default 
swaps may be used for emerging market bonds, mortgage-backed securities, corporate bonds and local government bond. 
The buyer of a credit default swap pays a premium for effectively insuring against a debt default.

10.10 The DCLG Guidance on Local Government Investments made under section 15(1) of
the Local Government Act 2003, places restrictions on Local authorities around the use
of specified and non-specified investments.

10.11 A specified investment is defined as an investment which satisfies all of
the conditions below:

(i) the investment and any associated cash flows are denominated in
sterling; 

(ii) the investment has a maximum maturity of one year;

(iii) the investment is not defined as capital expenditure; and

(iv) the investment is made with a body or in an investment scheme of high credit quality;
or with the UK Government, a UK Local Authority or parish/community council.

10.12 A non-specified investment is any investment that does not meet all the conditions 
above. In addition to the long-term investments listed in the table at the end of Annex 1,
the following non-specified investments that the Council may make include:

(i) Loans -The Council will allow loans (as a form of investment) to be made to 
organisations delivering services for the Council where this will lead to the 
enhancement of services for Tandridge’s  residents.

(ii) Shareholdings in limited companies and joint ventures  

10.13 The value of non-specified investments will not exceed their Investment allocation. The
Council must now formulate a strategy that allocates it's cash in the most effective
manner to short, medium and long term non-specified investments. 
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Schedule of investments

10.14 The criteria for providing a pool of high quality short, medium and long-term, cash-
based investment counterparties along with the time and monetary limits for institutions
on the Council's counterparty list are in the table below. The Council defines the following 
as being of “high credit quality” for making specified investments, subject to the 
monetary and time limits shown.

1 banks within the same group ownership are treated as one bank for limit purposes
2 where the bank is used as a reserve account the criteria will exclude consideration of the long term credit rating
3 Minimum Credit rating required )S&P/Moodys/Fitch)

10.15 The majority of the Council’s investments will be made for relatively short periods and in 
highly credit rated investments, giving priority to security and liquidity ahead of yield. In 
order that the Council is not at risk of a large single default, the maximum that will be lent to 
any one organisation (other than the UK Government) will be £2 million or £4 million per 
pooled fund.  A group of banks under the same ownership will be treated as a single 
organisation for limit purposes.

11. Money market funds and Non-specified investments

11.1 Money market funds are pooled investment vehicles consisting of instruments similar to 
those used by the Council.  They have the advantage of providing wide diversification of 
investment risks, coupled with the services of a professional fund manager.  Fees of 
between 0.10% and 0.20% per annum are deducted from the interest paid to the Council.

11.2 Funds that offer same-day liquidity and a constant net asset value will be used as an 
alternative to instant access call accounts, while funds whose value changes with market 
prices and/or have a notice period will be used for longer investment periods.

11.3 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.  Non-specified investments will therefore consist of 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, as 
per the table below, in all cases below internal and external due diligence will be required 
before investment is placed;

Individual 
Monetary 
Limits

Total 
Monetary 
Limits

Long-term deposits with banks and building societies with 
credit ratings no lower than A £2m £8m

Bond funds without credit ratings £4m £8m
Property funds without credit ratings £4m £4m
Long-term loans to small businesses ranked no lower than 
average risk by independent credit analysis £3m £3m

Monetary limit1 Credit rating3

Banks(1) operating in the UK holding long-term credit ratings no 
lower than A or equivalent and short-term credit ratings of F1 or 
equivalent(2)

£2m each LT: AA-,Aa3,AA-
ST: F1 

UK building societies with an asset base > £1bn £2m each LT: A-/A3/A
ST:F1

UK building societies with an asset base < £1bn £1m each LT: A-/A3/A
ST:F1

Money market funds and other pooled funds £4m each ST:AAA/Aaa/AAA

UK Central Government no limit Government 
backed

UK Local Authorities £2m each N/A

Police and Crime Commissioners £1m each N/A
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Investments in Multi Asset Funds £4m £8m
Company shares (to participate in the UK Municipal Bonds 
Agency) £10k £10k

UK Central Government no limit £14m
UK Local Authorities £2m £8m

NB - The limit on total long-term investments and non-specified investments is £14m.

12. Risk assessment and credit ratings

12.1 The Council uses long-term credit ratings from the three main rating agencies Fitch Ratings 
Ltd, Moody’s Investors Service Inc and Standard & Poor’s Financial Services LLC to 
assess the risk of investment default.  The lowest available credit rating will be used to 
determine credit quality.

12.2 Long-term ratings are expressed on a scale from AAA (the highest quality) through to D 
(indicating default).  Ratings of BBB- and above are described as investment grade, while 
ratings of BB+ and below are described as speculative grade.  The Council’s credit rating 
criteria are set to ensure that it is unlikely that the Council will hold speculative grade 
investments directly, despite the risk of repeated downgrades.  The Council may invest in 
bond funds that hold speculative grade bonds themselves, giving the Council an indirect 
exposure, but the risk is mitigated by the high level of diversification and the expert fund 
management.

12.3 Credit ratings are obtained and monitored by the Council’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.

13 Other information on the security of investments

13.1 The Council 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 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 above criteria.

13.2 If these restrictions mean that insufficient commercial organisations of “high credit quality” 
are available to invest the Council’s cash balances, then the surplus will be deposited with 
Money Market Funds, the UK Government, via the Debt Management Office 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.

14. Foreign countries

14.1 Investments in foreign countries will be limited to those that hold a AAA or AA+ sovereign 
credit rating from all three major credit rating agencies, and to a maximum of £2 million per 
foreign country.  Investments in countries whose lowest sovereign rating is not AAA will be 
limited to one year’s duration. No country limit will apply to investments in the UK, 
irrespective of the sovereign credit rating.
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14.2 Overseas subsidiaries of foreign banking groups will normally be assessed according to the 
country of domicile of the parent organisation.  However, Santander UK plc (a subsidiary of 
Spain’s Banco Santander) will be classed as a UK bank due to its substantial UK franchises 
and the arms-length nature of the parent-subsidiary relationships.

14.3 Sovereign credit rating criteria and foreign country limits will not apply to investments in 
multilateral development banks (e.g. the European Investment Bank and the World Bank) 
or other supranational organisations (e.g. the European Union).

15 Liquidity management

15.1 The Council uses financial systems to determine the maximum period for which funds may 
prudently be committed.  The forecast is compiled on a pessimistic basis, with receipts 
under-estimated and payments over-estimated to minimise the risk of the Council being 
forced to borrow on unfavourable terms to meet its financial commitments.Decisions on 
long-term investments are set by reference to the Council’s medium term financial plan and 
cash flow forecast.

16 Interest rate exposures

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

2017/18
£m

2018/19
£m

2019/20
£m

Upper limit on fixed interest rate exposures 120 120 120
Upper limit on variable interest rate exposures 40 40 40

16.2 Fixed rate investments and borrowings are those where the rate of interest is fixed for the 
whole financial year.  Instruments that mature during the financial year are classed as 
variable rate.

17 Risk Implications - principal sums invested for periods longer than 364 days

17.1 The purpose of this indicator is to control the Council’s exposure to the risk of incurring 
losses by seeking early repayment of its investments.  The recommendation for the upper 
limit of principal sums maturing beyond the year end is £14m, as shown below:

2017/18 2018/19 2019/20
Limit on principal invested beyond year end £14m £14m £14m

18 Investment training

18.1 The needs of the Council’s treasury management staff for training in investment 
management are assessed annually as part of the staff appraisal process, and additionally 
when the responsibilities of individual members of staff change.

18.2 Staff regularly attend training courses, seminars and conferences provided by treasury 
management advisors and CIPFA. Relevant staff are also encouraged to study professional 
qualifications from CIPFA, the Association of Corporate Treasurers and other appropriate 
organisations. Member training is also offered.
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19 Policy on charging interest to the Housing Revenue Account

19.1 Following the reform of housing finance, the Council is free to adopt its own policy on 
sharing interest costs and income between the General Fund and Housing Revenue 
Account (HRA).  The CIPFA Code recommends that Authorities state their policy on this 
matter each year in their treasury management strategy.

19.2 The Council is required to notionally split each of its existing long-term loans into General 
Fund and HRA pools. For TDC, the only borrowing relates to the £70.2m that was borrowed 
on 28th March 2012 which was assigned to the HRA pool.  In the future, any new long-term 
loans borrowed will be assigned in their entirety to one pool or the other. Interest payable 
and other costs/income arising from long-term loans (e.g. premiums and discounts on early
redemption) will be charged/credited to the respective revenue account. Transfers between 
the General Fund and HRA will be made at the Authority’s average short term interest rate 
on investments, adjusted for credit risk.
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Annex 1 Annex 1

Breakdown of the longer term interest rate forecast

 

Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Average
Official Bank Rate
Upside risk 0.00 0.00 0.00 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.19
Arlingclose Central Case 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Downside risk 0.00 0.00 0.00 0.00 0.00 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.15

3-month LIBID rate
Upside risk 0.10 0.10 0.10 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.22
Arlingclose Central Case 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Downside risk -0.10 -0.10 -0.15 -0.15 -0.15 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.20

1-yr LIBID rate
Upside risk 0.15 0.15 0.20 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.27
Arlingclose Central Case 0.70 0.70 0.70 0.70 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.80 0.77
Downside risk -0.15 -0.20 -0.30 -0.30 -0.30 -0.30 -0.30 -0.30 -0.30 -0.30 -0.30 -0.15 -0.15 -0.26

5-yr gilt yield
Upside risk 0.20 0.25 0.25 0.25 0.30 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.40 0.32
Arlingclose Central Case 0.75 0.75 0.80 0.80 0.80 0.85 0.90 0.90 0.95 0.95 1.00 1.05 1.10 0.89
Downside risk -0.20 -0.20 -0.25 -0.25 -0.25 -0.35 -0.40 -0.40 -0.40 -0.40 -0.40 -0.40 -0.40 -0.33

10-yr gilt yield
Upside risk 0.20 0.25 0.25 0.25 0.30 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.40 0.32
Arlingclose Central Case 1.25 1.25 1.25 1.25 1.25 1.30 1.30 1.35 1.40 1.45 1.50 1.55 1.55 1.36
Downside risk -0.20 -0.25 -0.25 -0.25 -0.25 -0.30 -0.35 -0.40 -0.40 -0.40 -0.40 -0.40 -0.40 -0.33

20-yr gilt yield
Upside risk 0.20 0.25 0.25 0.25 0.30 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.40 0.32
Arlingclose Central Case 1.85 1.85 1.85 1.85 1.85 1.90 1.90 1.95 1.95 2.00 2.05 2.05 2.05 1.93
Downside risk -0.20 -0.30 -0.25 -0.25 -0.30 -0.35 -0.40 -0.45 -0.50 -0.50 -0.50 -0.50 -0.50 -0.38

50-yr gilt yield
Upside risk 0.20 0.25 0.25 0.25 0.30 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.40 0.32
Arlingclose Central Case 1.70 1.70 1.70 1.70 1.70 1.75 1.80 1.85 1.90 1.95 1.95 1.95 1.95 1.82
Downside risk -0.30 -0.30 -0.25 -0.25 -0.30 -0.35 -0.40 -0.45 -0.50 -0.50 -0.50 -0.50 -0.50 -0.39
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