
Appendix A 

Treasury Management Strategy 2015/16 to 2017/18 and Prudential 
Indicators 
 
The Capital Prudential Indicators 2015/16 to 2017/18 
The Council’s capital expenditure plans are the key driver of treasury management 
activity.  The output of the capital expenditure plans is reflected in the prudential 
indicators, which are designed to assist members’ overview and confirm capital 
expenditure plans. 
 
Capital Expenditure 
This prudential indicator is a summary of the Council’s capital expenditure plans, 
both those agreed previously, and those forming part of this budget cycle.  Members 
are asked to approve the capital expenditure forecasts: 
 

Capital expenditure 
£m 

2013/14 
Actual 

2014/15 
Estimate 

(latest 
approved) * 

2015/16 
Estimate 

** 

2016/17 
Estimate 

2017/18 
Estimate 

Commissioning 2,692,573   1,733,298 1,093,080   950,000 - 

Place & Governance    355,098 11,440,923 1,174,000 1,736,597 1,636,597 

Total 3,027,671 13,174,221 2,267,080 2,686,597 1.636,597 

*This represents the latest approved budget.  £9,599,712 is requested to be carried 
over to 2015/16 at Cabinet 24th February 2015  
** excludes carry over of £9,599,712 above 
 
Other long term liabilities. The above financing need excludes other long term 
liabilities, such as PFI and leasing arrangements which already include borrowing 
instruments.  
 
The table below summarises the above capital expenditure plans and how these 
plans are being financed by capital or revenue resources.  Any shortfall of resources 
results in a funding borrowing need. 

Capital expenditure 
£m 

2013/14 
Actual 

2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

2017/18 
Estimate 

Total 3,027,671 13,174,221 2,267,080 2,686,597 1.636,597 

Financed by:      

Capital receipts    1,051,597 1,051,597 

Capital grants    873,662     994,234 2,031,779   685,000 585,000 

Capital reserves 1,889,158 12,136,326    235,301   

Revenue    264,851       43,661 -   950,000  

Net financing need 
for the year 

Nil Nil Nil Nil Nil 

 
The Council’s borrowing need (the Capital Financing Requirement) 
The second prudential indicator is the Council’s Capital Financing Requirement 
(CFR).  The CFR is simply the total historic outstanding capital expenditure which 
has not yet been paid for from either revenue or capital resources.  It is essentially a 
measure of the Council’s underlying borrowing need.  Any capital expenditure above, 
which has not immediately been paid for, will increase the CFR. 
 
The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is 
a statutory annual revenue charge which broadly reduces the borrowing need in line 
with each assets life. 
 
The CFR includes any other long term liabilities (e.g. PFI schemes, finance leases).  
Whilst these increase the CFR, and therefore the Council’s borrowing requirement, 
these types of scheme include a borrowing facility and so the Council is not required 



to separately borrow for these schemes.  The Council currently has £9.129m of such 
schemes within the CFR. 
 
 
The Audit Committee is asked to approve the CFR projections below: 

£m 2013/14 
Actual 

2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

2017/18 
Estimate 

Capital Financing Requirement 

Total CFR - - - - - 

Movement in CFR - - - - - 

 
This table indicates that the Council has no borrowing need within this reporting 
period.  However, as per the budget report to Council, based on the current forecast 
capital programme the Council may trigger a borrowing need of up to £0.512m in 
2016/17 rising to £2.928m by 2018/19 if it actions all of the forecast capital spend or 
does not generate additional capital receipts. This borrowing need is not shown in the 
table above on the basis that it is dependent on the LABV project report being 
presented to Council 26th March 2015.  Any changes to the CFR or this Treasury 
Policy will be included in the report to Council 26th March 2015 and the Treasury 
documents will be updated to reflect any decisions made. 
 
Minimum revenue provision (MRP) policy statement 
The Council is required to pay off an element of the accumulated General Fund 
capital spend each year (the CFR) through a revenue charge (the minimum revenue 
provision - MRP), although it is also allowed to undertake additional voluntary 
payments if required (voluntary revenue provision – VRP). 
 
CLG regulations have been issued which require the full Council to approve an MRP 
Statement in advance of each year.  A variety of options are provided to councils, so 
long as there is a prudent provision.  The Council is recommended to approve the 
following MRP Statement: 

• Breckland has fully financed its capital expenditure incurred before 1st April 
2008, therefore there is no MRP requirement anticipated, other than for the 
PFI schemes.  However, in the unlikely event of an MRP charge being 
required, the policy for approval is: 

• Asset life method – MRP will be based on the estimated life of the assets, in 
accordance with the regulations (this option must be applied for any 
expenditure capitalised under a Capitalisation Direction) (option 3); 

 
This option provides for a reduction in the borrowing need over approximately the 
asset’s life.  Repayments included in annual PFI or finance leases are applied as 
MRP. 
 
Core funds and expected investment balances 
The application of resources (capital receipts, reserves etc.) to either finance capital 
expenditure or other budget decisions to support the revenue budget will have an 
ongoing impact on investments unless resources are supplemented each year from 
new sources (asset sales etc.).  Detailed below are estimates of the year end 
balances for each resource and anticipated day to day cash flow balances. 
 

Year End Resources 
£m 

2013/14 
Actual 

2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

2017/18 
Estimate 

Earmarked reserves 12.297 9.077 11.139 10.599 10.840 

Capital receipts - - - - - 

Total core funds 12.297 9.077 11.139 10.599 10.840 

Working capital* 5.0 5.0 5.0 5.0 5.0 

Expected investments 35.845 28.27 19.25 18.20 17.15 



*Working capital balances shown are estimated year end; these may be higher mid 
year  
 
Affordability prudential indicators 
The previous sections cover the overall capital and control of borrowing prudential 
indicators, but within this framework prudential indicators are required to assess the 
affordability of the capital investment plans.   These provide an indication of the 
impact of the capital investment plans on the Council’s overall finances.  The Council 
is asked to approve the following indicators: 
 
Ratio of financing costs to net revenue stream 
This indicator identifies the trend in the cost of capital (borrowing and other long term 
obligation costs net of investment income) against the net revenue stream.  Where 
financing costs to net revenue stream are negative, this is because the Council is 
earning interest on its balances as opposed to paying interest on its borrowing. 
 

% 2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

2017/18 
Estimate 

Non-HRA (0.54%) (0.23%) (1.03%) (1.87%) 

The estimates of financing costs include current commitments and the proposals in 
this budget report. 
 
Incremental impact of capital investment decisions on council tax 
This indicator identifies the revenue costs associated with proposed changes to the 
three year capital programme recommended in this budget report compared to the 
Council’s existing approved commitments and current plans.  The assumptions are 
based on the budget, but will invariably include some estimates, such as the level of 
Government support, which are not published over a three year period. 
 
Incremental impact of capital investment decisions on the band D council tax 

£ 2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

2017/18 
Estimate 

Council tax - 
band D 

£0.72 £0.72 £0.15 £0.23 

The above figures make no allowance for the cost of borrowing if required. 
 



The Treasury Management Strategy 2015-16 to 2017-18 
 

Borrowing 
 
The capital expenditure plans set out in the prudential indicators (above) provide 
details of the service activity of the Council.  The treasury management function 
ensures that the Council’s cash is organised in accordance with the the relevant 
professional codes, so that sufficient cash is available to meet this service activity.  
This will involve both the organisation of the cash flow and, where capital plans 
require, the organisation of approporiate borrowing facilities.  The strategy covers the 
relevant treasury / prudential indicators, the current and projected debt positions and 
the annual investment strategy. 
 
Current portfolio position 
The Council’s treasury portfolio position at 31 March 2014, with forward projections 
are summarised below. The table shows the actual external debt (the treasury 
management operations), against the underlying capital borrowing need (the Capital 
Financing Requirement - CFR), highlighting any over or under borrowing. 
 

£m 2013/14 
Actual 

2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

2017/18 
Estimate 

External Debt 

Actual gross debt at 
31 March  

- - - - - 

The Capital Financing 
Requirement 

- - - - - 

 
Within the prudential indicators there are a number of key indicators to ensure that 
the Council operates its activities within well defined limits.  One of these is that the 
Council needs to ensure that its gross debt does not, except in the short term, exceed the 
total of the CFR in the preceding year plus the estimates of any additional CFR for 
2015/16 and the following two financial years.  This allows some flexibility for limited early 
borrowing for future years, but ensures that borrowing is not undertaken for revenue 
purposes. 
 
The Shared Manager Finance reports that the Council complied with this prudential 
indicator in the current year and does not envisage difficulties for the future.  This 
view takes into account current commitments, existing plans, and the proposals in 
this budget report. 
 
Treasury Indicators: limits to borrowing activity 
The operational boundary.  This is the limit beyond which external debt is not 
normally expected to exceed.  In most cases, this would be a similar figure to the 
CFR, but may be lower or higher depending on the levels of actual debt. 
 

Operational boundary 
£m 

2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

2017/18 
Estimate 

Debt - - - - 

Other long term liabilities 9.129 8.933 8.726 8.508 

Total 9.129 8.933 8.726 8.508 

 
The authorised limit for external debt.  A further key prudential indicator 
represents a control on the maximum level of borrowing.  This represents a limit 
beyond which external debt is prohibited, and this limit needs to be set or revised by 
the full Council.  It reflects the level of external debt which, while not desired, could 
be afforded in the short term, but is not sustainable in the longer term. 

1. This is the statutory limit determined under section 3 (1) of the Local 
Government Act 2003. The Government retains an option to control either the 



total of all councils’ plans, or those of a specific council, although this power 
has not yet been exercised. 

2. The Audit Committee is asked to approve the following authorised limit: 

Authorised limit £m 2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

2017/18 
Estimate 

Debt (Bank overdraft)  0.250 1.00 0.250 0.250 

Other long term liabilities  9.129 8.933 8.726 8.508 

Total 10.129 9.933 8.976 8.758 

Current overdraft facility is 250k with Co-op.  However as Barclays offer free facilities 
in yr one of the new banking contract the overdraft facility will be 1m in 2015/16 (up 
to 2nd February 2016) and will revert to 250k from 2016/17.  This will be subject to 
review before lowering the limit. 
 
Prospects for interest rates 
The Council has appointed Capita Asset Services as its treasury advisor and part of 
their service is to assist the Council to formulate a view on interest rates.  The 
following table gives their central view. 
 

Annual 
Average % 

Bank Rate 
% 

PWLB Borrowing Rates % 
(including certainty rate adjustment) 

  5 year 25 year 50 year 

Mar 2015 0.50 2.20 3.40 3.40 

Jun 2015 0.50 2.20 3.50 3.50 

Sep 2015 0.50 2.30 3.70 3.70 

Dec 2015 0.75 2.50 3.80 3.80 

Mar 2016 0.75 2.60 4.00 4.00 

Jun 2016 1.00 2.80 4.20 4.20 

Sep 2016 1.00 2.90 4.30 4.30 

Dec 2016 1.25 3.00 4.40 4.40 

Mar 2017 1.25 3.20 4.50 4.50 

Jun 2017 1.50 3.30 4.60 4.60 

Sep 2017 1.75 3.40 4.70 4.70 

Dec 2017 1.75 3.50 4.70 4.70 

Mar 2018 2.00 3.60 4.80 4.80 

UK GDP growth surged during 2013 and the first half of 2014.  Since then it appears 
to have subsided somewhat but still remains strong by UK standards and is expected 
to continue likewise into 2015 and 2016. There needs to be a significant rebalancing 
of the economy away from consumer spending to manufacturing, business 
investment and exporting in order for this recovery to become more firmly 
established. One drag on the economy has been that wage inflation has only recently 
started to exceed CPI inflation, so enabling disposable income and living standards 
to start improving. The plunge in the price of oil brought CPI inflation down to a low of 
1.0% in November, the lowest rate since September 2002.  Inflation is expected to 
stay around or below 1.0% for the best part of a year; this will help improve consumer 
disposable income and so underpin economic growth during 2015.  However, labour 
productivity needs to improve substantially  to enable wage rates to increase and 
further support consumer disposable income and economic growth. In addition, the 
encouraging rate at which unemployment has been falling must eventually feed 
through into pressure for wage increases, though current views on the amount of 
hidden slack in the labour market probably means that this is unlikely to happen early 
in 2015. 

The US, the biggest world economy, has generated stunning growth rates of 4.6% 
(annualised) in Q2 2014 and 5.0% in Q3.  This is hugely promising for the outlook for 
strong growth going forwards and it very much looks as if the US is now firmly on the 
path of full recovery from the financial crisis of 2008.  Consequently, it is now 
confidently expected that the US will be the first major western economy to start on 
central rate increases by mid 2015.   



The current economic outlook and structure of market interest rates and government 
debt yields have several key treasury management implications: 

 

• Greece: the general election on 25 January 2015 is likely to bring a political 
party to power which is anti EU and anti austerity.  However, if this eventually 
results in Greece leaving the Euro, it is unlikely that this will directly destabilise 
the Eurozone as the EU has put in place adequate firewalls to contain the 
immediate fallout to just Greece.  However, the indirect effects of the likely 
strenthening of anti EU and anti austerity political parties throughout the EU is 
much more difficult to quantify;  

• As for the Eurozone in general, concerns in respect of a major crisis subsided 
considerably in 2013.  However, the downturn in growth and inflation during the 
second half of 2014, and worries over the Ukraine situation, Middle East and 
Ebola, have led to a resurgence of those concerns as risks increase that it could 
be heading into deflation and prolonged very weak growth.  Sovereign debt 
difficulties have not gone away and major concerns could return in respect of 
individual countries that do not dynamically address fundamental issues of low 
growth, international uncompetitiveness and the need for overdue reforms of 
the economy (as Ireland has done).  It is, therefore, possible over the next few 
years that levels of government debt to GDP ratios could continue to rise to 
levels that could result in a loss of investor confidence in the financial viability of 
such countries.  Counterparty risks therefore remain elevated.  This continues to 
suggest the use of higher quality counterparties for shorter time periods; 

• Investment returns are likely to remain relatively low during 2015/16 and 
beyond; 

• Borrowing interest rates have been volatile during 2014 as alternating bouts of 
good and bad news  have promoted optimism, and then pessimism, in financial 
markets.  The closing weeks of 2014 saw gilt yields dip to historically 
remarkably low levels after inflation plunged, a flight to quality from equities 
(especially in the oil sector), and from the debt and equities of oil producing 
emerging market countries, and an increase in the likelihood that the ECB will 
commence quantitative easing (purchase of EZ government debt) in early 2015.  
The policy of avoiding new borrowing by running down spare cash balances 
has served well over the last few years.  However, this needs to be carefully 
reviewed to avoid incurring higher borrowing costs in later times, when 
authorities will not be able to avoid new borrowing to finance new capital 
expenditure and/or to refinance maturing debt; 

• There will remain a cost of carry to any new borrowing which causes an 
increase in investments as this will incur a revenue loss between borrowing 
costs and investment returns. 

 
Borrowing strategy 
It is not anticipated that the Council will undertake long term borrowing during the 
next three years.   However, these documents will be updated to reflect any changes 
resulting from the LABV report to Council 26th March.  The Council’s borrowing 
strategy will need to be monitored closely.  Should a more detailed borrowing 
strategy be required, this will be prepared and put forward for approval prior to any 
borrowing taking place. 
 
Treasury management limits on activity 
There are three debt related treasury activity limits.  The purpose of these are to 
restrain the activity of the treasury function within certain limits, thereby managing 
risk and reducing the impact of any adverse movement in interest rates. However, if 



these are set to be too restrictive they will impair the opportunities to reduce costs / 
improve performance.  The indicators are: 

• Upper limits on variable interest rate exposure. This identifies a maximum 
limit for variable interest rates based upon the debt position net of 
investments;  

• Upper limits on fixed interest rate exposure.  This is similar to the previous 
indicator and covers a maximum limit on fixed interest rates;  

• Maturity structure of borrowing. These gross limits are set to reduce the 
Council’s exposure to large fixed rate sums falling due for refinancing, and 
are required for upper and lower limits.  

 
The Audit Committee is asked to approve the following treasury indicators and limits: 

£m 2015/16 2016/17 2017/18 

Interest rate exposures 

 Upper Upper Upper 

Limits on fixed interest 
rates based on net debt 

£0 £0 £0 

Limits on variable interest 
rates based on net debt 

£0 £0 £0 

 
Policy on borrowing in advance of need 
The CFR projections assume a nil borrowing requirement.  However, based on the 
forecast capital programme, the Council may trigger a borrowing need in 2015-16 if it 
actions all forecast capital spend or does not generate additional capital receipts.  
The debt projections shown remain at zero until a decision on the LABV project is 
made on the 26th March and if any change to Treasury Policy is required it will be 
dealt with as part of that report to Council and these documents will be updated to 
reflect any decisions made. 
  
Municipal Bonds Agency 
It is likely that the Municipal Bond Agency, currently in the process of being set up, 
will be offering loans to local authorities in the near future.  It is also hoped that the 
borrowing rates will be lower than those offered by the Public Loan Board (PWLB).  
Should the Council make a decision to borrow, it will consider loans offered by the 
Municipal Bonds Agency. 
 


