
Appendix A
Treasury Management Strategy 2016/17 to 2018/19 and Prudential 
Indicators

The Capital Prudential Indicators 2016/17 to 2018/19
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:

Table 1
Capital expenditure 2014/15

Actual
2015/16
Estimate 

(latest 
approved) *

2016/17
Estimate

*

2017/18
Estimate

2018/19
Estimate

Commercialisation   428,417 5,628,608 8,251,819 583,137 190,000
Strategy & Governance   258,688   854,702 1,370,163 - -
Place 1,680,592 2,345,899 2,664,900 936,000 790,000
Total 2,367,697 8,829,209 12,286,882 1,519,137 980,000

*£2,753,183 is requested to be carried over from 2015/16 to 2016/17 at Cabinet 9th 
February 2016 and the carry over amount is assumed to be approved

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.
Table 2
Capital expenditure 2014/15

Actual
2015/16
Estimate

2016/17
Estimate

2017/18
Estimate

2018/19
Estimate

Total 2,367,697 8,829,209 12,286,882 1,519,137 980,000
Financed by:
Capital grants     566,017 1,740,423 949,908 534,552 534,552
Capital reserves 1,291,380 6,664,164 8,357,271 668,585 135,448
Internal Borrowing - - 1,954,000 316,000 310,000
Revenue   510,300 424,622 1,025,703 - -
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 £8.933m of such 
schemes within the CFR.

Table 3: The Audit Committee is asked to approve the CFR projections below:
£’000 2015/16

Estimate
2016/17
Estimate

2017/18
Estimate

2018/19
Estimate

Capital Financing Requirement
Total CFR (6,808) 2,160 2,694 3,234
Movement in CFR 4,640 8,968 534 540
This table indicates that the Council has a borrowing need within this reporting 
period.  However, as per the budget report to Council (25th February 2016), the 
intention is to borrow internally and not undertake any external borrowing.  The CFR 
will need to be monitored closely to ensure future capital expenditure remains 
affordable. Any further decision to borrow for capital projects would only be 
supported if the business case for the projects does not place additional cost 
pressure on the tax payer through the council tax charge.  The council would not 
undertake any un-supported borrowing whilst it still has reasonable capital receipt 
resources available.  Regulations require the Council to approve its ‘Prudential 
Indicators’ at least annually.

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).

DCLG 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.
Table 4
Year End Resources
£m

2014/15
Actual

2015/16
Estimate

2016/17
Estimate

2017/18
Estimate

2018/19
Estimate

Earmarked reserves 14.196 9.806 5.139 4.395 3.913
Capital receipts - - - - -
Total core funds 14.196 9.806 5.139 4.395 3.913
Working capital* 5.0 5.0 5.0 5.0 5.0
Expected investments 29.64 23.76 21.03 17.52 17.92



*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.

Table 5
% 2015/16

Estimate
2016/17
Estimate

2017/18
Estimate

2018/19
Estimate

Non-HRA (0.23%) (1.03%) (1.87%) (2.48%)
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.

Table 6
Incremental impact of capital investment decisions on the band D council tax
£ 2015/16

Estimate
2016/17
Estimate

2017/18
Estimate

2018/19
Estimate

Council tax - 
band D

£0.37 £1.20 £0.07 £0.07

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



The Treasury Management Strategy 2016-17 to 2018-19

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 2015, 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.

Table 7
£’000 2014/15

Actual
2015/16
Estimate

2016/17
Estimate

2017/18
Estimate

2018/19
Estimate

External Debt
Actual gross debt at 
31 March 

- - - - -

The Capital Financing 
Requirement

(2,515) (6,808) 2,160 2,694 3,234

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 
2016/17 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 Executive Director Commercialisation & S151 reports that the Council complied 
with this prudential indicator in the current year.  However, as detailed under table 3, 
the CFR will need to be monitored closely to ensure that future capital expenditure 
remains affordable.  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.

Table 8
Operational boundary 
£m

2015/16
Estimate

2016/17
Estimate

2017/18
Estimate

2018/19
Estimate

Debt - - - -
Other long term liabilities 8.933 8.726 8.508 8.278
Total 8.933 8.726 8.508 8.278

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:

Table 9
Authorised limit £m 2015/16

Estimate
2016/17
Estimate

2017/18
Estimate

2018/19
Estimate

Debt (Bank overdraft)  1.000 0.250 0.250 0.250
Other long term liabilities 8.933 8.726 8.508 8.278
Total 9.933 8.976 8.758 8.528

Borrowing strategy
It is not anticipated that the Council will undertake long term borrowing during the 
next three years but short term use of cash balances (internal borrowing of approx. 
3.2m) is anticipated to fund the capital programme.   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. 

Table 10
The Audit Committee is asked to approve the following treasury indicators and limits:

£m 2016/17 2017/18 2018/19
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
It is not anticipated that the Council will undertake external or long term borrowing 
during the next three years.   However, this 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.
.  
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.

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.

Table 11
Annual 
Average %

Bank Rate
%

PWLB Borrowing Rates %
(including certainty rate adjustment)

5 year 25 year 50 year
Mar 2016 0.50 2.20 3.40 3.20
Jun 2016 0.50 2.10 3.40 3.20
Sep 2016 0.50 2.20 3.50 3.30
Dec 2016 0.75 2.30 3.60 3.40
Mar 2017 0.75 2.40 3.70 3.50
Jun 2017 1.00 2.50 3.70 3.60
Sep 2017 1.00 2.60 3.80 3.70
Dec 2017 1.25 2.70 3.90 3.80
Mar 2018 1.25 2.80 4.00 3.90
Jun 2018 1.50 2.90 4.00 3.90
Sep 2018 1.50 3.00 4.10 4.00
Dec 2018 1.75 3.10 4.10 4.00
Mar 2019 1.75 3.20 4.10 4.00

Commentry from Capita
UK. UK GDP growth rates in 2013 of 2.2% and 2.9% in 2014 were the strongest 
growth rates of any G7 country; the 2014 growth rate was also the strongest UK rate 
since 2006 and although the 2015 growth rate is likely to be a leading rate in the G7 
again, it looks likely to disappoint previous forecasts and come in at about 2%. 
Quarter 1 of 2015 was weak at +0.4% (+2.9% y/y) though there was a slight increase 
in quarter 2 to +0.5% (+2.3% y/y) before weakening again to +0.4% (2.1% y/y) in 
quarter 3. The November Bank of England Inflation Report included a forecast for 
growth to remain around 2.5 – 2.7% over the next three years, driven mainly by 
strong consumer demand as the squeeze on the disposable incomes of consumers 
has been reversed by a recovery in wage inflation at the same time that CPI inflation 
has fallen to, or near to, zero since February 2015.  Investment expenditure is also 
expected to support growth. However, since the August Inflation report was issued, 
most worldwide economic statistics have been weak and financial markets have 
been particularly volatile.  The November Inflation Report flagged up particular 
concerns for the potential impact of these factors on the UK.

The Inflation Report was also notably subdued in respect of the forecasts for inflation; this 
was expected to barely get back up to the 2% target within the 2-3 year time horizon. The 
increase in the forecast for inflation at the three year horizon was the biggest in a 
decade and at the two year horizon was the biggest since February 2013. However, 
the first round of falls in oil, gas and food prices over late 2014 and also in the first 
half 2015, will fall out of the 12 month calculation of CPI during late 2015 / early 2016 
but a second, more recent round of falls in fuel and commodity prices will delay a 
significant tick up in inflation from around zero: this is now expected to get back to 
around 1% by the end  of 2016 and not get to near 2% until the second half of 2017, 
though the forecasts in the Report itself were for an even slower rate of increase. 
However, more falls in the price of oil and imports from emerging countries in early 
2016 will further delay the pick up in inflation. There is therefore considerable 
uncertainty around how quickly pay and CPI inflation will rise in the next few years 



and this makes it difficult to forecast when the MPC will decide to make a start on 
increasing Bank Rate. 

The weakening of UK GDP growth during 2015 and the deterioration of prospects in 
the international scene, especially for emerging market countries, have consequently 
led to forecasts for when the first increase in Bank Rate would occur being pushed 
back to quarter 4 of 2016. There is downside risk to this forecast i.e. it could be 
pushed further back.

USA. The American economy made a strong comeback after a weak first quarter’s 
growth at +0.6% (annualised), to grow by no less than 3.9% in quarter 2 of 2015, but 
then pulled back to 2.0% in quarter 3. The run of strong monthly increases in 
nonfarm payrolls figures for growth in employment in 2015 prepared the way for the 
Fed. to embark on its long awaited first increase in rates of 0.25% at its December 
meeting.  However, the accompanying message with this first increase was that 
further increases will be at a much slower rate, and to a much lower ultimate ceiling, 
than in previous business cycles, mirroring comments by our own MPC. 

EZ. In the Eurozone, the ECB fired its big bazooka in January 2015 in unleashing a 
massive €1.1 trillion programme of quantitative easing to buy up high credit quality 
government and other debt of selected EZ countries. This programme of €60bn of 
monthly purchases started in March 2015 and it was intended to run initially to 
September 2016.  At the ECB’s December meeting, this programme was extended to 
March 2017 but was not increased in terms of the amount of monthly purchases.  
The ECB also cut its deposit facility rate by 10bps from -0.2% to -0.3%.  This 
programme of monetary easing has had a limited positive effect in helping a recovery 
in consumer and business confidence and a start to some improvement in economic 
growth.  GDP growth rose to 0.5% in quarter 1 2015 (1.3% y/y) but has then eased 
back to +0.4% (+1.6% y/y) in quarter 2 and to +0.3% (+1.6%) in quarter 3.  Financial 
markets were disappointed by the ECB’s lack of more decisive action in December 
and it is likely that it will need to boost its QE programme if it is to succeed in 
significantly improving growth in the EZ and getting inflation up from the current level 
of around zero to its target of 2%.  
Greece.  During July, Greece finally capitulated to EU demands to implement a major 
programme of austerity and is now cooperating fully with EU demands. An €86bn 
third bailout package has since been agreed though it did nothing to address the 
unsupportable size of total debt compared to GDP.  However, huge damage has 
been done to the Greek banking system and economy by the resistance of the Syriza 
Government, elected in January, to EU demands. The surprise general election in 
September gave the Syriza government a mandate to stay in power to implement 
austerity measures. However, there are major doubts as to whether the size of cuts 
and degree of reforms required can be fully implemented and so Greek exit from the 
euro may only have been delayed by this latest bailout.

Portugal and Spain.  The general elections in September and December respectively 
have opened up new areas of political risk where the previous right wing reform-
focused pro-austerity mainstream political parties have lost their majority of seats.  
An anti-austerity coalition has won a majority of seats in Portugal while the general 
election in Spain produced a complex result where no combination of two main 
parties is able to form a coalition with a majority of seats. It is currently unresolved as 
to what administrations will result from both these situations. This has created 
nervousness in bond and equity markets for these countries which has the potential 
to spill over and impact on the whole Eurozone project. 

 Investment returns are likely to remain relatively low during 2016/17 and 
beyond;



 Borrowing interest rates have been highly volatile during 2015 as alternating 
bouts of good and bad news have promoted optimism, and then pessimism, in 
financial markets.  Gilt yields have continued to remain at historically 
phenominally low levels during 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.

The Council will be mindful of the above comments when formulating it’s 
borrowing strategy


