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Audit timeline

Below is a timetable showing the key stages of the audit and the deliverables we have agreed to provide to you through the audit cycle in 2017/18.
From time to time matters may arise that require immediate communication with the Audit Committee and we will discuss them with the Audit Committee Chair as
appropriate. We will also provide updates on corporate governance and regulatory matters as necessary.

Timeline

Timetable of communication and deliverables

Audit phase Timetable Audit committee timetable Deliverables

November Audit Committee

Planning:

Risk assessment and setting of scopes

Walkthrough of key systems and
processes

December

January

Interim audit testing February Audit Committee Audit Planning Report

March

April

Year end audit June

July Audit Committee Audit Results Report

Audit opinions and completion certificates
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Independence

The FRC Ethical Standard and ISA (UK) 260 “Communication of audit matters with those charged with governance”, requires us to communicate with you on a timely basis
on all significant facts and matters that bear upon our integrity, objectivity and independence. The Ethical Standard, as revised in June 2016, requires that we
communicate formally both at the planning stage and at the conclusion of the audit, as well as during the course of the audit if appropriate.  The aim of these
communications is to ensure full and fair disclosure by us to those charged with your governance on matters in which you have an interest.

In addition, during the course of the audit, we are required to communicate with you whenever any significant judgements are made about threats to objectivity and
independence and the appropriateness of safeguards put in place, for example, when accepting an engagement to provide non-audit services.
We also provide information on any contingent fee arrangements , the amounts of any future services that have been contracted, and details of any written proposal to
provide non-audit services that has been submitted;
We ensure that the total amount of fees that EY and our network firms have charged to you and your affiliates for the provision of services during the reporting period,
analysed in appropriate categories, are disclosed.

Required communications

Planning stage Final stage

► The principal threats, if any, to objectivity and
independence identified by Ernst & Young (EY)
including consideration of all relationships between
the you, your affiliates and directors and us;

► The safeguards adopted and the reasons why they
are considered to be effective, including any
Engagement Quality review;

► The overall assessment of threats and safeguards;
► Information about the general policies and process

within EY to maintain objectivity and independence.
► Where EY has determined it is appropriate to apply

more restrictive independence rules than permitted
under the Ethical Standard [note: additional
wording should be included in the communication
reflecting the client specific situation]

► In order for you to assess the integrity, objectivity and independence of the firm and each covered person,
we are required to provide a written disclosure of relationships (including the provision of non-audit
services) that may bear on our integrity, objectivity and independence. This is required to have regard to
relationships with the entity, its directors and senior management, its affiliates, and its connected parties
and the threats to integrity or objectivity, including those that could compromise independence that these
create.  We are also required to disclose any safeguards that we have put in place and why they address
such threats, together with any other information necessary to enable our objectivity and independence to
be assessed;

► Details of non-audit services provided and the fees charged in relation thereto;
► Written confirmation that the firm and each covered person is  independent and, if applicable, that any

non-EY firms used in the group audit or external experts used have confirmed their independence to us;
► Written confirmation that all covered persons are independent;
► Details of any inconsistencies between FRC Ethical Standard and your  policy for the supply of non-audit

services by EY and any apparent breach of that policy;
► Details of any contingent fee arrangements for non-audit services provided by us or our network firms;

and
► An opportunity to discuss auditor independence issues.

Introduction
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Independence

We highlight the following significant facts and matters that may be reasonably considered to bear upon our objectivity and independence, including the principal threats,
if any.  We have adopted the safeguards noted below to mitigate these threats along with the reasons why they are considered to be effective. However we will only
perform non –audit services if the service has been pre-approved in accordance with your policy.

Self interest threats

A self interest threat arises when EY has financial or other interests in the Council.  Examples include where we receive significant fees in respect of non-audit services;
where we need to recover long outstanding fees; or where we enter into a business relationship with you.  At the time of writing, there are no long outstanding fees. We
believe that it is appropriate for us to undertake permissible non-audit services and we will comply with the policies that you have approved.
None of the services are prohibited under the FRC's ES or the National Audit Office’s Auditor Guidance Note 01 and the services have been approved in accordance with
your policy on pre-approval. The ratio of non audit fees to audits fees is not permitted to exceed 70%.
At the time of writing, the no non-audit services have been provided. Therefore no additional safeguards are required. A self interest threat may also arise if members of
our audit engagement team have objectives or are rewarded in relation to sales of non-audit services to you.  We confirm that no member of our audit engagement
team, including those from other service lines, has objectives or is rewarded in relation to sales to you, in compliance with Ethical Standard part 4.
There are no other self interest threats at the date of this report.

Overall Assessment

Overall, we consider that the safeguards that have been adopted appropriately mitigate the principal threats identified and we therefore confirm that EY is independent
and the objectivity and independence of Paul King, your audit engagement partner and the audit engagement team have not been compromised.

Relationships, services and related threats and safeguards

Self review threats

Self review threats arise when the results of a non-audit service performed by EY or others within the EY network are reflected in the amounts included or disclosed in
the financial statements.
There are no self review threats at the date of this report.

Management threats

Partners and employees of EY are prohibited from taking decisions on behalf of management of the Council.  Management threats may also arise during the provision of
a non-audit service in relation to which management is required to make judgements or decision based on that work.
There are no management threats at the date of this report.

Other threats, such as advocacy, familiarity or intimidation, may arise.
There are no other threats at the date of this report.

Other threats
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Independence

EY Transparency Report 2017

Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity, independence
and integrity are maintained.
Details of the key policies and processes in place within EY for maintaining objectivity and independence can be found in our annual Transparency Report which the firm
is required to publish by law. The most recent version of this Report is for the year ended 1 July 2017 and can be found here:
http://www.ey.com/uk/en/about-us/ey-uk-transparency-report-2017

Other communications
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Appendix A

Fees

Planned fee
2017/18

Scale fee
2016/17

Final Fee
2016/17

£ £ £

Total Fee – Code work 50,542 50,542 53,342*
Other non-audit services not
covered above (Housing
Benefits)

17,858 12,533 12,533

Total fees 68,400 63,075 65,875

The duty to prescribe fees is a statutory function delegated to Public Sector Audit Appointments Ltd (PSAA) by the Secretary of State for Communities and Local
Government.

PSAA has published a scale fee for all relevant bodies. This is defined as the fee required by auditors to meet statutory responsibilities under the Local Audit and
Accountability Act 2014 in accordance with the NAO Code.

All fees exclude VAT
* - includes scale fee variation of £2,800 in respect of additional
work on the valuation of the Orchards Shopping Centre.

The audit fee covers the:

► Audit of the financial statements
► Value for money conclusion
► Whole of Government accounts.

For Mid Sussex District Council our indicative fee is set at the scale fee
level.  This indicative fee is based on certain assumptions, including:

► The overall level of risk in relation to the audit of the financial
statements is not significantly different from that of the prior year

► Officers meeting the agreed timetable of deliverables;
► The operating effectiveness of the internal controls for the key

processes identified within our audit strategy;
► Our accounts opinion and value for money conclusion being

unqualified;
► Appropriate quality of documentation is provided by the council;
► There is an effective control environment; and
► Prompt responses are provided to our draft reports.

If any of the above assumptions prove to be unfounded, we will seek a
variation to the agreed fee. This will be discussed with the Council in
advance.

Fees for the auditor’s consideration of correspondence from the public
and formal objections will be charged in addition to the scale fee.
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Our Reporting to you

Required communications What is reported? When and where

Terms of engagement Confirmation by the Audit Committee of acceptance of terms of engagement as written in
the engagement letter signed by both parties.

The statement of responsibilities serves as the
formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.

Our responsibilities Reminder of our responsibilities as set out in the engagement letter The statement of responsibilities serves as the
formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.

Planning and audit
approach

Communication of the planned scope and timing of the audit, any limitations and the
significant risks identified.
When communicating key audit matters this includes the most significant risks of material
misstatement (whether or not due to fraud) including those that have the greatest effect on
the overall audit strategy, the allocation of resources in the audit and directing the efforts of
the engagement team

Audit planning report

Significant findings from
the audit

• Our view about the significant qualitative aspects of accounting practices including
accounting policies, accounting estimates and financial statement disclosures

• Significant difficulties, if any, encountered during the audit
• Significant matters, if any, arising from the audit that were discussed with management
• Written representations that we are seeking
• Expected modifications to the audit report
• Other matters if any, significant to the oversight of the financial reporting process

Audit results report

Appendix B

Required communications with the Audit Committee
We have detailed the communications that we must provide to the Audit Committee.
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Appendix B

Required communications with the Audit Committee (continued)

Our Reporting to you

Required communications What is reported? When and where

Going concern Events or conditions identified that may cast significant doubt on the entity’s ability to
continue as a going concern, including:
• Whether the events or conditions constitute a material uncertainty
• Whether the use of the going concern assumption is appropriate in the preparation and

presentation of the financial statements
• The adequacy of related disclosures in the financial statements

Audit results report

Misstatements • Uncorrected misstatements and their effect on our audit opinion, unless prohibited by
law or regulation

• The effect of uncorrected misstatements related to prior periods
• A request that any uncorrected misstatement be corrected
• Corrected misstatements that are significant
• Material misstatements corrected by management

Audit results report

Fraud • Enquiries of the Audit Committee to determine whether they have knowledge of any
actual, suspected or alleged fraud affecting the entity

• Any fraud that we have identified or information we have obtained that indicates that a
fraud may exist

• A discussion of any other matters related to fraud

Audit results report

Related parties • Significant matters arising during the audit in connection with the entity’s related parties
including, when applicable:

• Non-disclosure by management
• Inappropriate authorisation and approval of transactions
• Disagreement over disclosures
• Non-compliance with laws and regulations
• Difficulty in identifying the party that ultimately controls the entity

Audit results report
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Appendix B

Required communications with the Audit Committee (continued)
Our Reporting to you

Required communications What is reported? When and where

Independence Communication of all significant facts and matters that bear on EY’s, and all individuals
involved in the audit, objectivity and independence
Communication of key elements of the audit engagement partner’s consideration of
independence and objectivity such as:
• The principal threats
• Safeguards adopted and their effectiveness
• An overall assessment of threats and safeguards
• Information about the general policies and process within the firm to maintain objectivity

and independence

Audit Planning Report and Audit Results
Report

External confirmations • Management’s refusal for us to request confirmations
• Inability to obtain relevant and reliable audit evidence from other procedures

Audit results report

Consideration of laws and
regulations

• Audit findings regarding non-compliance where the non-compliance is material and
believed to be intentional. This communication is subject to compliance with legislation
on tipping off

• Enquiry of the Audit Committee into possible instances of non-compliance with laws and
regulations that may have a material effect on the financial statements and that the
Audit Committee  may be aware of

Audit results report

Internal controls • Significant deficiencies in internal controls identified during the audit Audit results report

Representations Written representations we are requesting from management and/or those charged with
governance

Audit results report

Material inconsistencies
and misstatements

Material inconsistencies or misstatements of fact identified in other information which
management has refused to revise

Audit results report

Auditors report • Key audit matters that we will include in our auditor’s report
• Any circumstances identified that affect the form and content of our auditor’s report

Audit results report

Fee Reporting • Breakdown of fee information when the  audit plan is agreed
• Breakdown of fee information at the completion of the audit
• Any non-audit work

Audit planning report and Audit results report

Certification work Summary of certification work undertaken Certification report
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Appendix C

Additional audit information

Our responsibilities  required
by auditing standards

• Identifying and assessing the risks of material misstatement of the financial statements, whether due to fraud or error, design and
perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion.

• Obtaining an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Council’s internal control.

• Evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by management.

• Concluding on the appropriateness of management’s use of the going concern basis of accounting.
• Evaluating the overall presentation, structure and content of the financial statements, including the disclosures, and whether the

financial statements represent the underlying transactions and events in a manner that achieves fair presentation.
• Obtaining sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the

Council to express an opinion on the consolidated financial statements. Reading other information contained in the financial
statements, including the board’s statement that the annual report is fair, balanced and understandable,  the Audit Committee
reporting appropriately addresses matters communicated by us to the Audit Committee and reporting whether it is materially
inconsistent with our understanding and the financial statements; and

• Maintaining auditor independence.

Other required procedures during the course of the audit

In addition to the key areas of audit focus outlined in section 2, we have to perform other procedures as required by auditing, ethical and independence standards and
other regulations. We outline the procedures below that we will undertake during the course of our audit.

Purpose and evaluation of materiality

For the purposes of determining whether the accounts are free from material error, we define materiality as the magnitude of an omission or misstatement that,
individually or in the aggregate, in light of the surrounding circumstances, could reasonably be expected to influence the economic decisions of the users of the financial
statements. Our evaluation of it requires professional judgement and necessarily takes into account qualitative as well as quantitative considerations implicit in the
definition. We would be happy to discuss with you your expectations regarding our detection of misstatements in the financial statements.

Materiality determines:
• The level of work performed on individual account balances and financial statement disclosures.

The amount we consider material at the end of the audit may differ from our initial determination. At this stage, however, it is not feasible to anticipate all of the
circumstances that may ultimately influence our judgement about materiality. At the end of the audit we will form our final opinion by reference to all matters that could
be significant to users of the accounts, including the total effect of the audit misstatements we identify, and our evaluation of materiality at that date.
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9. TREASURY MANAGEMENT STRATEGY STATEMENT AND ANNUAL 
INVESTMENT STRATEGY 2018/19 TO 2020/21 

Purpose of Report 

1. This report sets out the Council’s investment and borrowing strategy for the 
forthcoming three years and reports the counterparty list with which investments may 
be made.  It also sets out the Prudential Limits that provide the parameters for 
approved future lending and borrowing, including the incidental cost of so doing. 

Summary 

2. The purchase of the Orchard Shopping Centre head lease in November 2016 
necessitated borrowing of £22m from other Local Authorities.  £10m was repaid in 
2017 and £5m will be repaid in November 2018, using the cash flow generated by 
matured fixed term deposits. 

3. Except for the addition of the UK registered Goldman Sachs International Bank, which 
was approved together with the half year treasury management report in November 
2017, lending is restricted to the same counterparties and within the same limits as in 
the previous strategy approved in March 2017.  

Recommendations  

4. The Committtee is recommended to propose that Council agree: 

(i) the proposed Treasury Management Strategy Statement (TMSS) for 
2018/19 and the following two years; 

(ii) the Annual Investment Strategy (AIS) and the Minimum Revenue 
Provision Statement (MRP) as contained in Sections 5 and 3.3 
respectively of the report; 

(iii) the Prudential Indicators contained within this report.  

Background 

5. The Council applies and upholds the Chartered Institute of Public Finance and 
Accountancy’s Code of Practice for Treasury Management in Public Services (the 
“CIPFA TM Code”). CIPFA has defined Treasury Management as: 

 “the management of the organisation’s investments and cash flows, its banking, 
money market and capital market transactions; the effective control of the risks 
associated with those activities; and the pursuit of optimum performance consistent 
with those risks.” 

REPORT OF: Head of Corporate Resources 
Contact Officer: Peter Stuart 

Email: peter.stuart@midsussex.gov.uk Tel: 01444 477315 
Wards Affected: All 
Key Decision: No 
Report to: Audit Committee 
 27 February 2018 
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6. The Code requires local authorities to produce an annual Treasury Management 
Strategy Statement (TMSS), which documents the Council’s approach to capital 
financing and investments for the forthcoming financial year (2018/19) and the 
following two years. This report fulfils that requirement. 

7. In producing the TMSS, The Local Government Act 2003 (the Act) and supporting 
regulations require the Council to ‘have regard to’ the CIPFA Prudential Code and the 
CIPFA Treasury Management Code of Practice to set Prudential and Treasury 
Indicators for the next three years. The indicators are established to ensure that the 
Council’s capital investment plans are affordable, prudent and sustainable. 

8. Additionally, the Act and its subsequent Investment Guidance require the Council to 
set out its treasury management strategy for borrowing, and to prepare an Annual 
Investment Strategy (AIS). The Council’s borrowing position is reported in Section 4, 
with arrangements for making Minimum Revenue Provision (MRP) for repayment of 
debt explained in Section 3.3.  The AIS is contained in Section 5 of this report, and 
describes the Council’s policies for managing its investments, and for giving priority to 
the security and liquidity of those investments.  

9. Statute requires that the AIS, MRP Statement, and Prudential Indicators are approved 
by full Council before the start of the new financial year. 

Policy Context 

10. Providing transparency and approval of the strategies contained in this report is an 
important part of the Council’s statutory role.  Treasury Management has become 
increasingly topical given the nature of the world’s financial markets in recent years, 
and Members are expected to have a basic understanding of how the Council uses 
its reserves and cash flows which are in the stewardship of the Head of Corporate 
Resources. 

Other Options Considered 

11. None – this report is statutorily required. 

Financial Implications 

12. This report has no quantifiable financial implications.  Interest payable and interest 
receivable arising from treasury management operations, and annual revenue 
provisions for repayment of debt, form part of the revenue budget but are not required 
to support the provision of services. 

Risk Management Implications 

13. This report has no specific implications for the risk profile of the Authority. 

Equality and Customer Service Implications  

14. None. 
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Background Papers 

• Treasury Management Strategy Statement & Annual Investment Strategy 2017/18 to 
2019/20 (March 2017) 

• Annual Review of Treasury Management 2016-17 (August 2017) 
• Review of Treasury Management Activity 1 April – 30 September 2017 (Nov. 2017) 
• Treasury Management in the Public Services: Code of Practice and Cross Sectoral 

Guidance Notes (CIPFA, December 2017) 
• The Prudential Code for Capital Finance in Local Authorities (CIPFA, December 

2017) 
• Department for Communities & Local Government Investment Guidance (Revised) 

April 2010) 
• Link Asset Services report template (January 2018)
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Treasury Management Strategy Statement & Annual Investment 2018/19 to 2020/21 
 
INTRODUCTION 
 
1.1 Background 
 

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

 
The second main function of the treasury management service is the funding of the Council’s 
capital plans.  These capital plans provide a guide to the borrowing need of the Council, 
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 any debt previously drawn 
may be restructured to meet Council risk or cost objectives.  

 
1.2 Reporting requirements 
 

The Council is required to receive and approve, as a minimum, three main reports each year, 
which incorporate a variety of policies, estimates and actuals:   
 
Prudential and treasury indicators and treasury strategy (this report) - the first, and most 
important report covers: 
 
• the capital plans (including prudential indicators); 
• a minimum revenue provision (MRP) policy (how residual capital expenditure is 

charged to revenue over time); 
• the treasury management strategy (how the investments and borrowings are to be 

organised) including treasury indicators; and  
• an investment strategy (the parameters on how investments are to be managed). 

 
The approval of the Treasury Management Strategy and Annual Investment Strategy is the 
function of the Council, however the Head of Corporate Resources shall also report to the Audit 
Committee on treasury management activity performance as follows: 

 
A mid year treasury management report – This will update Members with the progress of the 
capital position, amending prudential indicators as necessary, and whether any policies require 
revision.  The report will be submitted as soon after 30 September as practically possible. 

 
An annual treasury report – This provides details of a selection of actual prudential and treasury 
indicators and actual treasury operations compared to the estimates within the strategy.  The 
report will be submitted no later than 30 September after the financial year end. 

 
Scrutiny - The above reports are required to be adequately scrutinised before being 
recommended to the Council.  This role is undertaken by the Audit Committee, which may make 
recommendations regarding any aspects of treasury management policy and practices it 
considers appropriate in fulfilment of its scrutiny role.  Such recommendations, as may be made 
shall be incorporated within the above named reports and submitted to meetings of the Council 
for consideration at the next available opportunity. 
 
The Council’s Scheme of Delegations is set out in Appendix 4 
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Capital Strategy 
 
In December 2017, CIPFA issued revised Prudential and Treasury Management Codes.  As 
from 2019-20, all local authorities will be required to prepare an additional report, a Capital 
Strategy report, which is intended to provide the following: 
 
• a high-level overview of how capital expenditure, capital financing and treasury 

management activity contribute to the provision of services 
• an overview of how the associated risk is managed 
• the implications for future financial sustainability 

 
The aim of this report is to ensure that all elected Members on the full council fully 
understand the overall strategy, governance procedures and risk appetite entailed by this 
Strategy. The Capital Strategy will include capital expenditure, investments and liabilities and 
treasury management in sufficient detail to allow all Members to understand how 
stewardship, value for money, prudence, sustainability and affordability will be secured. 
 

1.3 Treasury Management Strategy for 2018/19 
 

The strategy for 2018/19 covers two main areas: 
 

Capital issues 
 

• the capital plans and the prudential indicators; 
• the minimum revenue provision (MRP) policy. 

 
Treasury management issues 

 
• the current treasury position; 
• treasury indicators which limit the treasury risk and activities of the Council; 
• prospects for interest rates; 
• the borrowing strategy; 
• policy on borrowing in advance of need; 
• debt rescheduling; 
• the investment strategy; 
• creditworthiness policy; and 
• policy on use of external service providers. 
 
These elements cover the requirements of the Local Government Act 2003, the CIPFA Prudential 
Code, CLG MRP Guidance, the CIPFA Treasury Management Code and  CLG Investment 
Guidance. 
 

1.4 Training 
The CIPFA Code requires the responsible officer to ensure that Members with responsibility for 
treasury management receive adequate training.  This especially applies to Members responsible 
for scrutiny.  During 2018/19 appropriate mandatory treasury management training will be 
provided to the Audit Committee by Link Asset Services.  The training needs of the treasury 
management officers at Adur District Council, who provide the shared treasury service to Mid 
Sussex District Council, are periodically reviewed.  Officers attend courses provided by 
appropriate trainers such as CIPFA and Link Asset Services.  

 
1.5 External Service Providers 

The Council obtains treasury management services under a Shared Services Arrangement 
(SSA) from the in-house treasury management team formed out of the partnership working 

61 Audit Committee - 27 February 2018



 

between Adur District and Worthing Borough Councils.  The operation for all three councils’ 
treasury management is based at Worthing Town Hall, utilising similar banking arrangements. 

 
The SSA is provided under a Service Level Agreement (SLA) that commenced in October 2016 
and which defines the respective roles of the client and provider authorities for a period of three 
years.  In making this arrangement the Council recognises that responsibility for treasury 
management decisions remains with the organisation at all times and will ensure that reliance 
beyond the terms and arrangements specified in the SLA is not placed upon the shared service 
providers.  The SSA uses Link Assets Services (formerly Capita) as its external treasury 
management advisors. 

 
The Council will ensure that the terms of the appointment of the shared services providers, and 
the methods by which their value will be assessed, are properly agreed and documented and 
subjected to regular review. 
 

2. RECENT DEVELOPMENTS IN TREASURY MANAGEMENT 
 
2.1 MIFID II Reforms 
 

From 3 January 2018, under the MIFID II regulations, all institutions which invest in MIFID II 
products are required to opt up from retail investor status to professional status.  Although the 
Council currently does not invest in MIFID II products, many of the financial institutions that we 
deal with do not have authorisation to transact with retail clients.  Consequently the Council was 
required to opt up to professional status in order to be able to continue to invest with many of our 
counterparties. Appendix 5 lists these counterparties.  The main implications are that the financial 
institutions are entitled to assume that the Council has the expertise to make the relevant 
investments and that the information provided may not be as comprehensive as for retail clients.  
As the Council currently invests only in fixed term deposits in high quality counterparties, this 
does not present a risk to the security of our funds. 

 
2.2 Money Market Funds 
 

The EU approved Money Market Fund Regulation comes into force on 21 July 2018. Only funds 
that invest 99.5% of their assets into government debt instruments and similar instruments will be 
permitted to maintain a Constant Net Asset Value (CNAV) fund.  The  CNAV funds that the 
Council currently uses will be re-classified as Low Volatility NAV (LVNAV) funds and will be 
permitted to maintain a constant dealing NAV provided that they meet more stringent criteria than 
at present.  Consequently our approved investment schedules have been amended to include 
reference to appropriate LVNAV funds. 

 
3. THE CAPITAL PRUDENTIAL INDICATORS 2018/19 – 2020/21 
 

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. 

 
3.1 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 
2016/17 
Actual 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

2020/21 
Estimate 

 £m £m £m £m £m 
General Fund *28.631 4.402 2.313 2.161 0.809 

*The Capital expenditure in 2016/17 includes the purchase of the Orchard Shopping Centre.  
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The above financing need excludes other long term liabilities, such as 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 
2016/17 
Actual 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

2020/21 
Estimate 

 £m £m £m £m £m 
Total 28.631 4.402 2.313 2.161 0.809 
Financed by:      
Capital receipts 0.000 0.000 0.179 0.000 0.000 
Capital grants, 
Contributions & 
S106 receipts 

0.994 2.539 0.827 1.683 0.600 

General Reserves,  
Specific Reserves & 
Revenue 
Contributions 

2.915 1.863 1.307 0.478 0.209 

Net financing need 
for the year 

24.722 0.000 0.000 0.000 0.000 

 
3.2 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 asset’s life, and so charges the economic consumption of capital assets as they are 
used. 
 
The CFR includes any other long term liabilities (e.g. 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 is asked to approve the CFR projections below: 
 

Capital Financing 
Requirement 

2016/17 
Actual 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

2020/21 
Estimate 

 £m £m £m £m £m 

Total CFR 25.736  25.357  5.130  4.897  4.658 
Movement in CFR 24.453  (0.379)  (20.227 )  (0.233)  (0.239) 
Movement in CFR 
represented by: 

     

Net financing need for the 
year (above) 

24.722  0.000  0.000   0.000   0.000 

Less MRP and other 
financing movements 

(0.269 )  (0.379 )  (20.227 )  (0.233 )  (0.239) 

Movement in CFR 24.453  (0.379) (20.227)  (0.233)  (0.239 ) 
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3.3 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 is provided to councils, so long as there is a prudent 
provision.  The Council is recommended to approve the following MRP Statement: 
 
The Council’s policy for MRP relating to unfunded capital expenditure prior is to provide for MRP 
on an annuity basis over the life of the loans (except as detailed below for the Orchard Shopping 
Centre).  As an annuity is a fixed annual sum comprising interest and principal, the MRP for 
repayment of debt will increase each year over the asset life as the proportion of interest 
calculated on the principal outstanding reduces as the debt is repaid. 
 
The purchase of the Orchard Shopping Centre head lease in November 2016 increased the 
Capital Financing Requirement.  However, as the Council is forecasting possible capital receipts 
of £20m in 2018/19, MRP will only be provided on the balance of nearly £5m.  This will be done 
on a level basis of £100,000 per year.  In the event that such receipts are not forthcoming we will 
need to amend the calculation in future years. 
 
Repayments included in finance leases are applied as MRP.  

 
3.4 Affordability prudential indicators 

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: 

 
3.5 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. 

 
 2016/17 

Actual 
2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

2020/21 
Estimate 

 % % % % % 
Ratio -1.76% -0.28% -0.78% -2.50% -3.44% 

 
The estimates of financing costs include current commitments and the proposals in this budget 
report. 

 
 
4.0 BORROWING 
 

The capital expenditure plans set out in Section 3 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 appropriate borrowing facilities.  The strategy covers the 
relevant treasury / prudential indicators, the current and projected debt positions and the annual 
investment strategy. 
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4.1 Current portfolio position 
 

The Council’s treasury portfolio position at 31 March 2017, with forward projections, is 
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.  The Council’s debt comprises one loan from the 
Public Works Loan Board (PWLB), which matures on 1 March 2023 and 3 loans with other local 
authorities, totalling £12m, with remaining lives of  between 1 and 4 years, to fund the purchase of 
the Orchard Shopping Centre head lease.  The local authority loans are at rates lower than those 
available from the PWLB, ranging from 0.6% to 1.1% (average rate), and they will be repaid using 
capital receipts (if available) (£20m) and maturing investments. The “other long term liability” is in 
respect of capital assets acquired by finance leases. 

 
 

External Debt 
2016/17 
Actual 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

2020/21 
Estimate 

 £m £m £m £m £m 
Debt at 1 April   0.936  22.977  12.856  7.729  7.595 
Expected change in Debt  21.883  (10.121)  (5.127 )  (0.134 )  (2.139 ) 
Other long-term liabilities 
(OLTL) 

 0.310  0.157  0.000  0.000  0.000 

Expected change in OLTL  (0.152)  (0.157)  0.000  0.000  0.000 
Actual gross debt at 31 
March  

 22.977  12.856  7.729  7.595  5.456 

The Capital Financing 
Requirement 

 25.736  25.357  5.130  4.897  4.658 

Under/(over) borrowing  2.759  12.501  (2.599)  (2.698 )  (0.798 ) 
      

 
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 2017/18 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 Head of Corporate Resources reports that the Council complied with this prudential indicator 
in the current year.  The respective timing of capital receipts and repayment of debt results in a 
projected over borrowing position in subsequent years.  However this is due to the Council’s 
ability to fully fund its capital expenditure from grants and other resources and is not an indication 
of imprudent borrowing.    In addition, both the CFR and the outstanding debt are small relative to 
the size of the Council’s budget.  This view takes into account current commitments, existing 
plans, and the proposals in this budget report.  
 

4.2 Treasury Indicators: limits to borrowing activity 
 

The operational boundary - This is the limit 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 
2017/18 

 
2018/19 

 
2019/20 

 
2020/21 

 
 £m £m £m £m 

Debt £28.0m £28.0m £28.0m £28.0m 
Other long term liabilities  £1.0m  £1.0m  £1.0m  £1.0m 
Total £29.0m £29.0m £29.0m £29.0m 
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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 Council is asked to approve the following authorised limit: 
 

Authorised Limit 2017/18 2018/19 2019/20 2020/21 

 £m £m £m £m 
Debt £30.0m £30.0m £30.0m £30.0m 
Other long term liabilities £1.0m £1.0m £1.0m £1.0m 
Total £31.0m £31.0m £31.0m £31.0m 

     
 

The Head of Corporate Resources has delegated authority, within the total limit for any individual 
year, to effect movement between the separately agreed limits for borrowing and other long-term 
liabilities.  Decisions will be based on the outcome of financial option appraisals and best value 
considerations.  Any movement between these separate limits will be reported to the next 
meeting of the Council at the earliest opportunity. 

 
4.3 Prospects for interest rates and the economy 
 

This section contains a commentary for the economic outlook provided by the Council’s shared 
service provider’s treasury management consultants, Link Asset Services (previously Capita 
Asset Services).  This includes a central view of forecast interest rates as follows: 

  

  
 
 

As expected, the Monetary Policy Committee (MPC) delivered a 0.25% increase in Bank Rate at 
its meeting on 2 November. This removed the emergency cut in August 2016 after the EU 
referendum.  The MPC also gave forward guidance that they expected to increase Bank rate only 
twice more by 0.25% by 2020 to end at 1.00%.  At its February 2018 meeting, there was no 
change in Bank Rate but the forward guidance changed significantly to warn of “earlier and 
greater than anticipated” rate of increases in Bank Rate. The Link Asset Services forecast as 
above includes increases in Bank Rate of 0.25% May  in November 2018, November 2019 and 
August 2020. 
 
The overall longer run trend is for gilt yields and PWLB rates to rise, albeit gently.  It has long 
been expected, that at some point, there would be a more protracted move from bonds to 
equities after a historic long-term trend, over about the last 25 years, of falling bond yields. The 
action of central banks since the financial crash of 2008, in implementing substantial Quantitative 
Easing, added further impetus to this downward trend in bond yields and rising bond prices.  
Quantitative Easing has also directly led to a rise in equity values as investors searched for higher 
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