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1. Recommendation for approval 
 
The WMCA Board is recommended to: 
 
(i) Approve the adjustment to the Minimum Revenue Provision (MRP) policy as detailed 

in Section 11.  
 
 
 
 
 
 
 
 
 



 
2. Recommendations for noting 
 
The WMCA Board is recommended to: 
 
(i) Note the results of the Treasury Management Strategy as at 30 September 2017. 
 
(ii) Note that the Authority’s borrowing is within the prudential indicators established at 

the beginning of the year as outlined in appendix 1. 
 
(iii) Note that, as detailed in Section 6, WMCA are currently in dialogue with HMT and 

DCLG regarding an amendment to WMCA’s borrowing powers and that further 
details will be shared with the Board at a later date. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
1. Purpose 
 
1.1 The report provides a mid-year update on the West Midlands Combined Authority 

Treasury Management Strategy and is a being submitted as a requirement under the 
CIPFA Treasury Management Code. 

 
2. Background 

 
4.1 The Chartered Institute of Public Finance and Accountancy’s Treasury Management 

Code (CIPFA’s TM Code) requires that authorities report on the performance of the 
treasury management function at least twice yearly (mid-year and at year end).  
 

4.2 The Authority’s Treasury Management Strategy for 2017/18 was endorsed by WMCA 
Board on 17 February 2017. 
 

4.3 The Authority has invested substantial sums of money and is therefore exposed to 
financial risks including the loss of invested funds and the revenue effect of changing 
interest rates.  This report covers treasury activity and the associated monitoring and 
control of risk. 
 

4.4 The daily management of WMCA’s cash resources is overseen by the WMCA Treasury 
Management Group, consisting of the WMCA Section 151 Officer, the Head of 
Finance, the Finance Manager for Capital & Strategy and the Treasury Accountant. 
The Treasury Management Group is referred to throughout this report. 
 

3. Treasury Management Activity in 2017/18 
 

3.1 External Context – The Economic and Outlook 
 

3.1.1 Economic backdrop 
 

3.1.2 Commodity prices fluctuated over the period with oil falling below $45 a barrel before 
increasing to $58 a barrel. UK Consumer Price Inflation (CPI) rose with August showing 
CPI at 2.9%, its highest since June 2013 as the fall in the value of sterling following the 
June 2016 referendum result continued to feed through into higher import prices.  The 
new inflation measure CPIH, which includes owner occupiers’ housing costs, was at 
2.7%.  
 

3.1.3 The unemployment rate fell to 4.3%, (it’s lowest since May 1975), but average earnings 
grew at 2.5% which was below the rate of inflation.  Economic activity continued at a 
slower than expected pace with Quarter 1 and Quarter 2 GDP growth of 0.2% and 
0.3% respectively.  With the dominant services sector accounting for 79% of GDP, the 
strength of consumer spending remains vital to growth, but with household savings 
falling and real wage growth negative, there are concerns that these will be a constraint 
on economic activity in the second half of calendar year 2017.   
 
 
 
 
 



 
 

3.1.4 The Bank of England made no change to monetary policy at its meetings in the first 
half of the financial year. The vote to keep Bank Rate at 0.25% narrowed to 5-3 in June 
highlighting that some MPC members were more concerned about rising inflation than 
the risks to growth. Although at September’s meeting the Committee voted 7-2 in 
favour of keeping Bank Rate unchanged, the MPC implied a rise in Bank Rate may 
occur in "the coming months". The Authority’s treasury advisor Arlingclose is not 
convinced the UK’s economic outlook justifies such a move at this stage, but the Bank’s 
interpretation of the data seems to have shifted.  
 

3.1.5 Prime Minister Theresa May called an unscheduled General Election in June, to 
resolve uncertainty but the surprise result has led to a minority Conservative 
government in coalition with the Democratic Unionist Party. This clearly results in an 
enhanced level of political uncertainty. Although the potential for a so-called hard Brexit 
is diminished, lack of clarity over future trading partnerships, in particular future 
customs agreements with the rest of the EU block, is denting business sentiment and 
investment.  The reaction from the markets on the UK election’s outcome was fairly 
muted, business confidence now hinges on the progress on Brexit negotiations, the 
ultimate costs of the exit and whether new trade treaties and customs arrangements 
are successfully concluded to the UK’s benefit.   
 

3.1.6 In the face of a struggling economy and Brexit-related uncertainty, Arlingclose expects 
the Bank of England to take only a very measured approach to any monetary policy 
tightening, any increase will be gradual and limited as the interest rate backdrop will 
have to provide substantial support to the UK economy through the Brexit transition.  
 

3.1.7 Financial markets 
 

3.1.8 Gilt yields displayed significant volatility over the six-month period with the appearing 
change in sentiment in the Bank of England’s outlook for interest rates, the push-pull 
from expectations of tapering of Quantitative Easing (QE) in the US and Europe and 
from geopolitical tensions, which also had an impact. The yield on the 5-year gilts fell 
to 0.35% in mid-June, but then rose to 0.80% by the end of September. The 10-year 
gilts similarly rose from their lows of 0.93% to 1.38% at the end of the quarter, and 
those on 20-year gilts from 1.62% to 1.94%. 
 

3.1.9 The FTSE 100 nevertheless powered away reaching a record high of 7548 in May but 
dropped back to 7377 at the end of September.  Money markets rates have remained 
low: 1-month, 3-month and 12-month LIBID rates have averaged 0.25%, 0.30% and 
0.65% over the period from January to 21st September.  

 
 
 
 
 
 
 
 
 
 
 



 
3.2 Regulatory Updates 

 
3.2.1 MiFID II: Local authorities are currently treated by regulated financial services 

firms as professional clients who can “opt down” to be treated as retail clients instead. 
But from 3rd January 2018, as a result of the second Markets in Financial Instruments 
Directive (MiFID II), local authorities will be treated as retail clients who can “opt up” to 
be professional clients, providing that they meet certain criteria. Regulated financial 
services firms include banks, brokers, advisers, fund managers and custodians, but 
only where they are selling, arranging, advising or managing designated investments.  
In order to opt up to professional, the authority must have an investment balance of at 
least £10 million and the person authorised to make investment decisions on behalf of 
the authority must have at least one year’s relevant professional experience. In 
addition, the firm must assess that that person has the expertise, experience and 
knowledge to make investment decisions and understand the risks involved. 

 
3.2.2 The main additional protection for retail clients is a duty on the firm to ensure that the 

investment is “suitable” for the client. However, local authorities are not protected by 
the Financial Services Compensation Scheme nor are they eligible to complain to the 
Financial Ombudsman Service whether they are retail or professional clients.  It is also 
likely that retail clients will face an increased cost and potentially restricted access to 
certain products including money market funds, pooled funds, treasury bills, bonds, 
shares and to financial advice. The Authority has declined to opt down to retail client 
status in the past as the costs were thought to outweigh the benefits. 

 
3.2.3 The Authority meets the conditions to opt up to professional status and intends to do 

so in order to maintain their current MiFID status. 
 

3.3 CIPFA Consultation on Prudential and Treasury Management Codes  
 

3.3.1 In February 2017 CIPFA canvassed views on the relevance, adoption and practical 
application of the Treasury Management and Prudential Codes and after reviewing 
responses launched a further consultation on changes to the codes in August with a 
deadline for responses of 30th September 2017. 

 
3.3.2 The proposed changes to the Prudential Code include the production of a new high-

level Capital Strategy report to full council which will cover the basics of the capital 
programme and treasury management. The prudential indicators for capital 
expenditure and the authorised borrowing limit would be included in this report but 
other indicators may be delegated to another committee. There are plans to drop 
certain prudential indicators, however local indicators are recommended for ring 
fenced funds and for group accounts.  Other proposed changes include applying the 
principles of the Code to subsidiaries.  

 
3.3.3 Proposed changes to the Treasury Management Code include the potential for non-

treasury investments such as commercial investments in properties in the definition 
of “investments” as well as loans made or shares brought for service purposes. 
Another proposed change is the inclusion of financial guarantees as instruments 
requiring risk management and addressed within the Treasury Management 
Strategy. Approval of the technical detail of the Treasury Management Strategy may 
be delegated to a committee rather than needing approval of full Council. There are 
also plans to drop or alter some of the current treasury management indicators.   



 
3.3.4 CIPFA intends to publish the two revised Codes towards the end of 2017 for 

implementation in 2018/19, although CIPFA plans to put transitional arrangements in 
place for reports that are required to be approved before the start of the 2018/19 
financial year. The Department of Communities and Local Government (DCLG) and 
CIPFA wish to have a more rigorous framework in place for the treatment of 
commercial investments as soon as is practical.  It is understood that DCLG will be 
revising its Investment Guidance (and its MRP guidance) for local authorities in 
England; however there have been no discussions with the devolved administrations 
yet. 

 
3.3.5 Responses towards the consultation were consolidated by Arlignclose and WMCA 

intend to adapt its treasury management practices to align with the final CIPFA 
recommendations.   
 

4. Treasury Management Mid-Year Review 
 

4.1 Table 1 shows borrowing and investments held at 1st April 2017 and 30th September 
2017.  It shows that net borrowing has decreased by £23.95m mostly as a result of 
the £36.5m Devolution Fund income received during April 2017. 

 
 
 
 

 
 
 
 
6.2 Borrowing Activity   
 
6.2.1  The Authority’s chief objective when borrowing continues to be striking an 

appropriately low risk balance between securing low interest costs and achieving cost 
certainty over the period for which funds are required, with flexibility to renegotiate 
loans should the Authority’s long-term plans change being a secondary objective.  

 
6.2.2  Affordability and the “cost of carry” remained important influences on the Authority’s 

borrowing strategy alongside the consideration that, for any borrowing undertaken 
ahead of need, the proceeds would have to be invested in the money markets at rates 
of interest significantly lower than the cost of borrowing. As short-term interest rates 
have remained, and are likely to remain for a significant period, lower than long-term 
rates, the Authority determined it was more cost effective in the short-term to use 
internal resources instead.   
 
 
 

Apr 2017

Borrowing 

Repaid / New 

Investments

Sept 2017 Notes

£m £m £m

Borrowing (147.72) 0.15 (147.57)
Reduction in borrowing due to annuity loan 

repayments. No new borrowing undertaken

Investments 50.20 23.80 74.00

The net increase in investments is due to 

the Devolution Deal grant of £36.5m less 

reductions in WMCA available cash.

Net Borrowing (97.52) 23.95 (73.57)

Table 1: Borrowing and Investments



6.2.3  The benefits of internal borrowing were monitored regularly against the potential for 
incurring additional costs by deferring borrowing into future years when long-term 
borrowing rates are forecast to rise.  Arlingclose (treasury advisors) assists the 
Authority with this ‘cost of carry’ and breakeven analysis. 

 
6.2.4 WMCA currently hold powers to borrow for transport related activity only. Given the 

wider remit of the Combined Authority and the scope of the borrowing required to 
underpin the Investment Programme, WMCA are working with HM Treasury and the 
Department for Communities and Local Government to work towards widening the 
borrowing powers of the Combined Authority. This process will initially require a 
borrowing ceiling to be agreed upon, a list of specific powers identified and agreed and 
finally, a statutory instrument (i.e. parliamentary order) agreed by government. Further 
details of the draft Order will be shared with WMCA Board at a later date. 

 
6.3  New Short Term Borrowing Undertaken  
 
6.3.1 Effective cash flow management to-date, and the use of grants received in advance 

have minimised borrowing.  As a result no new short term borrowing has been 
undertaken to meet working capital requirements during 2017/18. This is partly due to 
the fact that WMCA treasury management activity is rightly being managed as a whole 
cash position for the Combined Authority. 

 
6.3.2 In April 2017 WMCA received a full year allocation (£36.5m) of Devolution Deal Grant 

to fund the approved Investment Programme. In cash terms, TfWM Capital Investment 
Programme continues to spend and may require some finance funded by ‘borrowing’ 
in the latter half of the current financial year. It is likely, however, in order to avoid 
actually borrowing which would in effect, simply increase the overall funds WMCA have 
available to invest, the Authority will use available cash resources from its balance 
sheet and will notionally recharge the financing cost of the requirement to the Transport 
Budget in year. 

 
6.4 New Medium to Long Term Borrowing Undertaking  
 
6.4.1 Similarly, effective cash management during the year has meant no additional 

borrowing has been undertaken in 2017/18 to date.   
 
6.5 Historic Borrowing  
 
5.5.1 The main borrowing sources are PWLB (HM Treasury) and money markets.  The 

Treasurer of the Authority continues to review the opportunities to reschedule debt.  
The costs associated with early repayment have been too onerous to be beneficial.  
As at the 30th September 2017 there have been no movements in long term debt 
except the principal repayable during the year on annuity loans.  There is a scheduled 
£5m debt repayment due in December 2017.  PWLB borrowing rates are being 
monitored regularly should any debt refinancing be required. 

 
 
 
 
 
 
 



 
6.5.2 Table 2 shows borrowing held at 1st April 2017 and 30th September 2017.  It shows 

that net borrowing has decreased by £0.150m due principal repayments during the 
year on annuity loans. 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
6.5.3 It can be seen from the graph above that significant debt repayments are due between 

2017 and 2020.  These borrowings are likely to need replacing and given historically 
low long term interest rates, WMCA are monitoring when might be the optimal time to 
undertake replacement borrowings. 

 
6.5.4 The majority of WMCA borrowing is with PWLB, however the Authority has a loan 

(£10m) over 50 years with Barclays Bank (maturity date June 2055).  
 
 The Barclays Loan was a LOBO but in June 2016 Barclays decided to permanently 

waive its right under the lenders option of the LOBO feature to change interest rates in 
the future.  Meaning WMCA loan with Barclays is no longer variable but a fixed term 
loan, and will still mature June 2055. The WMCC (West Midlands County Council) debt 
is due for maturity in 2026 (principal and interest are repaid annually). 
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WMCA Debt Maturity Profile

Balance at 1st 

April 2017

£000

Repaid in 

Year

£000

Raised in 

Year

£000

Balance at 30th 

September 2017

£000

PWLB 147,719                   150-                     -                 147,569             

Barclays Bank Loan 10,000                     -                 10,000               

Ex WMCC 8,499                       -                     -                 8,499                

Total Long Term Borrowing 166,218               150-                -              166,068             

Table 2 - Outstanding debt as at 30th September 2017



 
6.6 Investment Activity 

 
6.6.1  The Authority holds invested funds, representing income received in advance of 

expenditure plus balances held.  The Guidance on Local Government Investments in 
England gives priority to security and liquidity and the Authority’s aim is to achieve a 
yield commensurate with these principles.  

 
6.6.2  Given the risk and continued low returns from short-term unsecured bank investments, 

it is the Authority’s aim to diversify into more secure and/or higher yielding asset 
classes.  The majority of the Authority’s surplus cash was previously invested in short-
term unsecured bank deposits, and money market funds.   

 
6.6.3  Short term investments are split between term deposits, where cash is invested to 

periods in excess of one day and up to 3 months, and overnights money and call 
accounts where cash is available instantly.  For overnight money and call accounts the 
Authority has predominately used HSBC Bank plc, HSBC Global Liquidity Fund – 
Sterling), Santander UK Plc, Barclays Bank, Lloyds Plc. 

 
6.6.4 Fixed term investments are deposits where cash is invested in excess of 3 months. 

 
6.6.5  As at the 30th September 2017, all short term investments have given a return to the 

Authority of £168,391.09 form 1st April 2017 to 30th September 2017 and an average 
rate of 0.45%, as shown in Table 3 below. 

 
Table 3: Investment Interest 

Period Apr 17 - Sept 18 Average Rate 
Investment 

Interest Earned 

Lloyds  0.80%             32,486.94  

HSBC overnights  0.80%                   412.86  

HSBC Global Liquidity Fund 0.80%             12,752.02  

London Borough Of Haringey 0.60%                1,104.11  

Lloyds Bank Plc 0.56%             27,597.34  

Scottish Building Society  0.55%                1,696.99  

Fife Council  0.50%                2,243.84  

Furness Building Society  0.47%                2,679.45  

Thurrock Council  0.38%                8,817.26  

National Counties Building Society 0.35%             12,920.55  

Newcastle Building Society 0.35%             12,536.99  

West Bromwich Building Society 0.32%             12,223.56  

Close Brothers Bank 0.31%             12,534.24  

Goldman Sachs Bank 0.30%                2,897.26  

Cambridgeshire County Council  0.29%                1,446.58  

The Highland Council  0.18%                6,808.22  

Surrey Heath Borough Council  0.10%             17,232.88  

TOTAL             168,391.09  

 
 
 
 
 



 
6.6.6 The interest rate environment has been depressed particularly following the 

uncertainty of BREXIT. WMCA continue, however, to identify options to increase the 
yield of its investments taking into account factors around security and liquidity. 
WMCA’s capacity to invest is partially aided by receipt of the Devolution Deal grant of 
£36.5m at the start of the financial year. Investments held as at the 30th September 
2017 were as set in Table 4 below: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
6.6.7 For information, the investment with HSBC Global Liquidity Fund of £11m is within the 

tolerances set within the Treasury Management Strategy as this is a highly diversified 
money market fund and hence is classed as a lower risk investment. 

 
7 Performance measurement 
 
7.1 The WMCA treasury management function participates in a local benchmarking group 

which compares WMCA’s treasury management performance with other local 
authorities, to ensure that relative to other local authorities the Authority is achieving a 
fair investment return without any undue risk.   Performance is also regularly reviewed 
at the monthly Treasury Management Group. 

 
7.2 One of the key requirements in the CIPFA Code of Practice on Treasury Management 

is the formal introduction of performance measurement relating to investments, debt 
and capital financing activities.  The Prudential Indicators as at 30th September 2017 
are shown in Appendix 1.  All key prudential indicators are met or complained with. 

 
 
 
 
 
 
 
 

Table 4: Investments & interest rates as at 30th September 2017 

Counterparty Interest Rate 
Principal 
Invested 

Furness Building Society  0.60% £1,000,000 

Santander UK plc (call) 0.55% £10,000,000 

Close Brothers Bank 0.50% £5,000,000 

Goldman Sachs Bank 0.47% £5,000,000 

Scottish Building society  0.38% £1,000,000 

Surrey Heath Borough Council  0.38% £10,000,000 

The Highland Council  0.35% £5,000,000 

National Counties Building Society  0.35% £1,000,000 

Cambridgeshire County Council  0.32% £5,000,000 

Thurrock Council  0.25% £5,000,000 

Surrey Heath Borough Council  0.24% £5,000,000 

Lloyds Bank  0.22% £5,000,000 

HSBC Global Liquidity Fund 0.18% £11,000,000 

Lloyds Bank (Call) 0.15% £5,000,000 

TOTAL   £74,000,000 



 
 
8 Treasury Management Strategy  

 
8.1  The Treasury Management Strategy for 2017/18 has been underpinned by the 

adoption of the Chartered Institute of Public Finance and Accountancy (CIPFA) Code 
of Practise on Treasury Management.  Treasury Management is defined as: 
 
“The management of local authority’s investment and cash flows, its banking, money 
market and capital transactions; effective control of risk associated with those 
activates; and the pursuit of optimum performance consistent with those risks.” 

 
8.2   The Treasury Management Strategy is reviewed regularly and amended throughout 

the year to reflect changes in the financial markets and the economic climate. 
 
9.  Counterparty Ratings   

 
9.1  Security of capital has remained the Authority’s main investment objective.  This has 

been maintained by following the Authority’s counterparty list policy as set out in the 
Treasury Management Strategy Statement 2017/18. 

 
9.2 Counterparty credit quality is assessed and monitored with reference to credit ratings 

(the Authority’s minimum long-term counterparty rating is BBB+). 
 

9.3 There were a few credit rating changes during the quarter. The significant change was 
the downgrade by Moody’s to the UK sovereign rating in September from Aa1 to Aa2 
which resulted in subsequent downgrades to sub-sovereign entities including local 
authorities. Moody’s downgraded Standard Chartered Bank’s long-term rating to A1 
from Aa3 on the expectation that the bank’s profitability will be lower following 
management’s efforts to de-risk their balance sheet. The agency also affirmed Royal 
Bank of Scotland’s and NatWest’s long-term ratings at Baa1, placed Lloyds Bank’s A1 
rating on review for upgrade, revised the outlook of Santander UK plc, and Nationwide 
and Coventry building societies from negative to stable but downgraded the long-term 
rating of Leeds BS from A2 to A3.  
 

9.4 Ring-fencing, which requires the larger UK banks to separate their core retail banking 
activity from the rest of their business, is expected to be implemented within the next 
year. In May, following Arlingclose’s advice, the Authority reduced the maximum 
duration of unsecured investments with Bank of Scotland, HSBC Bank and Lloyds 
Bank from 13 months to 6 months as until banks’ new structures are finally determined 
and published, the different credit risks of the ‘retail’ and ‘investment’ banks cannot be 
known for certain. 
 

9.5 The new EU regulations for Money Market Funds were finally approved and published 
in July and existing funds will have to be compliant by no later than 21st January 2019.  
The key features include Low Volatility NAV (LVNAV) Money Market Funds which will 
be permitted to maintain a constant dealing NAV, providing they meet strict new criteria 
and minimum liquidity requirements.  MMFs will not be prohibited from having an 
external fund rating (as had been suggested in draft regulations).  Arlingclose expects 
most of the short-term MMFs it recommends to convert to the LVNAV structure and 
awaits confirmation from each fund.  
 



9.6 The credit rating and financial resilience of counterparties are being monitored 
regularly and will be assessed with due regard to other financial information as and 
when it becomes available.  Treasury advisors Arlingclose will continue to update the 
WMCA Treasury Management Group of any changes, both to the ratings and the 
maximum level of duration for investments. 

 
10 Outlook for the remainder of 2017/18 
 
10.1 The UK economy faces a challenging outlook as the minority government continues to 

negotiate the country's exit from the European Union. Both consumer and business 
confidence remain subdued.  Household consumption growth, the driver of UK GDP 
growth, has softened following a contraction in real wages. Savings rates are at an all-
time low and real earnings growth (i.e. after inflation) struggles in the face of higher 
inflation. 

 
10.2 The Bank of England’s Monetary Policy Committee has changed its rhetoric, implying 

a rise in Bank Rate in "the coming months". Our advisors Arlingclose is not convinced 
the UK’s economic outlook justifies such a move at this stage, but the Bank’s 
interpretation of the data seems to have shifted.  

 
10.3 This decision is still very data dependant and Arlingclose is, for now, maintaining its 

central case for Bank Rate at 0.25% whilst introducing near-term upside risks to the 
forecast as shown below. Arlingclose’s central case is for gilt yields to remain broadly 
stable in the across the medium term, but there may be near term volatility due to shifts 
in interest rate expectations.  

 

 
 

11 Minimum Revenue Provision (MRP) Proposal 
 
11.1 Local authorities have a number of options for ‘financing’ capital investment. These 

include the application of usable capital receipts, direct charges to revenue, the 
application of capital grants and securing up-front contributions from another party 
towards the cost of a project. Capital expenditure that is not met by one of the above 
methods is largely met by external borrowing. 

 
11.2 The term ‘financing’ does not refer to the payment of cash but to the application of 

resources to ensure that any underlying amount arising from capital expenditure is 
dealt with absolutely, whether at the point of expenditure or over the longer term. 
Borrowing provides the cash to meet outgoings but borrowing ultimately has to be 
repaid from the revenue account. 

 
11.3 The purpose of the MRP is to require Local Authorities to make prudent provision 

through the revenue account for the repayment of long-term external borrowing even 
though there may be no direct relationship between the amount of cash set aside 
through MRP and the actual schedule of loan repayments to external lenders.   
 
 
 
 



 
11.4 The CIPFA Guidance includes options for making “prudent provision” and explains that 

“the broad aim of prudent provision is to ensure that debt is repaid over a period that 
is either reasonably commensurate with that over which the capital expenditure 
provides benefits”. 
 

11.5 The methods of making prudent provision set out in Guidance make it clear that 
differing are approaches are not ruled out but the option that is relevant for the 
purposes of this paper is Option 3 where MRP is determined by the life of the asset for 
which the borrowing is undertaken.  
 

11.6 This can be calculated by either of the following methods:  
 

• Equal instalments: where the principal repayment made is the same in each year, 
or  

 
• Annuity: where the principal repayments increase over the life of the asset. 

 
11.7 The annuity method has the advantage of linking MRP to the benefits arising from 

capital expenditure, where these benefits are expected to increase over the life of the 
asset. 

 
11.8 A subsequent review of the WMCA MRP charge during 2017 which prompted this 

proposal, showed there was scope to align the WMCA approach more closely to other 
Local Authorities within the Metropolitan Area. This specifically related to how much 
MRP WMCA would have charged to the revenue account had it adopted an annuity 
towards it’s MRP policy from the commencement of the 2009/10 charge and 
subsequent new borrowings from capital investment. 
 

11.9 This review established that WMCA would have charged around £31 million less MRP 
between 1 April 2009 and 31 March 2016, had it adopted the annuity basis during this 
period.   
 

11.10 The WMCA Section 151 Officer therefore considers that the WMCA has been 
materially overly prudent in setting MRP during this period (i.e. benefits from assets 
generally increase in later years) and it would have been fairer to recognise the time 
value of money.  
 

11.11 As a result, the WMCA Board will be asked to approve the inclusion of an adjustment 
within the MRP policy for 2017/18 and subsequent years to recognise the over-prudent 
sum of around £31 million: as such these proposals comprise both a Statement of 
Revised Policy for 2017/18 and a Statement of Policy for subsequent years.  The 
WMCA is proposing that MRP will continue to be calculated on an annuity basis, but 
as if the annuity basis had been applied from 1 April 2009, so that it will be reduced by 
the adjustment, anticipated to cover a period of approximately seven financial years.  
 
 
 
 
 
 
 



11.12 A visual representation of the proposal is shown below: 
 

   
 
11.13 As detailed above, the adjustment serves to move the WMCA cumulative MRP from 

the higher (orange / upper) line to the lower (red / lower) line in the chart by charging 
an MRP of zero until the cumulative position of the proposed arrangements are equal 
to those under the revised methodology.  

 
11.14 In order to ensure that MRP remains prudent the Section 151 Officer is proposing that 

the following conditions should be added to the new policy: 
 

• The total MRP after applying this new adjustment will not be less than zero in any 
financial year; this serves to freeze the cumulative total of MRP at the 2016/17 
level until such time as this sum matches the cumulative total of MRP calculated 
using the annuity method from 1 April 2009.  This condition will ensure that there 
is no claw back of MRP from previous financial years, i.e. there will be no “negative 
MRP”. 

 
• The cumulative total of this new adjustment will never exceed the amount of the 

calculated over-prudent sum. 
 
• The use of the adjustment will be reviewed on an annual basis when drafting the 

annual Treasury Management Strategy and MRP Policy (or more frequently if 
there is a mid-year revision for any reason, including the prudence of the 
adjustment itself).  It may therefore be the case that the cumulative total of the new 
adjustment will never reach the level of the calculated over-prudent sum of around 
£31 million, i.e. if at any point it ceases to appear prudent to continue it. 

 
 
 
 
 
 
 



11.15 For the avoidance of doubt the WMCA is not seeking to write back voluntary revenue 
provision made in the period from 1 April 2009 to 31 March 2017.  It is proposing that 
the amount of the MRP calculated using the annuity method in future financial years 
should be adjusted to bring the amount of the overall provision recognised in the 
balance sheet into line with the amount that WMCA has determined would be prudent 
provision based on the profile of asset lives, the pattern of capital expenditure over the 
period from 1 April 2009 and the appropriate interest rates. 
 

11.16 The effect on the WMCA Revenue budget of the proposed changes will be to reduce 
the MRP charge in the forthcoming financial years with incremental increases over the 
existing financial plans occurring from 2029/30 onwards. A 25 year assessment of the 
impact is detailed below for illustration: 
 

 
 

11.17 The WMCA’s Section 151 Officer considers that this approach is prudent, and that it 
therefore complies with the WMCA’s statutory duties in respect of MRP, because: 

 
• The cumulative amount of MRP at the end of the useful life of all assets will be 

exactly the same under this methodology as it would have been had the straight 
line approach or the annuity approach been adopted from 1 April 2009. 

 
• The time value of money and the likely increase in benefits in later years mean that 

this approach is fairer and affordable; and 
 
• The annuity method is better suited to the type of assets the Authority hold as these 

are community assets which exist as part of an increasingly complex and better 
connected public transport network. It is considered that as the connectivity 
throughout the network is improved, the value realised by those assets will 
increase incrementally. The arrival of HS2 in 2026 will further enable additional 
economic value to be realised from those assets which are a component within the 
overall network.  

 
11.18 Given the longevity of the calculations underpinning an accurate MRP charge, WMCA 

will continue to maintain a system of records which tracks the financial characteristics 
of each individual asset through construction to being in use. The MRP charge applied 
to ‘in use’ assets is then assessed annually as part of the financial planning exercise 
and the appropriate adjustments are made should any significant factors concerning 
the asset be changed. 

 
11.19 WMCA have consulted with its External Auditor, Grant Thornton UK LLP who have 

confirmed that they have no specific objection to the changes as proposed within this 
report. 

 



12 Prudential Code and Indicators 
 
12.1 The Local Government Act 2003 and the associated CIPFA Prudential Code for the 

capital finance set the framework for the new local government capital finance system.  
Authorities are able to borrow whatever sums they see fit to support their capital 
programmes, subject to them being able to afford the revenue costs.  This is a 
fundamental feature of the current system and requires that the Authority sets and 
monitors a number of Prudential Indicators (PIs) relating to capital, affordability, 
external debt, and treasury management 

 
12.2 The Authority’s Prudential Indicators for 2017/18 were set out as part of the Treasury 

Management Strategy, shown in appendix 1.  These show that the authority is 
compliant with Prudential Code and parameters set at the beginning of the year.



 
 

APPENDIX 1 - Summary Prudential Indicators

2017/18 

Forecast

£000's

2018/19 

Forecast

£000's

2019/20 

Forecast

£000's

Ratio of financing costs to net revenue stream:

(a) financing costs 13,800        15,109 18,063 24,504 Finance costs  are reduced due to effective cash flow management reducing the need to borrow 

(b) net revenue stream 158,042     158,042 200,954 203,845 No change

Percentage (Finance charges vs total income) 8.73% 9.56% 8.99% 12.02% Variance influenced by lower finance charge

Movement in finance costs as a percentage of income 0.24% (0.59%) (1.47%) (3.16%) Variance influenced by lower finance charge

Gross borrowing and the capital financing requirement:

Gross Borrowing (excludes inhereted debt) 205,013     229,585        394,205        534,017        Variance due to lower borrowing expectation in 17/18

Capital Financing Requirement
  (Gross borrowing in year 2017/18 must not exceed year CFR in 2019/20)

      251,179 256,085 420,703 560,523

Capital Expenditure 126,889     171,211 362,563 411,421 Variance mostly due to likely deferral of Devo 1 grants

Operational boundary for external debt

Operational boundary for borrowing 307,305     312,305 476,924 627,391 The reduction in the Operational  Boundary i s  driven by the reduced requirement to borrow in 2017/18

Authorised limit for external debt

Authorised limit for borrowing 307,305     312,305 476,924 627,391 The reduction in Authorised Limit i s  driven by the reduced requirement to borrow 2017/18

Interest rate exposures

Upper limit on fixed rate exposures 10% 10% 10% 10% No change

Upper limit on variable rate exposures 30% 30% 30% 30% No change

Investments longer than 364 days

Upper limit 8,000          8,000 8,000 8,000 No change

Maturity structure of borrowing - limits
Upper Limit 

'%

Current Level 

'%

Current Level 

'%

Under 12 Months 20% 16% 0%

12 months and within 24 months 30% 3% 0%

24 months & within 5 years 40% 5% 0%

5 years & within 10 years 60% 5% 0%

10 years & within 20 years 100% 14% 0%

20 years & within 30 years 100% 14% 0%

30 years & within 40 years 100% 43% 0%

NOTES : Mid Year Forecast vs 2017/18 Forecast

YesCIPFA Treasury Management Code?

Indicators reported to WMCA

Board 17 February 2017

Affordability

Prudence

Capital Expenditure, External Debt and Treasury Management

Mid Year 

Position 

£'000's

Measure

Variance due to amendment to MRP policy 

 


