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Item 6: MEDIUM TERM BUDGET UPDATE, THE PRUDENTIAL CODE FOR CAPITAL 
FINANCE (INCLUDING FINAL LOAN APPROVAL SOUGHT) AND TREASURY 
STRATEGY  

1. Purpose of Report 

a. This report requests approval for budget carry forward adjustments from 2015/16 
and adjustments to earmarked reserves, summarising the effect on the overall 
reserves position of the Authority and requests final approval to enter into a long 
term loan for the Sill and details the strategy for treasury management for approval 
for the year ahead.  

2. Recommendations 
The Authority are recommended to: 

a. Approve the Carry Forwards as detailed in paragraphs 4b and 4c; 

b. Approve the changes to the Authority Reserves summarised in paragraph 5c; 

c. Approve the long term loan of £1,208,100 for a 30 year period to be arranged 
immediately following the Authority’s decision; 

d. Approve the policy on Minimum Revenue Provision as described in paragraph 6l; 
and  

e. Approve the Treasury Management Strategy detailed in section 7, including the 
change to Treasury Management Practise 4 as detailed in paragraph 7d. 

3. Implications 

Financial 

a. After carry forwards and budget adjustments outlined in the body of the report are 
included unallocated reserves are £1,136.200 in 2018/19 some £563,000 higher 
than the approved Medium Term Budget Plan. If all goes to plan this will create an 
unallocated reserve of £628,100 at the end of the financial impact of the Sill. 

b. The recommended amount and timing for the loan as set out in section 6 of the 
report will provide the Authority with a financial cushion during a very challenging 
financial period where unexpected changing cost profiles or delays in receipt of 
grant aid could be significant. The recommended loan is affordable as it will have a 
financing cost less than originally anticipated when the Authority set the medium-
term financial plan in March 2016. 

Equalities 

c. None 

4. Medium Term Budget Update 

a. As reported in Item 2 the Authority has a substantial volume (£598,500) of partially 
completed work programmes and expenditure from the previous year to be carried 
forward into the current year. The £598,500 budget carry forwards consists of 
£94,700 of Operating resources and £503,800 of Project resources, of which The 
Sill project underspends are the largest component at £414,500. 

b. Details of the Operating Budget carry forwards of £94,700 are shown in Table 1 
below. 
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Table 1 
 

Chief Executive’s Department: £50,200

Local Plan Review (delayed) 23,000

National Parks Partnership Ltd (contribution not drawn down in 

15/16)
10,000

Others less than £10,000 17,200

Corporate Services: £0

The Sill Department (on non Sill project work): £7,600

Various small changes including education and activity budgets 7,600

Operations: £28,400

Car Parking Expenditure (replacement of ticket machines) 24,200

Others less than £10,000 4,200

Programmes and Conservation: £8,500

Various income budgets raising funds for expenditure in 2016/17 8,500

Total Operating Budget carry forward requests 94,700  

c. Details of the Net Project Budget carry forwards are shown below in Table 2 

Table 2 

The Sill project 414,500

Housesteads Car Park Extension (delayed and extra budget required) 25,000

Hadrian’s Wall National Trail (income generated merchandise and 

donations raised over 2 years)
20,200

Fund Raising (House of Lords event delayed) 12,500

New Projects Fund (balance of fund not allocated in 2015/16) 11,900

Others less than £10,000 19,700

Projects Net Budget carry forward requests 503,800
 

 

d. The details behind each of these proposed budget carry forwards were discussed 
by the Finance and Audit Group. The Authority is asked to approve the total 
changes of £598,500. 
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5. Budget Reserves 

a. Upon reconciling the year end position it has become clear two corrections are 

required with regard to the Earmarked reserves of the Authority. The Finance and 

Audit Group were appraised of these at their May meeting. They are: 

 The legacy reserve added in the June 2015 outturn report has been omitted 

in the setting of the Medium Term Budget Plan. The correction reduces 

overall unallocated reserves by £48,900. 

 Parts of the Sill Earmarked reserve (£295,500 Authority contribution to The 

Sill project and £200,000 for design changes to the Sill construction phase) 

had already been allocated into the overall net annual budget surplus/ 

(deficit) over the term of the plan. The Sill earmarked reserve should have 

been reduced in line with this but instead had been left at the full balance of 

£795,500 meaning expenditure of £495,500 was counted twice in the plan. 

When the correction is included the overall unallocated reserves are 

increased by £495,500. 

 

b. When the current Medium Term Budget Plan was approved in March 2016 it was 

agreed the Finance and Audit Group would re-visit the earmarked reserves to 

determine if they were set at the appropriate level. As a result of the discussion two 

changes were proposed. 

 The planning contingency should be reduced to £100,000 from £150,000. 

 The Eastburn Boiler reserve should be reduced to £50,000 from £80,000. 

 

c. Table 3 below shows the revised reserves position. This includes the actual outturn 

position for 2015/16 and the updated net annual budget after carry forwards as well 

as the corrections detailed in paragraph 5a and the revisions proposed in 

paragraph 5b.  
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Table 3 

 

6. The Prudential Code for Capital Finance and Final Loan approval sought 

a. At the Special Authority meeting on the 16th September 2015, the Authority agreed 

the requirement to raise a loan from the Public Works Loan Board (PWLB) under 

option 2 for a 30 year long term loan of £1,158,100 and a short term loan of 

£441,900.  

b. The Finance and Audit Group discussed the current cash flow position and the 

options around the loans. The latest budgeted cash flow model for 2016/17 shows 

the Authority could raise a long term loan for a lesser amount and there would be 

no requirement for a short term loan in the current financial year. Over the full 

project the long term loan of £1,158,100 is still required along with a further £50,000 

agreed by The Sill Project Board due to a change in strategy regarding the cafe fit 

out and franchise.  

c. Public Works Loans can only be applied to capital expenditure after direct support 

from revenue and capital grants has been taken into account. This is called the 

Capital Financing Requirement. The latest estimate of Capital Expenditure to be 

incurred on the Sill project is £10,775,400. The estimated Capital Financing 

Requirement is £1,208,100 as set out in the paragraphs above.  

d. The interest rate quoted by the PWLB on the 10th May was 2.7%. It was the view of 

the Finance and Audit Group that while interest rates are so low it would be in the 

£000's 2015/16 2016/17 2017/18 2018/19 2019/20

Opening reserves 2,049.5 2,504.8 1,288.3 1,310.5 1,730.1

Budget surplus/ (deficit) 455.3 (1,216.5) 22.2 419.6 (498.1)

Closing Reserves 2,504.8 1,288.3 1,310.5 1,730.1 1,232.0

Earmarked Reserves

IT Capital Replacement Reserve (15.0) (25.0) (35.0) (45.0) (55.0)

Planning Contingency (see para. 5b) (150.0) (100.0) (100.0) (100.0) (100.0)

Legacy Reserve (see para. 5a) - (48.9) (48.9) (48.9) (48.9)

Eastburn Biomass Boiler (see para. 5b) (80.0) (50.0) (50.0) (50.0) (50.0)

Earmarked Reserves (Excl the Sill) (245.0) (223.9) (233.9) (243.9) (253.9)

Working Balance Budget Reserve (100.0) (100.0) (100.0) (100.0) (100.0)

Budget Unallocated Reserves 2,159.8 964.4 976.6 1,386.2 878.1

Sill Earmarked Reserves (see para. 5a) (745.5) (350.0) (250.0) (250.0) (250.0)

Total Unallocated Reserves 1,414.3 614.4 726.6 1,136.2 628.1
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interests of the Authority to loan the latest forecast capital financing requirement of 

£1,208,100 on a fixed rate 30 year term, to provide a comfort on cash and a 

sufficient cushion should any unforeseen issues arise, including later than forecast 

payment of grant. The timing of the loan is proposed to take place immediately after 

the Authority approval in order to manage the risks of potential fluctuations in the 

money markets which at the present time may be subject to more change than 

usual. 

e. The effect on cashflow if no action is taken during 2016/17 is shown in Table 4 

below. 

Table 4  

 

f. The cashflow for 2016/17 in Table 4 assumes the income targets from philanthropic 

funds and the activity programme are achieved. These are considered to be very 

stretching targets and members are asked to take a more cautious approach and 

approve a loan in June of £1,208,100. 

g. The impact of taking such a loan on cash balances is shown in Table 5 below:  

2016/17

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Full

Apr - June July - Sept Oct - Dec Jan - March Year

Opening Cash Balances 2,647.5 1,826.9 1,620.5 (182.8) 2,647.5

NPG Grant 1,066.6 1,073.0 200.0 200.0 2,539.6

Operating Income 108.8 131.3 68.0 71.1 379.2

Operating Costs as budget (775.9) (674.1) (681.2) (698.2) (2,829.4)

Projects  as budget (excl sill) 6.5 (26.4) (106.4) 70.4 (55.9)

Carry forwards and income adjusts (168.0) (79.7) (20.1) (20.3) (288.1)

Operating Cash Flow 238.0 424.1 (539.7) (377.0) (254.6)

Sill Main Contract (1,449.6) (1,708.8) (3,258.4) (1,860.0) (8,276.8)

Sill Other Costs (181.0) (189.0) (152.0) (201.0) (723.0)

Activity Income 16.0 40.0 35.0 9.0 100.0

HLF 367.8 973.4 1,146.5 1,708.0 4,195.7

Vat Recovery 188.2 279.0 490.2 417.7 1,375.1

NCC Grant 500.0 500.0

Philanthropic 500.0 500.0

Sill Cash Flow (1,058.6) (605.4) (1,238.7) 573.7 (2,329.0)

Use of earmarked reserves

Boiler (25.0) (25.0) (50.0)

Legacy (48.9) (48.9)

Earmarked reserves cashflow 0.0 (25.0) (25.0) (48.9) (98.9)

NNPA Cash Flow (820.6) (206.3) (1,803.4) 147.9 (2,682.5)

Closing Cash Balance 1,826.9 1,620.5 (182.8) (35.0) (35.0)
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Table 5 

 

h. This will provide the Authority with predicted surplus cash balances of no less than 

£1m during a critical period during which the Authority is managing a project with a 

£10m capital cost and is dependent on receipts of £8m of external grant aid being 

received in a timely manner. 

i. The affordability prudential indicator for borrowings is the ratio of financing costs 

to net revenue stream (National Park Grant). In this instance repayments would 

be £59,100 over 30 years at an interest rate of 2.71% making the ratio for this 

decision 2.3%. The annual averaged savings generated by the Sill of £59,200 will 

cover the repayments. The current medium term budget plan allows for a greater 

sum of £69,700 per annum to repay the Sill loans as it assumes the short term loan 

is required. It is not proposed to change the budget at this stage as short term 

financing requirements may arise over the course of the full project. 

j. When the Sill loan repayments are combined with the repayments for the 

Housesteads Car Park Extension the overall ratio of financing costs to net revenue 

stream rises slightly to 2.8%. In both loan decisions the business plan and appraisal 

shows that the financing costs should be met by additional income as a result of the 

investment so should have no impact on other services delivered by the Authority.  

k. As part of the current Medium Term Budget Plan the Authority agreed the 

Operational Boundary of £2.5 million, which represents possible borrowing and 

the Authorised Limit of £3 million, the limit beyond which borrowing is prohibited. 

The indicators or limits set out in this paragraph provide a good level of 

reassurance. In practice the decision rests with the Authority’s as the Financial 

Regulations require the approval of the Authority to loan funds or increase current 

loans. 

l. The Minimum Revenue Provision (MRP) is the amount Local Authorities are 

required to set aside each year from their revenue account in order to ensure 

prudent provision is made annually for the repayment of outstanding loan principal 

and interest charges. The Authority is recommended to adopt a policy in line with 

the Asset Life Method whereby the term of a loan proposed should not exceed the 

estimated useful life of the underlying asset being supported by the borrowing. 

Where fixed term annuity loans are taken the Minimum Revenue Provision per 

annum should be the sum of loan repayments due in that year. The Authority 

should begin making the MRP charge as the loan repayments fall due. This is in 

line with the current method of budgeting and this is deemed the simplest and most 

accurate approach. 

  



Item 6: Medium Term Budget Update 

 
Northumberland National Park Authority 
Annual Meeting 15 June 2016   Item 6: Page 7 of 8 

 

7.  Treasury Strategy 

a. In June 2012 the Authority, in accordance with the Chartered Institute of Public 

Finance and Accountancy (CIPFA) Code of Practice for Treasury Management in 

Public Services (the Code), formally adopted a revised Treasury Management 

Policy Statement; and Treasury Management Practices (TMPs). 

b. There have been no changes to CIPFA’s Code of Practice for Treasury 

Management that require the Authority’s policies to be changed. 

c. The Authority’s Treasury Management Policy and Practices allow deposits to be 

placed with Authority approved UK high-street Banks and Building Societies with an 

AAA to A- rating. Any funds deposited must not be placed for a period greater than 

2 years. 

d. Currently Treasury Management Practise 4 (TMP4) states the maximum investment 

in anyone bank will be £1million or 50% of the planned deposits in any one year 

(whichever is the smaller). Given the cash balances expected in 2016/17 with a 

peak of £3.8m forecast during July (quarterly cashflow is shown in Table 5) this 

needs to be revised upwards. The proposal is to amend TMP4 to state a maximum 

investment in anyone bank will be £2.5million or 50% of the planned deposits in 

anyone year (whichever is the smaller), unless there is a clear interest rate 

advantage to do so. 

8. Investment Strategy 

a. The investment strategy for the year continues to be based on four key objectives: 

i. To balance the funds invested across at least three lenders and not to invest 

over £2.5m or 50% of the planned deposits in any one year in any one bank, 

unless there is a clear interest rate advantage to do so.  

ii. Ensure sufficient funds are kept in on demand accounts to meet any 

unexpected cash flow requirements. 

iii. Manage interest to exceed the £10,000 Budget target, given surplus funds will 

be significantly higher if approval is given to enter into a long term loan as 

recommended in this report. 

iv. Continue to review other high street banks to ensure the approved institutions 

remain competitive. 

b. If the Authority approve the loan amount and timing as set out in section 6 of the 

report it likely that the Authority’s cash position will be strong and positive during 

2016/17. 

c. The credit ratings of the Authority approved Banks and Building Societies (Barclays, 

Nat West, Santander, Lloyds and HSBC) continue to be monitored on a regular 

basis to ensure they remain A- or better. As reported in the past to the Authority the 

credit rating for the Natwest has fallen. It now has a rating of A3 by one of the 3 

credit rating agencies and a B rating by two other credit agencies. The balance in 

the Nat West has been reduced to £28,800 due to comparatively worse interest 
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rates and problems with the automatic crediting of interest due on the account. The 

Authority will look to use Lloyds in the future as its third main bank, and decrease 

balance in the Nat West account to £5,000 to keep the account open should 

interest rates and credit ratings improve over the forthcoming year. 

d. The one disadvantage with the Lloyds account is a reasonable interest rate requires 

a notice period of one month to release the funds deposited. The Finance Manager 

will arrange to investigate the 2015 approved Authority bank, the HSBC to 

determine if there interest rates and systems for simple cash transfers as an 

alternative on demand account. 

e. Until the construction phase of the Sill is complete and related grant aid received, a 

cautious approach should be maintained when investing cash for fixed periods. 

Where it is not available on demand and investments should be for no longer than 3 

months at a time. 

f. The Finance Manager will review the cash position and forecast on a regular basis 

and place the funds in accordance with the points above giving extra consideration 

to potential issues arising from uncertainties regarding the Sill. 

9. Conclusion 

a. The Authority took a prudent approach before agreeing to progress the £10m 

capital works on The Sill project. The financial decisions which need to be taken in 

2016/17 to manage the Sill cash flow and safeguard the Authority’s wider interests 

are currently less than anticipated. However, the complexity of the financial 

management is just as great. The supporting level of governance from the Sill 

Project Board and Finance and Audit Group will reassure the wider membership 

that this complex and relatively large financial decision has been scrutinised in 

detail ahead of the proposals being placed in front of the Authority for decision. 

 

Contact Officer: 

For further information contact Hazel Fitzsimmons, Finance Manager on 01434 611504 or e 

mail: hazel.fitzsimmons@nnpa.org.uk   

 

 


