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1.0  
SUMMARY

1.1
A new prudential framework for local authority capital investment was introduced through the Local Government in Scotland Act 2003, effective from 1st April 2004. The key objectives of the Prudential Code are to ensure that the capital investment plans of local authorities are affordable, prudent and sustainable.

1.2
To demonstrate compliance the Code sets nine prudential indicators designed to support and record local decision making.

1.3
The purpose of this report is to update and revise the indicators approved by Council last year in the context of the Council’s latest spending plans over the period 2008/09 to 2010/11. The report describes the purpose of each of the indicators and the implications of the proposed levels, values and parameters for Clackmannanshire Council.

2.0  
RECOMMENDATIONS

2.1
It is recommended that the Council approves the prudential indicators set out in this report for the years 2008/09 to 2010/11.

3.0  
CAPITAL EXPENDITURE INDICATORS

3.1   
CAPITAL EXPENDITURE


Purpose of the Indicator
This indicator is required to inform Council of capital spending plans for the next three years and is included in the code so that it complies with the provision of section 35(1) of Part 7 of the Local Government in Scotland Act 2003. This states that it is the duty of a local authority to determine and keep under review the amount that it can afford to allocate to capital expenditure. 

The estimates of capital expenditure to be incurred for the current and future years, excluding SAK Rail Link expenditure funded by grants and the Schools PPP project funded by capital receipts from sale of assets, are as follows:






Capital Expenditure





2007/08

2008/09
2009/10
2010/11






£000

£000
£000
£000





Dec Out-turn
Estimate
Estimate
Estimate



General Fund Services  

10,830

12,895
19,884
  11,030

Housing Revenue Account
  
  9,864

  8,665
  6,120
    5,437

Total



20,694

21,560
26,004
  16,467

Implications

The above figures are consistent with capital programme proposals for General Services and Housing (see separate papers on agenda). These capital plans take full account of the requirements of the Prudential Code. The planned spending figure of £21.56m for 2008/09 will be kept under review via the capital monitoring process.


3.2  
CAPITAL FINANCING REQUIREMENT

Purpose of the Indicator

The Capital Financing Requirement measures the Council’s underlying need to borrow for a capital purpose. This is essentially the Council’s outstanding debt, which is required to finance the Council’s planned capital expenditure.

Estimates of the end of year Capital Financing Requirement for the Council for the current and future years are:





Capital Financing Requirement





31/03/07

31/03/08
    31/03/09      31/03/10





£000

   £000
       £000
           £000





Dec Out-turn
Estimate
    Estimate       Estimate

General Fund


71,769

  77,046
      84,551           90,855

Housing Revenue Account

25,684

  31,724
     35,031            36,209

Total



97,453

108,770
   119,582
         127,064
Implications

The capital financing requirement increases over the period because a substantial proportion of the approved capital expenditure plan is financed by higher borrowing, thus increasing the Council’s total outstanding debt. By the end of financial year 2010/11 debt will have increased by almost 30% over the position at 31st March 2007. Both the Authorised and the Operational Limits for External Debt set in section 6.1 and 6.2 take into account the expected increase in the capital financing requirement.
4.0
AFFORDABILITY INDICATORS
4.1 RATIO OF FINANCING COSTS TO NET REVENUE STREAM

Purpose of the Indicator

The indicator provides a measure of the proportion of the budget that is being allocated to financing of capital expenditure. For the General Fund this is the ratio of financing costs of borrowing against net expenditure financed by government grant and local taxpayers. For the HRA the indicator is the ratio of financing costs to gross rental income.

Estimates of the ratio of financing costs to net revenue stream for the current and future years are:

Ratio of financing costs to net revenue stream





2007/08

2008/09
2009/10
2010/11





Dec Out-turn
Estimate
Estimate
Estimate

General Fund


6.88%

7.05%
7.65%
8.22%

Housing Revenue Account

21.61%

23.66%
24.90%
25.56%
Implications

The above figures show that for the General Fund the proportion of the budget allocated to loan charges increases steadily from 2007/08 to 2010/11 indicating that, relative to the net revenue stream, the cost of borrowing is increasing. This is line with expectation considering the size of the capital investment being undertaken as shown in 3.1 above.

In the case of the HRA the proportion of the budget allocated to loan charges is also expected to increase from 2007/08 to 2010/11. The Council’s strategy of retaining its stock while achieving compliance with the Scottish Quality Housing Standard and making other improvements to stock has required substantial investment in the past and is now expected to level off over the next few years. However, with the housing stock decreasing as a result of Right to Buy sales, coupled with very moderate expected increases in rental income over the next few years, the net revenue stream from rental income is not expected to increase substantially relative to the borrowing costs. Hence the expected increase in ratio of financing costs to the net revenue stream for the next three years. This is being currently addressed by the Business Plan review undertaken by Housing Service. An important aspect of this plan is balancing the use of accumulated reserves with new borrowing which will be kept under review in the light of changes in interest rates.

4.2 ESTIMATES OF INCREMENTAL IMPACT OF NEW CAPITAL INVESTMENT DECISIONS ON COUNCIL TAX AND HOUSE RENTS

Purpose of the Indicator

This is a key affordability indicator that demonstrates the effect of planned  capital expenditure and hence any increased or decreased borrowing, on Council Tax and Rent levels.

Incremental impact of capital spending on:

2008/09
2009/10
2010/11

Council Tax (Band D)



£50
£32
£45
Average Weekly House Rents 


£1.31
£1.15
£0.70

Implications

The table above shows the incremental effect from one year to next in relation to borrowing levels of the previous year. The increment is dependent on both the borrowing costs and the Council Tax base (in the case of Council Tax) and the Housing stock levels (in the case of Rents). Based on Council’s current proposed capital plans, the incremental impact on 2008/09 Council Tax (Band D) would be an increase of £50 over the 2007/08 levels. For 2009/10, the incremental impact is expected to be £32 over the 2008/09 levels and for 2010/11 this would be £45 over the 2009/10 levels. This reflects the increasing borrowing that the Council is undertaking for its capital plans year on year with the corresponding increase in borrowing costs. However, at the same time the expected increase in the Council Tax base will reduce the incremental impact.
The HRA capital investment plans require an incremental increase of £1.31 on the average weekly House Rents in 2008/09 to fund the extra loan charges. However, the impact is slightly less in 2009/10 and 2010/11 indicating that the borrowing costs are expected to be reduced. 

The above incremental impact on both the Council Tax and Rent levels are consistent with the proposed capital spending plans presented to the Council in separate reports on the agenda.

5.0  
FINANCIAL PRUDENCE INDICATOR

5.1
NET EXTERNAL BORROWING AND THE CAPITAL FINANCING REQUIREMENT
Purpose of the Indicator

This indicator records the extent that net external borrowing (gross external borrowing less investments) is less than the capital financing requirement (indicator 3.2 above). This is a key indicator of prudence and is designed to ensure that, over the medium term, external borrowing is only for a capital purpose. The values are measured at the end of the financial year.  






2007/08

2008/09
    2009/10     2010/11

£,000
Dec out-turn
Estimate
Estimate
Estimate

Net External Borrowing


98,557

  113,142
    121,098     125,098
Capital Financing Requirement

108,770

119,582
    127,063     128,634
Under Limit by



10,213

  6,440
      5,965      3,536

Implications

The above figures confirm that for the next three years net external borrowing in Clackmannanshire will be prudently contained within the capital financing requirement.

6.0
TREASURY AND EXTERNAL DEBT INDICATORS

6.1
AUTHORISED LIMIT FOR EXTERNAL DEBT

Purpose of the Indicator
The authorised limit for external debt is required to separately identify external borrowing (gross of investments) and other long term liabilities such as covenant repayments and finance lease obligations. The limit provides a maximum figure that the Council could borrow at any given point during each financial year.





Authorised limit for external debt







2008/09
    2009/10     2010/11







£000
     £000
       £000

Borrowing




127,000
  140,000
     141,000






Other long term liabilities



    1,000
      1,000
        1,000


Total





128,000
   141,000
     142,000


Implications
The authorised limit set out above is consistent with approved capital investment plans and Treasury management policy and practice but allows sufficient headroom for unanticipated cash movements. The limit will be reviewed on an on-going basis during the year. If the authorised limit is liable to be breached at any time, the Head of Finance will report to the Scrutiny  Committee. It will then be open to Committee to raise the authorised limit or to take measures to ensure the limit is not breached.

6.2
OPERATIONAL BOUNDARY FOR EXTERNAL DEBT

Purpose of the Indicator

This is a key management tool for in-year monitoring and is lower than the Authorised Limit as it is based on an estimate of the most likely level of external borrowing at any point in the year. In comparison, the authorised limit is the maximum allowable level of borrowing.







Operational Boundary for external debt







2008/09
   2009/10
       2010/11







  £000
     £000
          £000

Borrowing




115,000       127,000      128,000
Other long term liabilities 



     400
         400
             400
Total





115,400
   127,400
      128,400
Implications

This indicator is consistent with the Council’s plans for capital expenditure and financing with Treasury Management policy and practice. It is sufficient to facilitate appropriate borrowing during the financial year and will be reviewed on an on-going basis.

6.3
ACTUAL EXTERNAL DEBT

Purpose of the Indicator
This is a factual indicator showing actual external debt for the previous financial year.


Actual external debt


31 March 2007


 £000

Actual External Borrowing





94,372

Actual Other long term liabilities 



                       0
Actual External Debt





94,372

Implications.

The actual external debt reported in the annual accounts for the previous year is required to be shown as an indicator for comparison purposes only.


.

6.4  
TREASURY MANAGEMENT INDICATOR

The prudential code links with the existing CIPFA Code of Practice for Treasury Management in the Public Services. 

Purpose of the Indicator

The Treasury Management indicator which consists of five elements that are intended to demonstrate good professional practice is being followed with regard to Treasury Management.

1. The first is to state if the Council has adopted the CIPFA Treasury Management Code.

This Council has already adopted the Code, reference to which is incorporated in the approved Financial Regulations. In line with the Treasury Code the Treasury Strategy for 2008/09 will be reported to the next Scrutiny Committee and will incorporate the prudential indicators for Treasury Management as set out in this report. The annual report on 2007/08 Treasury activities will be presented to the Scrutiny Committee in the first half of the new financial year.

The next two elements cover limits for fixed and variable borrowing. The proposed limits are as follows.

2. Upper limit of fixed rate borrowing for the 3 years to 2010/11.

Proposed limit – 100%

3. Upper limit of variable rate borrowing for the 3 years to 2010/11.

Proposed limit – 25%

The effect of these upper limits means that the Head of Finance will manage fixed interest rate exposures within the range 75% to 100% and variable interest rate exposures within the range 0% to 25%.

The fourth element requires limits to be set for fixed rate borrowing.

4. Maturity structure of fixed rate borrowing for 2008/09 









Upper limit
Lower limit


Under 12 months




25%

0%


12 months and within 24 months


25%

0%


24 months and within 5 years



50%

0%


5 years and within 10 years



75%

0%


10 years and above




90%

25%

These parameters control the extent to which the Council will have large concentrations of fixed rate debt needing to be replaced at times of uncertainty over interest rates.

5. Total principal sums invested for periods longer than 364 days

With regard to longer term investments there are no proposals to invest sums for periods longer than 364 days.

Implications

The Treasury Management indicator which confirms sound professional practice is being followed by the Council in undertaking Treasury Management. The proposed values and parameters will provide sufficient flexibility in undertaking operational Treasury Management.

7 CONCLUSION

In approving, and subsequently monitoring, the above prudential indicators the Council is fulfilling its duty to ensure that spending plans are affordable, prudent and sustainable
8 SUSTAINABILITY REPORT

Not applicable for this report.

9 IMPLICATIONS FOR THE COUNCIL

9.1
Financial implications: as set out in report

9.2
Staff implications: None

10
DECLARATIONS
10.1
The recommendations contained within this report support or implement Corporate Priorities, Council policies and/or the Community Plan
· Corporate Priorities (Key Themes) (Please tick)
	Achieving Potential
	 MACROBUTTON CheckIt (

	Maximising Quality of Life
	 MACROBUTTON UncheckIt (

	Securing Prosperity
	 MACROBUTTON UncheckIt (

	Enhancing the Environment
	 MACROBUTTON UncheckIt (

	Maintaining an Effective Organisation
	 MACROBUTTON UncheckIt (


· Council Policies (Please detail)
· Community Plan (Themes) (Please tick)
	Community Safety
	 MACROBUTTON CheckIt (

	Economic Development
	 MACROBUTTON CheckIt (

	Environment & Sustainability
	 MACROBUTTON CheckIt (

	Health Improvements
	 MACROBUTTON CheckIt (


10.2
In adopting the recommendations contained in this report, the Council is acting within its legal powers (Please tick) 




 MACROBUTTON UncheckIt (
10.3
The full financial implications of the recommendations contained in this report are set out in the report.  This includes a reference to full life cycle costs where appropriate. (Please tick) 






 MACROBUTTON UncheckIt (
                                                     

Head of Finance

                                                        

Director of Corporate Development
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