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1. Introduction 

1.1. The Prudential Code for Capital Finance in Local Authorities was introduced in April 2004 and 
brought about a change to capital spending controls from 1'' April 2004. From that date, 
councils have freedom to invest in capital projects without the limitation of Section 94 controls, 
provided their programmes can be shown to be affordable, prudent and sustainable. 

1.2. The Treasury Strategy Statement 2004/05 which was approved by Committee on 23rd March 
2004, highlighted the key requirements of the Prudential Code, including the mandatory 
prudential indicators that are deemed essential for demonstrating that the Council's capital 
investment plans are affordable, prudent and can be sustained over time within a sound 
financial environment. These key indicators are monitored consistently and are presented 
quarterly to the Policy & Resources (Finance) Sub-Committee to assist members in ensuring 
that projected levels of capital expenditure remain in line with the requirements of the Code. 

2. Prudential Indicators 

2.1. This report builds on the framework introduced during 2004. The key mandatory indicators 
required by the Code are illustrated for 2005/06 through to 2007108 and, with a view to more 
fully informing the decision making process, some additional local indicators have been 
included. In calculating these indicators, due recognition has been taken of both the CIPFA 
Code of Practice on Treasury Management, and the Prudential Code for Capital Finance in 
Local Authorities. 

2.2. The Prudential Indicators which the Council is requested to approve are set out in the attached 
appendix, and include mandatory and local indicators, categorised as: 

(i) Capital expenditure, Capital Financing Requirement and the Prudential Margin 
(ii) Ratio of Financing Cost to Net Revenue Streams 
(iii) Authorised Limit and Operational Boundary 
(iv) Impact on Council Tax and Housing Rents 
(v) Treasury Management Indicators 

3. Conclusion 

3.1. The indicators illustrated in the appendix provide members with the assurance that the key 
objectives of the Prudential Framework (i.e. prudence and affordability) have been satisfied. 
When taken together, the indicators illustrate that the increase in capital investment from 
2005/06 onwards is both prudent and affordable. Healthy prudential margins from 2004105 
onwards justify the increased investment, the cost or affordability of which is contained within 
the existing financial strategies, resulting in no impact on council tax and housing rent levels. 



4. Recommendations 

4.1. The Committee is requested to approve the Prudential Indicators and the limits detailed 
within the attached appendix and to note that further reports will be brought forward which 
will monitor their effectiveness and robustness. 

Director of Finance 



Prudential Indicators f o r  Approval, 2005/06 

1. Introduction 

Appendix 1 

1.1. 

1.2. 

1.3. 

The key objectives of the Prudential Code are to  ensure that the capital investment plans are 
affordable, prudent and sustainable, and t o  ensure that treasury management decisions are taken in 
accordance with good professional practice. 

To facilitate members' decision-making regarding capital investment and treasury decisions, a variety 
of mandatory indicators are detailed below. Additionally, the report details new local indicators to  more 
fully illustrate the Council's Treasury Management activity and circumstances. 

The indicators are categorised into 5 broad headings. These include: - 
(a) 
(b) 
(c) 
(d) 
(e) Treasury Management Indicators 

Capital expenditure, Capital Financing Requirement and the Prudential Margin 
Ratio of Financing costs to  Net Revenue Streams 
Authorised Limit, Operational Boundary and External Debt 
Impact on Council Tax and Housing Rents 

2. Capital Expenditure, Capital Financing Requirement and Prudential Margin 

2.1. CaDital ExmndiWrc 

2.1.1. The undernoted table sets out the capital expenditure plans for the Council over the 5-year period for 
2003/04 through to  2007/08, for both General Service and H.R.A capital programmes. I n  June 2003, 
members approved additional capital expenditure of €15m for 2004/05 and 2005/06, which has been 
continued into 2006/07 and 2007/08 budgets. As is current practice, movements in capital expenditure 
wil l be monitored as part of the Council's capital programme reporting mechanisms. The remaining 
sections of this report aim to provide members with information that illustrates that proposed levels 
of capital investment are affordable, prudent and sustainable. 

Capital Gcpcnditure 

Table 1 
2.2. CaDital Financiino Reouimment 

2.2.1. The Prudential Code requires Councils t o  be aware of the Capital Financing Requirement (CFR) levels 
which correspond t o  their proposed levels of capital investment, since these are deemed to be 
representative of the Council's underlying need to borrow for capital purposes. Table 2 illustrates 
these figures for 2003/04 through t o  2007/08, analysed between HRA and non-HRA services. 

Table 2 
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Prudential Margin 

Net Borrowing 
Capital Financing requirement 
Prudential Margin 

2.3. Commrtson of Capital Financim Reuuimment with Net Bomwim Piwdential Marvin] 

2003/04 2004/05 2005/06 2006/07 2007/08 
Actual Revised Estimate Estimate Estimate 
(OOOS) (ooos) (OOOS) (OoOs) (ooor;) 

406,841 423,270 437,322 453,504 468,891 
415,732 431,514 444,876 460,368 475,064 

8,891 8,244 7,554 6.864 6,173. 

2.3.1. The Prudential Code requires the Council's capital investments to be affordable and prudent, and in 
order f o r  members to satisfy themselves that borrowing levels are prudent and primarily for  capital 
purposes only, the Capital Financing requirement discussed in para. 2.2 should be considered in tandem 
with the Council's expected level o f  borrowing, since Prudence is deemed to exist whenever net 
borrowing is less than the capital-f inancing requirement. Table 3 below illustrates the Prudential 
Margin from 2003/04 t o  2007/08. 

2003/04 2004/05 2005/06 
Actwl  Estimate Estimate 

Non-HRA 6.03% 5.30% 5.38% 
HRA 30.79% 22.01% 21.64Yo 

2o06/07 2m/08 
Estimate Estimate 

5.49% 5.82% 
22.15% 22.86% 

3. Ratio o f  Financing costs t o  Net  Revenue Stream 

3.1. Since capital expenditure impacts on the revenue budget through financing charges, the Council needs 
to  ensure that financing costs not only remain affordable, but also that they don't constitute an 
excessive proportion of the revenue resources available, To assist with this matter, ratios of borrowing 
costs to  revenue forecasts for the next 3 years are illustrated in table 4 below. The table 
demonstrates that for example, non-HRA loan charges are estimated t o  represent between 5% and 6% 
of the total revenue budget available. Although the estimates gradually increase from 2004/05 
onwards, the increase is not substantial; hence additional capital investment appears to  be affordable 
and sustainable. 

3.2 I n  noting the percentage on loan charges within the HRA budget, it is recognised that a major element 
of revenue costs in the Housing Account is the funding support t o  sustain the substantial investment 
programme; the other main elements of expenditure being repair costs and management costs. The 
level of loan charges is acceptable and deemed prudent and affordable within the framework of the 
Council's 30 year Housing investment plan. 

4. Authorised Limit, Operational Boundary and External Debt 

4.1. The Authorised Limit and Operational Boundary are the Prudential Indicators being used to  control the 
overall level of borrowing supporting both capital investment requirements, and day to  day revenue cash 
transactions. 

4.2. Chart 1 illustrates that borrowing levels during 2004/05 remained well below both the authorised limit 
and operational boundary. Given the level of borrowing and CFR (underlying need to  borrow) levels 
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Authorised Limit 2004/05 2005/06 2006/07 
€o0O,o0O €o0O,o0O €o0O,o0O 

0 Borrowing 600 519 519 

illustrated in table 3, it is proposed that the authorised limit and operational boundary should be 
reduced to the new of €520 million and €485 million respectively to more accurately reflect the 
actual levels of borrowing. Details are included in tables 4 and 5. 

2007/08 
€o0O,o0O 

519 

700 

600 

500 
U) 

._ E 4 0 0  E 300 
200 

100 

0 

0 Other long term liabilities 

Borrowih~ Levels 2004/05 to 2007/08 

0 1 11 1 
600 520 520 I 520 

2004/05 2004/05 2005/06 2007/08 

Qtrl Qtr3 

Operational Boundary 2004/05 2005/06 2006/07 
€o0O,o0O €ooo,ooo €o0O,o0O 

0 Borrowing 570 484 484 
0 Other long term liabilities 0 1 1 

570 485 485 

+ Authorised limit 

+ Operational boundary 

Borrowing levels 
_---A 

2007/08 
€o0O,o0O 

484 
1 

485 

~ 

Chart 1 
4.3. Authorised Limit. 

4.4. Operationaf Boundary 
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Base 2005/06 2006/07 
Programme Capital Capital 
2004/05 Investment Iwcotmrnt 
Approved Proposed Proposed 
Fcb 2004 (ooot) (ooos) 
(Ooor) 

53,862 62,806 54,050 

Appendix 1 

2007/08 
Capital 
Investment 
Pmpd 
(ooor) 

53.755 

4.5. Ekternal Debt 

4.5.1. The Prudential Code requires councils t o  publish details of the most recent actual external debt figure 
contained in their balance sheet, As a t  31* March 2004, North Lanarkshire Council had approximately 
€457m of external debt outstanding. This is not directly comparable with either the Authorised Limit 
o r  Operational Boundary, since the actual external debt figure simply reflects the Council's debt 
position at that one point in time i.e. 31e March 2004, and borrowing does fluctuate during the course 
o f  year t o  reflect for example, cash flow requirements, timing of loan repayments and so on. 

5. Impact on Council Tax and Housing Rents 

5.1. The fundamental objective in the consideration of the affordability of the Council's capital plans is to  
ensure that capital investment levels are sustainable, which is primarily judged by considering the 
imwct the increased Droaramme has on Council Tax and Housina rent levels. 

5.2. Immct on Cwncil Tbx levels 

5.2.1. Table 7 summarises the proposed capital programme for General Services up t o  2007/08Recent 
Prudential Code guidance made reference to  the fact that councils should demonstrate as a matter o f  
routine and best practice, the incremental impact that changes to  the existing capital programme will 
have on Council tax levels. This is set out below:- 

Capital Expcditun 

To tu1 smnd 

Table 7 

5.2.2. Table 7 illustrates that proposed capital investment levels could potentially increase Band D Council 
Tax levels by €12 and €14 in 2005/06, 2006/07 and 2007/08 respectively. However, the Council's 
robust financial strategy has enabled the additional loan charges required to  fund the increased 
investment programme to be managed within the framework of the Council's planned budget resources. 
Therefore, there will no impact on council tax levels beyond that which is set out in the Financial 
Plan. The above figures is for indicative purposes only. 

5.3. Immct on ffousino Rent &U& 

5.3.1. Similar to  table 7 above, the HRA capital programme for 2004/05 programme approved by members is 
used to  determine the potential impact that increasing capital investment may have on housing rent 
levels. 
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capitol Expenditure 

To tal spend 

Base 2005/06 2006/07 2007/08 
Programme Capital Capitol Capital 
2004/05 Investment Investment Investment 
Approved Proposed Proposed Proposed 
Feb 2004 (000s) ( o w  (ooor) 
(ooot) 

38,666 40,364 39,690 39,600 

5.3.2. Table 8 illustrates that capital investment levels proposed for 2005-06 to 2007/08 could potentially 
reduce house rents by €36, €29 and €27 per annum respectively, given the anticipated reductions in 
Loan Charges and CFCR. However, given that the Council's thirty-year housing programme reflects the 
Housing Stock Condition Survey and option appraisal exercise, house rents wil l  remain within the 
targets set t o  compensate fo r  other cost pressures including contract inflation and the management o f  
the Council's housing portfolio. 

Borrowing 
Capital receipts 
C F a  

6. Treasury Management Indicators 

5,863 6,385 7,897 10,076 
20,593 22,929 22,262 21,614 
12,210 11,050 9,530 7,910 

6.1. Interest Rate Ekoosures 

lkrementat C h a w  to Base Prvgmmmc. 
Mowment in Loon chatyes and LFCR 

Impact as X o f  weekly rents 

+ I ,  698 
-1,420 

-E36 
-1.55% 

Ihdcatiw impact on kiwi4 Rents per a m m  

6.1.1. The Prudential Code requires the Council to set limits regarding its maximum exposure to  both fixed 
and variable interest rates, and to  then contain the activity of i ts Treasury function within these self- 
determined upper limits. 

+1,023 +934 
-1,104 -997 
-E29 -€27 

-1.21% -1.09% 

Interest Rate Expouww: - 2005/06 

Upper Limits on fixed interest rates 110% 

2006/07 2007/08 

105% 105% 

6.1.3. I n  addition t o  the mandatory indicator regarding fixed and variable interest rate exposure, members 
are also asked t o  consider and approve some local indicators, that better illustrate the Council's 
anticipated treasury management strategy. 

Upper Limits on variable interest rates 

6.1.4. Based on information available as at 31'' December 2004, it is anticipated that the Council's loan 
portfolio for 2005/06 to 2007/08 wil l  be exposed to  interest rate changes as follows: 

25% 25% 2570 
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Variable rate investments 
Net Loan Interest Payments 

Prudential Indicators for  Approval, 2005/06 Appendix 1 

- 2,479 100% - 1,868 I 100% - 1,087 100% 
28,693 29,162 I 30,158 

6.1.5. Table 10 highlights f o r  example that the Council anticipates net loan interest payments of 
approximately €29 million for 2005/06. Of this total, €30.352 million relates to  loans that are fixed 
rate debt, and f o r  which interest payments are guaranteed until the loans mature. Conversely, €0.82 
million relates t o  loans which are variable rate, and €2.479 million relates to  investments which the 
Council anticipates receiving interest from. Variable rate loans and investment interest are subject to  
changes in interest rates, and will be monitored as part of the Council's Treasury Management Strategy 
on an ongoing basis. 

6.2. MatuFirv Strrnctun of h w i h q  

6.2.1.The Prudential Code requires the Council t o  specify upper and lower limits regarding the maturity 
structure of i ts fixed rate borrowing in order to  minimise the risk associated with the Council having to  
replace large sums of fixed rate debt at a time when there may be uncertainty over interest rate 
exposure. 

6.2.2. Table 10 illustrated that the Council has high levels of fixed rate debt, however the current maturity 
profile of this debt is unlikely to  be a major risk factor fo r  the Council. Table 11 below illustrates the 
limits of fixed rate maturity which members are requested to  approve as per the prudential code. 
These limits allow for any fixed debt falling due for repayment as part of a debt restructuring 
exercise. For comparison and decision-making purposes, local indicators relating to  the maturity 
profiles regarding fixed rate debt as anticipated at 1* April 2005,2006 and 2007 are also illustrated. 

Table 11 

6.3. Total wikhl funds invutcd for morc than 364 days 

6.3.1. The Prudential Framework created enhanced investment opportunities fo r  local authorities, SO in order 
t o  ensure that councils contain their exposure t o  potential losses arising from having to  repay long- 
term investments early, the Code requires authorities to  set upper limits on funds being invested for  
more than 364 days. 

6.3.2. The Council currently has no plans to radically alter its investment strategy and has no proposals to  
invest funds for periods of more than 364 days, in any of the forthcoming years. 
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7. Conclusion 

7.1. The Prudential Code requires the Council to agree, monitor and where necessary revise, the mandatory 
prudential indicators that have been outlined in this document. These indicators will be updated and 
reported to Committee as part of the Finance Department's Performance Management Framework, and 
quarterly reporting of Treasury Management activity. 
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