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Executive Summary 

The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 2016 (the 
2016 Regulations) came into force on 1 April 2016 replacing the statutory provisions for 
local authority borrowing, lending and loans fund, as set out in Schedule 3 of the Local 
Authority (Scotland) Act 1975. 
 
The 2016 Regulations allow a local authority to subsequently vary either the period or the 
amount of the repayment (or both) if it considers it prudent to do so. Subsequently, as 
indicated within the Revenue Budget and Council Tax 2020/21 report, approved by the 
Council in February 2020, and the 2020/21 Treasury Management Strategy, approved by 
the Finance and Resources Committee in March 2020, both approved prior to the 
pandemic, it was recognised the 2016 Regulations provided the opportunity to carry out a 
loans fund review to investigate the potential benefits of the revised guidance, which 
working in conjunction with Treasury specialists, has now been carried out.   
 
This report outlines the results of this exercise, supporting a revised policy, including the 
application of a fixed average life to all loans fund advances, and changes to the annuity 
rate adopted to calculate loans fund advance repayments, including the retrospective 
adjustment to the period over which historic loans fund advance repayments can be made 
and applying this approach to future loans fund advances. The repayment periods and 
annuity rate can be updated in future years, if deemed prudent to do so, to reflect the 
changing nature and durability of assets financed by loans fund advances linked to 
Treasury Management strategy.  
 
The revised Policy will result in revised loans fund advance repayment profiles and produce 
an excess provision up to 2020/21(recalculation adjustment) which will be spread 
accordingly, applying a prudent approach specific to the Council’s financial position 
including an assessment of the whole life impact both in nominal and NPV terms of this 
proposal. 
 

Recommendations 

Committee are asked to note the changes to the Council Loans Fund Advance Repayment 
Policy which is likely to be applicable from 2021/22, incorporating an amendment to the 
methodology of calculating loans fund advance repayments per the prudent repayment 
approach prescribed within the Local Authority (Capital Finance and Accounting) 
(Scotland) Regulations 2016.  
 
 
 



 

 

 

 
1. Background 

 
1.1 The Local Authority (Capital Finance and Accounting) (Scotland) Regulations 2016 

(the 2016 Regulations) came into force on 1 April 2016 replacing the statutory 
provisions for local authority borrowing, lending and loans fund, as set out in Schedule 
3 of the Local Authority (Scotland) Act 1975. 
 

1.2 Within the 2016 Regulations, the statutory purpose of the loans fund was simplified 
detailing the process for identifying loans fund advances, the recording of in-year loans 
fund transactions and the calculation of the amount of statutory repayment of debt to 
be charged to the General Fund/Housing Revenue Account in any financial year.  

 
1.3 The 2016 Regulations allow a local authority to subsequently vary either the period or 

the amount of the repayment (or both) if it considers it prudent to do so, which has 
facilitated the review of Council’s loans fund repayment policy.    

 
1.4 Initially the view of Audit Scotland (per Technical bulletin 2019/1) was that the new 

regulations could not be applied to pre April 2016 loans fund advances. However after 
representation by the CIPFA Directors of Finance to the Scottish Government and 
Counsel, sought in May 2019, it was subsequently confirmed by Audit Scotland that 
the existing Regulations permit pre 2016 advances to be re-profiled too, if it is 
considered prudent to do so.  

 
1.5 Subsequently, as indicated within the Revenue Budget and Council Tax 2020/21 

report, approved by the Council in February 2020, and the 2020/21 Treasury 
Management Strategy, approved by the Finance and Resources Committee in March 
2020, both approved prior to the pandemic, it was recognised the 2016 Regulations 
provided an opportunity to carry out a loans fund review to investigate the potential 
benefits of the revised guidance, which working in conjunction with Treasury 
specialists, has now been carried out.  
 

1.6 The guiding principle of the 2016 Regulations and the loans fund review is to 
encompass the broad aim of a prudent repayment methodology, ensuring the 
repayment of a loans fund advance, in relation to the repayment period and each year’s 
repayment amount, are reasonably commensurate with the period and pattern of the 
benefits provided to the community from capital expenditure.  It is for the Council to 
manage this appropriately and to determine prudent repayments based on its own 
individual circumstances and to set the Policy accordingly.  

 
 

2. Report 
 

2.1 The 2016 Regulations on Loans Fund Advance Repayments  
2.1.1 Following the clarification on the 2016 regulations and to support our in-house review, 

the Council appointed Link Asset Services (LAS) who have specific expertise in this 
area and have carried out similar process for a number of other Scottish Local 
Authorities, to carry-out a fuller review of the Council’s loan fund repayment model.  
 

 

The Plan for North Lanarkshire 

Priority  Improve North Lanarkshire's resource base 

Ambition statement (25) Ensure intelligent use of data and information to support fully 
evidence based decision making and future planning 



 

 

2.1.2  The main objective was to explore options to re-profile loans fund repayments in order 
to assist with a prudent, sustainable and deliverable medium-term financial plan, whilst 
ensuring that the provision remains prudent and appropriate to the benefits that accrue 
to the community from the associated expenditure, and is consistent with the prudential 
framework.   
 

2.2 Current Loans Fund Advance Repayment Policy   
2.2.1 The repayment of a loans fund advance is based on two elements, the period 

(timespan) set for which each advance is to be repaid to the loans fund and the annuity 
rate (interest rate applicable). 

 
2.2.2 The Council uses an annuity model to determine the period over which loans fund 

advance repayments are made, adopting different repayment categories/periods and 
generally allocating in-year resources (capital income) proportionately across all loans 
fund advances. 

 
2.2.3 The annuity rate is based on the average loans fund interest rate each year, therefore  

the Council has applied different rates for the calculation of principal loans fund 
repayments, varying from 7.0% in 2008/09 to 3.45% in 2019/20 over the lifetime of the 
historic advances.   

 
2.3 Revised Loans Fund Advance Repayments Policy  

Loans Fund Advance Repayment Period 
2.3.1 The Council will continue to use the annuity model but apply a fixed average life to all 

loans fund advances,  retrospectively adjusting the period over which historic loans 
fund advance repayments have been made and applying this approach to future loans 
fund advances moving forward. 

 
2.3.2  A comparison of the useful economic life (UEL) of assets used to calculate depreciation 

(per traditional accounting standards) to the loans fund advance repayment period, 
indicates the Council has a lower average loan repayment period than the UEL, 
resulting in the Council repaying the loans fund advances over a shorter period than 
the life of the asset.  

  
2.3.3 Based on the analysis indications are that a fixed average life of between 40 to 45 

years for General Fund (GF) historic loans fund advances and to future GF advances 
would be prudent. This represents an uplift of between 3 to 8 years based on the 
estimated weighted average life profile of historic loans fund advances held at 31 
March 2020. This extension to the repayment period is considered proportionate given 
the depreciation policy of up to 60 years for land and building and 40 years for 
infrastructure assets, is currently applicable.  

 
2.3.4 However for the Housing Revenue Account (HRA) it is more likely that an average life 

of 30 years for mainstream expenditure is more appropriate, the repayment period 
which has been in place since 2008. For expenditure on new build/buyback schemes 
a 40 year repayment period, which has been applied since 2010, and is consistent with 
the depreciation policy for Council Dwellings, will continue at present, although this 
may be subject to review.  

      
2.3.5  Under this revised Policy, with the repayment period more closely correlated to the 

asset life, the loans fund charge will accurately reflect the period and pattern of the 
benefits provided by the capital expenditure and is consistent with that used when 
calculating depreciation in the statutory annual accounts.  

 
2.3.6 The repayment periods can be updated in future years, if deemed prudent to do so, to 

reflect the changing nature and UEL of assets financed by loans fund advances. 



 

 

Annuity Rate  
2.3.7  The statutory guidance is not prescriptive on what is an appropriate annuity rate for the 

annuity method. It instead requires the use of an appropriate interest rate and for the 
Council to set out their policy on interest rate selection and apply it consistently. 

  
2.3.8  As mentioned previously the Council currently uses the loans fund interest rate as its 

annuity rate with the historic rate ranging from 7.0% in 2008/09 to 3.45% in 2019/20. 
A higher annuity rate has the impact of lower loans fund advance repayments in the 
earlier years and higher repayments in later years and vice versa for lower annuity 
rates. 

    
2.3.9 The Council has reviewed the annuity rate applied historically and will retrospectively 

apply an annuity rate, deemed prudent, but will most likely be based on the average 
loans fund interest rate since 2008 applicable to the average weighted balance 
outstanding at the 31 March 2020. Current indications are that an annuity rate 
applicable to the General Fund could be between 5.50% to 5.75%, and 4.50% to 4.75% 
for the HRA. Going forward, for new loans fund advances, the average loans fund 
interest rate for the year will be used. 

 
Revised Loans Fund Repayment Profiles and Excess Provision   

2.3.10 The changes to the Policy will result in revised loans fund advance repayment profiles 
and an excess provision up to 2020/21, when compared with the old policy. The excess 
provision (recalculation adjustment) will be spread applying a prudent approach 
aligning with the Council’s forecast financial position, including an assessment of the 
whole life impact both in nominal and Net Present Value terms of this proposal. Whilst 
early year benefits may accrue from the reprofiling exercise and recalculation 
adjustment, this will also result in changes to charges in future years, both increases 
and decreases, over the extended repayment period up to 45 years, with the spread 
managed to ensure it is prudent, affordable and sustainable and aligns to the medium 
and long term financial plans. 

 
2.3.11 Applying the revised methodology from 2021/22 could result in an estimated General 

Fund benefit up to £10m in 2021/22 which will have to be repaid over future years as  
is deemed prudent under the revised Policy plus a provision for additional interest 
costs. In relation to HRA the impact of the revised Policy will be incorporated within the 
30 year HRA Plan and reported accordingly.   

 
2.3.12 The timing of accruing these benefits are subject to volatility and may be flexed, in 

accordance with the medium term financial plan, the 2020/21 outturn positon and the   
fiscal flexibilities to assist the Council in managing the financial impact of the Covid 19 
pandemic announced by the Scottish Government, The approach to adopting the fiscal 
flexibilities being assessed independently of the potential benefits due to the 2016 
Regulations, loans fund review and amendments to the Policy.  

 
 

3. Equality and Diversity 
 

3.1 Fairer Scotland 
 There are no specific impacts on Fairer Scotland. 
 
3.2 Equality Impact Assessment 
 There are no specific Equality Impact Assessments to note. 
 

 
 
 



 

 

4. Implications 
 
4.1 Financial Impact 
 The financial impact is contained within the body of the report. 
 
4.2 HR/Policy/Legislative Impact 
 There are no HR/Policy/Legislative impacts. 
 
4.3 Environmental Impact 
 There are no environmental impacts. 
 
4.4 Risk Impact  
4.4.1  By adopting the Policy, the Council will reduce the risk of applying too high a cost in 

relation to the debt liability where the benefits of those assets will be consumed over a 
longer period.    

 
 

5. Measures of success 
 
5.1     The Council’s implements a Loans Fund Advances Repayment Policy which assists in 

the delivery of a prudent, sustainable and deliverable medium-term financial plan, 
whilst ensuring that the provision remains prudent and appropriate to the benefits that 
accrue to the community from the associated expenditure, and is consistent with the 
prudential framework.  

 
 

6. Supporting documents 
 
6.1 N/A 
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