CC8 - page 2

ANNEX 1

Prudential Indicators for 2005/06 

External Debt

1. Authorised limit for external debt


Authorised limit for external debt
Proposed limit


2005/06

£m
2005/06

£m

Authorised limit for borrowing
364.853
394.853

Authorised limit for other long-term liabilities
7.404
8.000

Authorised limit for external debt
372.257
402.853

2. Operational limit for external debt

The proposed operational boundary for external debt is based on the same estimates as the authorised limit.  It reflects the most likely, prudent but not worst case scenario.

Operational limit for external debt


Authorised limit for external debt
Proposed limit


2005/06

£m
2005/06

£m

Operational limit for borrowing
354.853
384.853

Operational limit for other long-term liabilities
7.404
8.000

Operational limit for external debt
362.257
392.853

3. Upper Limit for Fixed Interest Rate Exposure

The limit on principal sums borrowed at fixed rates less principal sums invested at fixed rates as a percentage of net borrowing.









Current
Proposed








Limit

Limit

Fixed Interest Net Borrowing Upper Rate

100%

150%

Variable Interest Net Borrowing Upper Rate

  25%

  25%

Technical Explanation

1. For the purposes of calculating Prudential Indicators, cash invested on behalf of the pension fund is treated as external borrowing.  At the time the 2005/06 indicators were calculated the pension fund cash balance was forecast to be £5m.  However the current cash balance is near £38m.

2. It is envisaged that the pension fund cash balance will reduce by the end of the financial year, as cash is invested externally with pension fund managers.  However, the balance has now reached a level that prevents the authority from borrowing to finance its capital programme, because the authorised limit for external debt has almost been reached.

3. The authority attempts to borrow at low rates when the market is offering the most advantageous terms.  If the Council is unable to enter into any further borrowing agreements until the pension fund cash balance reduces, the best borrowing opportunities may be missed.  It is therefore recommended that the Council be asked for approve an increase of £30m to the operational and authorised external debt indicators for 2005/06.

4. The prudential indicator for external debt includes an amount for long-term liabilities.  The figure for 2005/06 relates to the Insurance Fund balance.  It is recommended that this be increased to £8m in line with the actual balance as at 31/3/05.

5. Local authorities are also required to set upper limits on fixed and variable interest rate exposures.  The Council set a maximum 25% variable rate net borrowing and 100% fixed rate net borrowing for 2005/06.

6. The Prudential Code recognises that for authorities with substantial cash balances the calculation of exposure limits can be a negative figure.  This can result in fixed interest rate exposure for net borrowing being above 100%.  An example is given below:

IF

fixed rate debt = £300m


fixed investment = £100m

 

variable rate debt = £ 50m

variable investments £55m

THEN:

Fixed interest exposure for net borrowing 

Net borrowing at fixed rates

£300m - £100m

= 102.56%


Net borrowing


£350m - £155m

Variable interest rate exposure for net borrowing

Net borrowing at variable rates
£50m  -  £55m

= - 2.56%


Net borrowing


£350m - £155m

7. The Council is currently in danger of exceeding the indicator of 100% set for fixed interest rate exposures.  This restricts the ability to invest further funds in variable rate investments.

8. Cash invested on behalf of the pension fund is invested short-term at variable rates for cash flow purposes.  The authority has also increased the level of temporary cash surpluses invested in its Money Market Fund and variable rate call accounts, as they are currently offering higher rates than fixed deposits.

9. In order to allow the Authority to invest a higher proportion of its cash balances in variable rate instruments, without being forced to increase the proportion of variable rate borrowing, it is recommended that the maximum fixed interest rate exposure limit be increased to 150%
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