APPENDIX 14

ESTIMATED CAPITAL PRUDENTIAL INDICATORS 2018-19 to 2020-21

The Council’s capital expenditure plans are the key driver of treasury management
activity. The output of the capital expenditure plans are reflected in prudential
indicators, which are designed to assist members overview and confirm capital
expenditure plans.

The Local Government Act 2003 requires all local authorities to have regard to the
Prudential Code for Capital Finance. The Code states that a soundly formulated
capital programme must be driven by the desire to provide high quality, value for
money public services. As a consequence, the Code recognises that in making its
decisions to make capital investment, the Council must have regard to:

affordability (e.g. implications for Council Tax);

prudence and sustainability (e.g. implications for external borrowing);
option appraisal;

asset management planning;

strategic planning for the Council;

achievability of the forward plan.

The key objectives of the Code are to ensure, within a clear framework, that the
capital investment plans of local authorities are affordable, prudent and sustainable.
To demonstrate local authorities have fulfilled these objectives, the Code sets out the
indicators that must be used and the factors that must be taken into account.

Under the Prudential Code for Capital Finance in Local Authorities, local authorities
determine their own level of capital expenditure.
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Capital Expenditure
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This prudential indicator is a summary of the Council’s capital expenditure plans.

201718 2018-19 2019-20 2020-21
Capital Expenditure Estimate Estimate Estimate Estimate
£m £m £m £m
gggﬁgﬁfy“&?cvgork undertaken for the 4.491 13.943 10.392 0.000
Finance (Corporate Resources) 25.950 30.490 30.000 30.000
IT 5.051 7.336 0.740 0.000
Active Northumberland / Leisure Services 0.605 6.769 6.000 10.000
Regeneration 1.329 2.474 0.000 0.000
Property Services 1.053 2170 2.000 2.000
Strategic Estates 2.246 6.413 5.685 8.700
Renewable Energy 1.692 1.000 1.000 1.000
Fire and Rescue Service 0.861 1.542 1.223 1.113
Neighbourhood Services 3.270 12.293 9.527 10.101
Technical Services / Local Services 43.152 37.930 26.832 30.531
Housing - GF 0.385 1.856 1.481 1.481
Housing - HRA 9.396 10.890 9.855 10.134
Planning and Development 0.250 6.400 12.500 81.499
Adult Services 2.368 1.118 0.737 0.000
Schools 17.347 59.851 50.458 22.400
Total Capital Expenditure 119.446 202.475 168.430 208.959

The table below summarises how the above capital expenditure is being financed by
Any shortfall of resources results in a funding

capital or revenue resources.
borrowing need.

201718 2018-19 2019-20 2020-21

Capital Funding Estimate Estimate Estimate Estimate
£m £m £m £m
External Grants 53.233 55.494 37.197 100.955
Capital Receipts 6.548 6.008 5.339 1.700
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GF Contributions 0.086 0.000 0.000 0.000
HRA Contributions 8.674 10.478 9.752 10.034
GF Borrowing 50.905 130.495 116.142 96.270
Total Capital Funding 119.446 202.475 168.430 208.959

Capital Financing Requirement - the Council’s borrowing need

The Capital Financing Requirement (CFR) is the Council’s underlying need to borrow
for a capital purpose.

All the capital assets the Council has ever bought will have been in part paid for by
capital receipts, grants and revenue contributions. The remaining part which has not
yet been paid for through revenue or capital resources is described as the CFR. In
this respect it could be viewed like a mortgage. You have paid for the house
(assets), have some equity in it (capital receipts etc.), but have not yet paid off the
mortgage (CFR).

The CFR increases each year by capital spend, and decreases by both capital
financing (capital receipts, grants etc.) and an annual revenue charge called the
Minimum Revenue Provision (MRP).

The CFR shown below, which includes other long term liabilities such as PFI and
leasing arrangements, is increasing by £207.3 million over the next three years and
is shown below.

The Council is asked to approve the following CFR projections.

Cavital Financin 2016-17 2017-18 2018-19 2019-20 2020-21
P . 9 Actual Estimate Estimate Estimate Estimate
Requirement (CFR) £m £m £m £m £m
General Fund CFR 817.687 838.413 937.837 1,1018.667 1,065.999
HRA CFR 105.144 105.145 105.145 105.145 105.145
Overall CFR 922.831 943.558 1,042.982 1,123.812 1,171.144
Movement in Year 20.727 99.424 80.830 47.332

Affordability Prudential Indicators

The previous sections cover the overall capital and control of borrowing prudential
indicators, but within this framework prudential indicators are required to assess the
affordability of the capital investment plans. These provide an indication of the
impact of the capital investment plans on the Council’s overall finances. The Council
is asked to approve the following indicators:
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Ratio of financing costs to net revenue stream

This indicator identifies the trend in the cost of capital (borrowing and other long term
obligation costs net of investment income) against the net revenue stream.

Ratio of financina costs to 2016-17 201718 2018-19 2019-20 2020-21
g Actual Estimate Estimate Estimate Estimate

net revenue stream o o 0 o o
%o %o % %o %o

General Fund 58 75 7.9 9.6 11.8

HRA 11.9 12.1 12.0 12.4 11.9

The estimates of financing costs include current commitments and the proposals in
the budget report.

Authorised Limit for External Debt

This is an important indicator, as it is part of the Local Government Act 2003
requirements.

The Authorised Limit is the maximum amount the Council could afford to borrow in
the short term but would not be sustainable in the long term. It should be set at the
expected borrowing position, plus any expectations for borrowing in advance of
need, plus some headroom to cope with the unexpected.

It is set as an assessment of how much the Council may need to borrow above
expectations if an unforeseen incidence happened. This could be the delay in a
large capital receipt, the failure of the Council Tax system etc., something that
upsets the cash flow but will be corrected over time.

So the Authorised Limit, if set properly, is an alarm mechanism that, if breached,
means there is a problem with the Council’s finances.

The Council is asked to approve the following authorised limit:

2018-19 2019-20 2020-21

Authorised Limit Estimate Estimate Estimate
£m £m £m
Borrowing 1,209.448 1,304.964 1,385.203
Other long term liabilities 86.637 82.779 78.769
Total 1,296.085 1,387.743 1,463.972

Operational Boundary for External Debt

Whilst the Authorised Limit is an overall cap on borrowing, the Operational Boundary
is where the Council would expect its borrowings to be, assuming it was fully
borrowed up to the anticipated CFR. It is only a guide and may be breached or
undershot without significant concern, as borrowings will be driven by economic and
market considerations as well as interest rates.
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The Council is asked to approve the following operational boundary:

2018-19 2019-20 2020-21

Operational Boundary Estimate Estimate Estimate
£m £m £m
Borrowing 1,007.874 1,087.470 1,154.336
Other long term liabilities 72198 68.982 65.641
Total 1,080.072 1,156.452 1,219.977

Treasury Management Limits on Activity

There are two debt related treasury activity limits.

The purpose of these are to

restrain the activity of the treasury function within certain limits, thereby managing
risk and reducing the impact of any adverse movement in interest rates. However, if
these are set to be too restrictive they will impair the opportunities to reduce costs /

improve performance. The indicators are:

o Maturity structure of borrowing. These gross limits are set to reduce the
Council’s exposure to large fixed rate sums falling due for refinancing, and are

required for upper and lower limits.

o Limit on Investments for longer than 365 days

Maturity Structure of Borrowing

Setting limits for the maturity structure of debt ensures a reasonable spread of
maturing debt as a safety mechanism to ensure significant amounts of maturing debt
is not ending at a time when interest rates for refinancing the debt may be high.

Maturity Structure of fixed rate borrowing during 2017-18 Il.JiF;r?i?r Lfiv;]ei:
Under 12 months 25% 0%
1 year - 2 years 40% 0%
2 years within 5 years 60% 0%
5 years within 10 years 80% 0%
10 years and above 100% 0%
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Maturity Structure of variable rate borrowing during 2017-18 Il.JiF;?i:r Lfmei:
Under 12 months 35% 0%
1 year - 2 years 40% 0%
2 years within 5 years 60% 0%
5 years within 10 years 80% 0%
10 years and above 100% 0%

Investments for periods longer than 365 days

These limits are set with regard to the Council’s liquidity requirements and to reduce
the need for early sale of an investment, and are based on the availability of funds
after each year-end.

The Council is asked to approve the treasury indicator: -

Maximum principal sums invested which can be held 2018-19 2019-20 2020-21
for over 365 days £m £m £m
Principal sums invested > 365 days £120m £120m £120m

Supplementary Indicator - Internal Borrowing

The following (new) indicator identifies the estimated level of internal borrowing, i.e.
the extent to which internal / investment balances are being used in lieu of borrowing
externally (to fund the CFR, or overall need to borrow).

. 2018-19 2019-20 2020-21
Internal Borrowing

Estimated % of CFR (exc. PFI) funded from internal

b . 15.4% 12.9% 12.2%
orrowing

Please note, the above indicator is not specifying a limit. It simply identifies, for
information purposes, the assumed internal borrowing position that has been used in
calculating the revenue budget implications for the Council’s treasury management
activity.

The indicator identifies the interest rate risk exposure on this element of the
borrowing need / requirement; i.e. beyond that attributable to actual external
borrowing. The greater the percentage, the higher the potential risk.

The following table identifies the notional additional cost should the above internal
borrowing need to be externalised — i.e. replaced with actual external loans:
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Internal Borrowing — Notional Replacement Cost 2018-19 2019-20 2020-21
£m £m £m
Notional cost of externalising internal borrowing £3.418m £3.260m £2.898m

Note the above (notional) cost is based the estimated average external borrowing
rate for each year. Again, the above indicator is not specifying a limit. It is simply for

information purposes
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