PRUDENTIAL INDICATORS QUARTER 3 2023/24

The Local Government Act 2003 requires the Authority to have regard to the Chartered
Institute of Public Finance and Accountancy’s Prudential Code for Capital Finance in Local
Authorities (the Prudential Code) when determining how much money it can afford to borrow.
The objectives of the Prudential Code are to ensure, within a clear framework, that the capital
investment plans of local authorities are affordable, prudent and sustainable, and that
treasury management decisions are taken in accordance with good professional practice. To
demonstrate that the Authority has fulfilled these objectives, the Prudential Code sets out
several indicators.

It is now a requirement of the CIPFA Prudential Code that these are reported quarterly.

1. Capital Financing Requirement

The Authority’s cumulative outstanding amount of debt finance is measured by the capital
financing requirement (CFR). This increases with new debt-financed capital expenditure
and reduces with MRP repayments and capital receipts used to replace debt.

Capital Financing Requirement 31-Mar-23 | 31-Mar-24 | 31-Mar-25 | 31-Mar-26 | 31-Mar-27
Actual Forecast Forecast Forecast Forecast
£EM £EM £M £M £M
Balance Brought forward 339.15 34257 352.07 359.23 358.66
New Borrowing 14.53 21.85 21.04 13.27 28.33
MRP (7.61) (8.69) (9.54) (9.99) (9.80)
Movement in Other Liabilities (3.50) (3.66) (4.34) (3.85) (3.57)
Total General Fund Debt 342.57 352.07 359.23 358.66 373.62
HRA 174.88 190.95 232.03 281.55 293.04
Total CFR 517.45 543.02 591.26 640.21 666.66
Estimated Debt 360.29 428.15 477.32 524.25 544.78
Under / (Over) Borrowed 157.16 114.87 113.94 115.96 121.88

2. Gross Debt and the Capital Financing Requirement

This is a key indicator of prudence. In order to ensure that over the medium-term debt will
only be for a capital purpose, the local authority should ensure that debt (including PFI,
leases and HCC Transferred debt) does not, except in the short term, exceed the total of
CFR in the preceding year plus the estimates of any additional CFR for the current and
next two financial years.

There is a significant difference between the gross external borrowing requirement and
the net external borrowing requirement represented by the Council’s level of balances,
reserves, provisions and working capital. The Council’s current strategy is only to borrow
to the level of its net borrowing requirement.

The Authority has complied and expects to continue to comply with this requirement in the
medium term as is shown below.

Gross Debt 31/03/2023 | 31/03/2024 | 31/03/2025 | 31/03/2026 | 31/03/2027 Debt at
Actual Forecast Forecast Forecast Forecast 31/12/2023
£M £M £M £M £M £M
Total Debt 360.29 428.15 477.32 524.25 544.78 363.68
Capital Financing Requirement 517.45 543.02 591.26 640.21 666.66
Under / (Over) Borrowed 157.16 114.87 113.94 115.96 121.88




3. Debt and the Authorised Limit and Operational Boundary

The Operational Boundary for External Debt is based on the Authority’s estimate of most
likely, i.e. prudent, but not worst case scenario for external debt. It links directly to the
Authority’s estimates of capital expenditure, the capital financing requirement and cash flow
requirements and is a key management tool for in-year monitoring. Other long-term
liabilities comprise finance lease, Private Finance Initiative and other liabilities that are not
borrowing but form part of the Authority’s debt.

The Authorised Limit for External Debt is the affordable borrowing limit determined in
compliance with the Local Government Act 2003. It is the maximum amount of debt that
the Authority can legally owe. The authorised limit provides headroom over and above the
operational boundary for unusual cash movements.

The S151 Officer confirms that there were no breaches to the Authorised Limit and the
Operational Boundary during 2023/24; borrowing at its peak was £312.90M plus other
deferred liabilities of £57.10M.

. Net Income from Commercial Investment to Net Revenue Stream (NRS)

The Authority’s income from commercial investments as a proportion of its net revenue
stream has been and is expected to be as indicated below. This shows that the Authority
is not over dependent on income form investments.

2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27
Actual | Forecast | Forecast | Forecast | Forecast
£M £M £EM £EM £M
Total net income from commercial
investments 6.48 6.69 7.45 8.10 8.10
Net Revenue Stream GF 193.17 221.37 250.50 255.25 262.81
Proportion of NRS 3.36% 3.02% 2.97% 3.17% 3.08%

5. Proportion of Financing Costs to Net Revenue Stream

Although capital expenditure is not charged directly to the revenue budget, interest
payable on loans and MRP are charged to revenue This is an indicator of affordability and
highlights the revenue implications of existing and proposed capital expenditure by
identifying the proportion of the revenue budget required to meet borrowing costs.

The ratio is based on the forecast of net revenue expenditure in the medium term
financial model. The upper limit for this ratio was updated, as part of the MTFS report to
Council in July 2023 and is currently set at 11% for the General Fund to allow for known
borrowing decision in the next two years and to allow for additional borrowing affecting
major schemes, it includes the cost of long term liabilities but now excludes investment
income in line with the revised code. The table below shows the likely position based on

the proposed capital programme.

This indicator is not so relevant for the HRA, as financing costs have been built into their
30 year business plan, including the voluntary payment of MRP. No problem is seen with
the affordability but if problems were to arise then the HRA would have the option not to

make principle repayments in the early years.




Ratio of Financing Costs to 2022/23 | 2023/24 | 2024/25 | 2025/26 | 2026/27
Net Revenue Stream Actual |Forecast | Forecast | Forecast | Forecast
% % % %
General Fund 9.58 9.58 10.02 10.07 9.62
HRA 6.81 7.93 9.92 11.49 13.19
Total 8.79 9.16 9.99 10.43 10.52

. Liability Benchmark

This indicator compares the Authority’s actual existing borrowing against a liability

benchmark that has been calculated to show the lowest risk level of borrowing. The
liability benchmark is an important tool to help establish whether the Council is likely to be

a long-term borrower or investor in the future, and so shape its strategic focus and

decision making. It represents an estimate of the cumulative amount of external

borrowing the Council must hold to fund its current capital and revenue plans while

keeping treasury investments at the minimum level of £48M required to manage day-to-

day cash flow.

31-Mar-23 | 31-Mar-24 | 31-Mar-25 | 31-Mar-26 | 31-Mar-27
Actual Forecast | Forecast | Forecast | Forecast
£M £M £M £M £M

Loans CFR 460.34 489.57 542.14 594.94 624.98
Less Balance sheet Resources (211.70) (160.87) (162.02) (164.02) (169.90)
Plus Minimum Investments 48.01 48.00 48.00 48.00 48.00
Liability Benchmark 296.65 376.70 428.12 478.92 503.08
Less Committed External Borrowing (303.20) (302.60) (272.00) (261.40) (250.80)
Minimum Borrowing Need (6.55) 74.10 156.12 217.52 252.28
Less HRA Borrowing Liability o7l 319 6812 2153 (136.91)
GF Minimum Borrowing Need / (7.26) 50.96 88.00 95.99 115.37

. Maturity Structure of Borrowing

This indicator is set to control the Authority’s exposure to refinancing risk. The upper and
lower limits on the maturity structure of all borrowing were:

Upper Lower 30.12.23 | 30.12.23
Limit Limit Actual Actual | Complied?
% % £M %

Under 12 months 0 50 2712 9 Yes
12 months and within 24 months 0 50 13.12 4 Yes
24 months and within 5 years 0 50 30.35 10 Yes
5 years and within 10 years 0 95 5058 16 Yes
10 years and within 20 years 0 60 32.37 1 Yes
20 years and within 40 years 0 60 149.86 49 Yes
Over 40 years 0 75 0.00 0 Yes
Uncertain Date*™* 0 5 4.00 1 Yes
Total 307.40 100




8.

10.

11.

Long-term Treasury Management Investments

This indicator allows the Council to manage the risk inherent in investments longer than a
year and the limit is set at E30M. The actual principal sum invested in 2023/24 is
£28.03M and consists of £27M in CCLA property funds (see Appendix 2 paragraphs 21 -
24 for more details) and £1M EIB bond which will mature on 15" April 2025.

Security

The Authority has adopted a voluntary measure of its exposure to credit risk by
monitoring the value-weighted average credit rating of its investment portfolio. This is
calculated by applying a score to each investment (AAA=1, AA+=2, etc.) and taking the
arithmetic average, weighted by the size of each investment. Unrated investments are
assigned a score based on their perceived risk.

2023/24 Q3 o
Target | Actual Complied?
Portfolio average credit Rating A AAA Yes
Liguidity

The Authority has adopted a voluntary measure of its exposure to liquidity risk by
monitoring the amount of cash available to meet unexpected payments within a rolling
three-month period, without additional borrowing or can borrow without giving prior notice.

We held £23.8M of liquid cash at end of December but based on current cash flow in
order to maintain minimum balance and meet outgoing commitments we expect to borrow
before year end.

2023/24 Q3
Target | Actual

Total cash available within 3 months £20M £23.8M Yes

Tptal sum borroyved in past 6 months £20M Yes
without prior notice

Complied?

Interest Rate Exposures

This is a voluntary indicator which is set to control the Authority’s exposure to interest rate
risk. Bank Rate rose by 1.00% from 4.25% on 1st April to 5.25% by 315t December.

The impact of a change in interest rates is calculated on the assumption that maturing
loans and investment will be replaced at new market rates.

For context, the changes in interest rates during the year were:

Yearly
31/03/23 30/09/23 30/12/23 Increase
Bank Rate 4.25% 5.25% 5.25% 1.00%
1-year PWLB certainty rate, maturity loans 4.78% 5.69% 5.13% 0.35%
5-year PWLB certainty rate, maturity loans 4.31% 5.22% 4.19% 0.12%
10-year PWLB certainty rate, maturity loans 4.33% 5.26% 5.37% 1.04%
20-year PWLB certainty rate, maturity loans 4.70% 5.64% 4.90% 0.20%
50-year PWLB certainty rate, maturity loans 4.41% 5.43% 4.67% 0.26%

We did not take out any new loans during the period and have budgeted new long-term
borrowing at 5.00%. The benchmark was based on a 1% increase of forecast borrowing
as of 315t March 2023. The forecast reflects the current borrowing need for the year, prior
to any borrowing taken in year, of £92.10M, as detailed in Appendix 3, table 2.



2023/24 2023/24
Interest rate risk indicator Benchmark Forecast
£M £M

1.0M 0.92M

Upper limit on one-year revenue impact
of a 1% rise in interest rates
Upper limit on one-year revenue impact
of a 1% fall in interest rates

(1.02M) | (0.92M)

12.Summary

As indicated in this report the Council has operated within the limits set by the Prudential
Indicators.



