








        APPENDIX 1

PRUDENTIAL INDICATORS 2007/2008 TO 2010/2011
1.
Background

1.1
The Prudential Code for Capital Finance in Local Authorities came into effect on 1April 2004 and is intended to play a key role by which the Authority determines its own programme of capital investment in fixed assets which are central to the service delivery of waste management.

1.2
It sets out a clear framework which demonstrates that the Authority's capital investment plans are affordable, prudent and sustainable.  If it does not the Authority needs to consider remedial action.

1.3
A further key objective is to ensure that Treasury Management decisions are taken in accordance with good professional practice and in a manner which supports prudence, affordability and sustainability.  The Authority's Treasury Management and Strategy function is carried out by St. Helens Council who have developed the requisite Prudential Indicators for this purpose and have clear governance procedures for monitoring and revision.

1.4
The Authority's own Indicators need to be set and revised by the body which takes decisions for the Budget (the Authority) and there is a need for the establishment of procedures to monitor performance by which deviations from plan are identified.  This report contains a review of the Prudential Indicators for 2007/2008 occasioned by changes to the Capital Programme and the availability of grants.  

2.
Matters to be taken into Account in Setting the Prudential Indicators

2.1
In setting the Prudential Indicators the Authority is required to have regard to the following matters:-

 affordability, the impact on the Levy for each of the District Councils in order that they can assess the implications for Council Tax and Council housing rents;


 prudence and sustainability e.g. implications for external borrowing;


 value for money e.g. option appraisal;


 stewardship of assets e.g. asset management planning;


 service objectives e.g. strategic planning for the Authority;


 practicality e.g. achievability of the Forward Plan.


3.
The Prudential Indicators for Capital Investment

3.1
The main objective in considering the affordability of the Authority's capital investment plans is to ensure that the level of investment is within sustainable limits by considering the impact on budgetary requirements.


3.2
The Authority needs to assess all resources available to it and estimated for the future against the totality of capital investment plans and net revenue forecasts.

3.3
The Prudential Indicators are:-

 
estimates of capital expenditure;


 estimates of capital financing requirement;


 net borrowing and capital financing requirements;


 ratio of financing costs to net revenue stream;


 impact of capital investment on the Levy;


 authorised limit for external debt;


       operational boundary for external debt.

4.
The Specific Indicators

4.1
The Prudential Indicators for 2007/2008 to 2009/2010 are shown at Appendix 4 but are summarised as follows.

5.
Estimates of Capital Expenditure

5.1
The Authority is preparing itself for the provision of a long term solution to waste management and under that process is not yet decided on the type of assets it may require in the longer term.  In the meantime, it is working on an evolving shorter term capital investment programme which needs to consider the organisation of the supply of waste, equality of asset provision across Districts, external funding and operational changes in waste disposal.  In the short term, therefore, the identification of the programme continues to be carried out on an annual basis and will be deemed affordable after considering the effect on the Levy.  The three year provisional Capital Programme is shown in detail at Appendix 2 of the Authority's Budget Report presented later in the Agenda.





  £M



2007/2008
 16.92



2008/2009
 22.45



2009/2010
 22.77
 



2010/2011
  0.15

5.2
Estimates of Capital Financing Requirements

The Capital Financing Requirement is an Indicator which seeks to measure the underlying need of the Authority to borrow for a capital purpose i.e. it is an aggregation of historic and cumulative capital expenditure not financed by other means  (capital receipts, grants, revenue contribution, other earmarked reserves, etc.) less the sums statutorily having to be set aside to repay debt (Minimum Revenue Provision and reserved receipts).

5.3
The Capital Financing Requirement is as follows:-







  £M



31 March 2007

18.67



31 March 2008

27.80



31 March 2009

49.35



31 March 2010

70.50



31 March 2011

67.95

5.4
Estimates of Net Borrowing


The Capital Financing Requirement needs to be considered alongside the actual levels of external borrowing.  This will show the relationship between the underlying need to borrow and actual borrowings which are made, demonstrating that long term borrowing is only undertaken for capital purposes and is in accordance with the approved Capital Programme financing requirements:-

	
	Capital Financing

Requirement

£M
	External Gross

Borrowing

£M
	+/-

£M

	31 March 2008

31 March 2009

31 March 2010

31 March 2011
	27.80

49.35

70.50

67.95
	30.32

51.87

73.02

70.47
	+2.52

+2.52

+2.52

+2.52



The fact that the difference is planned to remain static shows that additional in year borrowing will be in respect of the Capital Financing Requirement only.


The 'net borrowing' position represents the net of the Authority's gross external borrowing, shown above, and the sum of investments held.  Investments for the Authority represent cash balances held in the joint bank account with St. Helens and not in shareholding in Mersey Waste Holdings Limited or Bidston Methane Limited.  The Authority is not expected to have any cash balances for the period covered by this report.


The estimated net borrowing for the respective financial years are:-






  £M



2007/2008

30.32



2008/2009

51.87
  




2009/2010

73.02



2010/2011

70.47

5.5
Estimates of the Ratio of Financing Costs to Net Revenue Stream

The Estimate of the Ratio of Financing Costs to the Net Revenue Stream is a measure which indicates the relative effect of capital financing costs, arising from capital plans and Treasury Management decisions, as a proportion of the Authority's overall projected budget requirement.


Based on estimates of net borrowing, the likely prevailing interest rates and future budget projections, the Ratio of Financing Costs to Net Revenue Stream are as follows:-






  %



2007/2008

  4.63





2008/2009
  
  6.56



2009/2010
  
  8.28



2010/2011

  8.29

5.6
Estimate of Impact on Capital Decisions on the Levy


The effect of Capital Decisions impacts upon the Levy payable (Net Revenue Stream).  Because of the distribution methodology, the impact on Districts and their Council differs:-






£M



2007/2008

2.54



2008/2009

4.15



2009/2010

6.05



2010/2011

6.99

5.7
Authorised Limit for External Debt


The Authorised Limit is a Prudential Code requirement which reflects an estimate of the most likely, prudent but not worst case scenario level of external debt, with additional and sufficient headroom over and above this to allow for operational management issues.


That is to say that it is an absolute limit for potential borrowing on any one particular day.  The reasons for this limit being significantly in excess of any projected year end borrowing requirement is due to the potential profile of new borrowings, maturities and rescheduling activity during the year.  It is not, nor is it intended to be, a sustainable level of borrowing but represents a maxima snapshot position due to these possible timing issues.


The level needs to be consistent with the Authority's current commitments, existing plans and the proposals in the Budget report and with the proposed Treasury Management practices.


Based on an assessment of such factors the limits recommended for Authority approval are as follows:-

	
	Borrowing

£M
	Other Long Term

Liabilities

£M

	2007/2008

2008/2009

2009/2010

2010/2011
	35.36
57.33
78.97
76.98


	0.0

0.0

0.0

0.0



These limits separately identify borrowing from other long term liabilities such as finance leases.  Delegation is sought to the Treasurer to the Authority, within the total limit for each individual year, to effect movements between the separately agreed limits in accordance with option appraisal and best value for money for the Authority.

5.8
Operational Boundary for External Debt


The Operational Boundary is similar in principle to the Authorised Limit, differing only to the extent of the fact that it excludes the additional headroom included within the Authorised Limit to allow for example, for unusual cash movements and borrowing in advance of related repayments when refinancing or restructuring loan debt.


The Prudential Code states that "it will probably not be significant if the operational boundary is breached temporarily on occasions due to variations in cashflow.  However, a sustained or regular trend above it would be significant and should lead to further investigation and action as appropriate".


The boundary figures proposed for approval are:-

	
	Borrowing

£M
	Other Long Term

Liabilities

£M

	2007/2008

2008/2009

2009/2010

2010/2011
	31.99
53.75
75.15
72.88
	0.0

0.0

0.0

0.0



As with the Authorised Limits, delegation is sought in relation to the authority to effect movements between the Borrowing and Other Long Term Liabilities sums.

CARL BEER




IAN ROBERTS

Director of Waste Disposal


Treasurer to the Authority

The Contact Officers for this report are Carl Beer, Director of Waste Disposal and John Webster, Business Support Manager, North House, 17 North John Street, Liverpool, L2 5QY 

Telephone 0151-224-1444 

Background Papers
The following list of documents were used to complete this report and are available for public inspection for four years from the date of the meeting from the Contact Officer named above:

Budget Working Papers 2008/2009

