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REPORT OF THE CITY TREASURER 

TO AUDIT & ACCOUNTS COMMITTEE

ON 25 JANUARY 12

TITLE:
Unsupported borrowing

RECOMMENDATION:

That members note the contents of the report.

EXECUTIVE SUMMARY:


Unsupported borrowing is used to finance the capital programme. The contents of this report are extracted from a report of the City Treasurer to Budget Scrutiny, explaining Unsupported borrowing and detailing its use by the Council.

BACKGROUND DOCUMENTS:


· Budget Scrutiny Committee report 2 November 2011
KEY DECISION:
YES / NO 

.

KEY COUNCIL POLICIES: budget strategy; capital programme; medium term financial strategy

EQUALITY IMPACT ASSESSMENT AND IMPLICATIONS: None
ASSESSMENT OF RISK:

Medium. Unsupported borrowing is a key element of funding of the capital programme. As with any borrowing, the activity is subject to interest rate risk. Risks of “imprudent” borrowing are mitigated by adherence to the Prudential Code for Capital Finance and monitoring against various prudential indicators.
SOURCE OF FUNDING: Borrowing. Finance costs are met by general fund or HRA revenue budgets as appropriate.
LEGAL IMPLICATIONS
None

FINANCIAL IMPLICATIONS Supplied by Chris Hesketh. 

OTHER DIRECTORATES CONSULTED: 

None

CONTACT OFFICER:
Chris Hesketh
TEL. NO.
x2668

WARD(S) TO WHICH REPORT RELATE(S): None specifically

REPORT DETAILS

Introduction
At Audit & Accounts Committee on 28 November, members resolved to receive a briefing on unsupported borrowing. Unsupported borrowing is subject to the scrutiny of Budget Scrutiny Committee. The paragraphs that follow are extracted from the Treasurer’s report to that committee on 2 November 2011.
…
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    Use of Unsupported Borrowing

Background

The scope for local authorities to use unsupported, or prudential, borrowing was introduced by the Government in 2004 to enable capital expenditure to be funded from this source provided it was affordable, ie the capital financing costs of servicing that borrowing could be afforded from revenue budgets. Previously, borrowing could only be undertaken by the specific permission of the Government and for specific purposes. Coupled with this concession the prudential code was introduced by CIPFA that prescribed self-determined borrowing limits local authorities had to apply and monitor to control their total net borrowings. Salford sets its limits through including proposed limits within the annual budget report to Council each February and monitors them through the monthly revenue monitoring reports to Budget Scrutiny Committee.

Salford has traditionally been able to find any requirement to provide internal resources to support the availability of external funding sources, such as Government grant, supported borrowing and third party contributions, from capital receipts from the disposal of assets such as land and buildings. In the early years of unsupported borrowing it was only used in Salford on an invest to save basis where the capital financing charges were capable of being funded from savings in expenditure. The main example of this was the 5-year programme for the investment in the highways undertaken by Urban Vision, to be funded through savings in tripping claim costs.

More recently, the impact of the recession has meant that capital receipts have dried up considerably as land values have reduced, making it unviable to place many of the more valuable pieces of land on the market for disposal. Consequently, this source of funding the capital programme is no longer available at previous levels and so to sustain the Council's desired level of capital investment it has been necessary to use unsupported borrowing in general support of the capital programme, with what little capital receipts that have been available being used to pay off that debt.

Consequently, in 2008/09 the Council started to use unsupported borrowing not only for invest to save purposes but also for general support of the capital programme. 

Use of Unsupported Borrowing

The table below gives the total usage of unsupported borrowing over the last three years together with that approved for use in 2011/12.
	
	General Fund
	Housing Revenue Account
	Total

	
	£m
	£m
	£m

	2008/09 actual
	33.677
	1.000
	34.677

	2009/10 actual
	33.381
	2.854
	36.235

	2010/11 actual
	46.593
	12.160
	58.753

	2011/12 approval
	70.666
	6.833
	77.499

	Total
	184.317
	22.847
	207.164


The following table analyses further the usage of unsupported borrowing between invest to save purposes and general support of the capital programme.

It should be noted that included within the invest to save category is the use of unsupported borrowing where it has been used to provide loans to others, eg to COSCOS for the construction of Salford City Stadium and to English Cities Fund for the acquisition of properties ahead of them providing funding to acquire them.

	
	General Fund
	Housing Revenue Account

	
	Invest to Save
	General Support
	Invest to Save
	General Support

	
	£m
	£m
	£m
	£m

	2008/09
	5.447
	28.230
	0
	1.000

	2009/10
	3.202
	30.179
	0
	2.854

	2010/11
	16.135
	30.458
	2.317
	9.843

	2011/12
	40.690
	29.976
	2.519
	4.314

	Total
	65.474
	118.843
	4.836
	18.011


The key uses of unsupported borrowing on an invest to save basis during this period have been :-

· Highway investment – financing costs funded from savings in tripping claims

· Chapel St acquisition fund – financing costs funded from interest charged to ECf

· Loan to COSCOS – financing costs funded from interest charged on loan

· Agecroft crematorium mercury abatement – financing costs funded from additional fee income

· Office moves – financing costs funded from savings in property costs

· Carbon management – financing costs saved from reduction in energy cost

Capital Receipts
Capital receipts that have been applied to reduce debt during this period have been as follows :-
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Revenue Impact/Affordability
The revenue impact of the unsupported borrowing is mitigated by the impact the recession has had on interest rates and consequently borrowing costs. Borrowing costs form a combination of capital repayment and interest. The revenue impact on the 2009/10, 2010/11 and 2011/12 budgets of the use of unsupported borrowing for general purposes only is as follows:-

	
	2009/10
	2010/11
	2011/12

	
	£m
	£m
	£m

	2008/09 Unsupported Borrowing £28.230m
	
	
	

	Capital Repayments

Interest at 1%
	0.999

0.282

1.281
	0.866

0.272
1.138
	0.938

0.264
1.200

	2009/10 Unsupported Borrowing £30.179m
	
	
	

	Capital Repayments

Interest at 1%
	-

0.151

0.151
	1.471

0.302

1.773
	1.456

0.287
1.743

	2010/11 Unsupported Borrowing £30.458m
	
	
	

	Capital Repayments

Interest at 1%
	-

-

-
	-

0.198
0.198
	0.939
0.305
1.244

	2011/12 Assumed Unsupported Borrowing £29.976m
	
	
	

	Capital Repayments

Interest at 1%
	-

-

-
	-

-

-
	-

0.150
0.150

	Offset by
	
	
	

	Use of £6.852m capital receipts 2009/10 to repay debt 
	
	
	

	Capital Repayments 

Interest at 1%
	(0.768)

(0.068)

(0.836)
	(0.768)

(0.068)

(0.836)
	(0.768)

(0.068)
(0.836)

	Use of £14.294m capital receipts 2010/11 to repay debt
	
	
	

	Capital Repayments 

Interest at 1%
	-
-

-
	(1.308)

(0.143)

(1.451)
	(1.308)

(0.143)

(1.451)

	Use of assumed £10m capital receipts 2011/12 to repay debt
	
	
	

	Capital Repayments (estimated) 

Interest at 1%
	-

-

-
	-

-

-
	(1.000)

(0.050)
(1.050)

	Cumulative Total
	0.596
	0.822
	1.000 


Thus, for a revenue cost of £1m, capital investment of £89m gross (or £58m net of £31m capital receipts used to repay debt) over the last 3 years has been afforded. 
Risks

The key risk to the strategy of using unsupported borrowing in general support of capital investment is in interest rates rising. Each additional 1% would cost an extra £500k approximately in interest charges. 
…
Chris Hesketh, principal group accountant

On behalf of John Spink, City Treasurer

December 2011


