PART 4

DETERMINATION OF BORROWING LIMITS FOR 2002/2003

1.
INTRODUCTION

1.1
Under the terms of the Local Government and Housing Act 1989, the City Council must each year establish three limits for borrowing transactions.

1.2 These limits comprise:-

· The “Overall Borrowing Limit” for the year, i.e. the maximum amount which the City Council may have outstanding by way of borrowing at any one time.

· A “Short Term Borrowing Limit”, i.e. the maximum amount which the City Council may have outstanding by way of loans which are repayable within 12 months.

· A limit on the proportion of loans outstanding where the interest rate is variable.

1.3
The City Council has the power to subsequently vary these limits during the year if it so wishes.

1.4
Taking into account the comments made by District Audit in the 1997/1998 Final Accounts Memorandum, that the limits set previously were far above the City Council’s borrowing requirement and the recommendation that the Council should set and monitor more realistic overall and short term borrowing limits, the calculations carried out previously have been revised.

1.5. The limits have previously been set at the maximum level which has allowed for the need to borrow for Revenue purposes.  It has however not been necessary to borrow at this level for revenue purposes in the past. The limit for temporary revenue borrowing has therefore been set at a lower level of £70m.

The calculations are detailed at Appendix 4 for information.

2.
OVERALL BORROWING LIMIT
2.1
This limit, also known as the “Aggregate Credit Limit”, is made up of a number of elements:-

(a) a temporary revenue borrowing limit, plus

(b) a temporary capital borrowing limit, plus

(c) a credit ceiling, plus

(d) the excess of approved investments and cash over usable capital receipts


2.2 Temporary Revenue Borrowing Limit
2.2.1
This is an amount which allows the City Council to borrow to cover timing differences between revenue payments and receipts.

2.2.2 Section 62(3) defines the temporary revenue borrowing limit as the lesser of:-

(a) income remaining to be credited to revenue for the financial year, or

(b) the aggregate of:-

-
expenditure incurred to date which is chargeable to revenue for the financial year

-
any relevant arrears of up to two years duration for which provision has been made or is to be made or are to be written off to revenue.

2.2.3 Section 62(4) allows the temporary revenue borrowing limit to be increased by an amount in respect of the previous financial year which is the lesser of:-

(a) the excess (if any) of expenditure over income falling on revenue, or

(b) the total outstanding income remaining to be received.

2.2.4 Based on gross expenditure of £508.367m in 2002/2003, the maximum requirement is unlikely to exceed £254.183m.  However, bearing in mind the District Audit comments and recommendation referred to in Paragraph 1.4, a more realistic level of £70m is to be set.

2.3
Temporary Capital Borrowing Limit
2.3.1 This is an amount designed to allow for capital expenditure which has been incurred and which is due to be reimbursed by way of grants or other contributions as defined in Section 62(5).

2.3.2
The initial temporary capital borrowing limit is estimated to be nil rising to £5m during the year.

2.4
Credit Ceiling
This is a measure of the difference between the City Council’s total liabilities in respect of approved capital expenditure financed by credit, and the provision that has been made to meet these liabilities.

The maximum credit ceiling for 2002/2003, is estimated to be £443.523m           (see Appendix 4).

2.5
Approved Investments and Cash
These are surplus funds of the City Council which have been invested externally in a manner approved under the Act.

Current estimates indicate that these will average £25m over the year.  (see Appendix 4).

2.6 Usable Capital Receipts
These are the capital receipts which do not have to be set aside specifically to repay debt.

These are estimated to be nil at 1st April 2002.  Estimated capital receipts during 2002/2003 totalling £6.5m will be fully utilized by 31st March 2003.

2.7 Overall Borrowing Limit
The estimated overall borrowing limit for 2002/2003, is, therefore, £543.523m  and is summarized as follows:-




£m


Temporary Revenue Borrowing Limit
70.000


Temporary Capital Borrowing Limit
5.000


Credit Ceiling
443.523


Approved Investments
25.000


Less:  Usable Capital Receipts
-




--------


OVERALL BORROWING LIMIT
543.523




=====

The outstanding debt and the borrowing limit will be monitored during the year and any increase over the above limit will be subject to a further report to the City Council.

3.
SHORT TERM BORROWING LIMIT
3.1 Short term borrowing is essentially used to finance cash flow shortages.

3.2 There is no prescribed limitation on short term borrowing, but the City Council currently operates a limit of 20% of the overall borrowing limit.  It is recommended that this practice be continued in 2002/2003 giving a short term borrowing limit of £108.705m.

4.
VARIABLE INTEREST RATE LOANS
4.1 There is no statutory limit on the amount of variable rate loans.  However, in order to achieve a balance and stability within the borrowing portfolio and avoid subjecting too great a proportion of the debt to short term fluctuations in interest rates, but at the same time allowing sufficient flexibility in debt management, the City Council set a limit of 50% in November 1992.  It is recommended that this limit is continued for 2002/2003.

5.
RECOMMENDATIONS
It is recommended that:-

(a)
The maximum borrowing limit for 2002/2003 of £543.523m be approved.

(b)
The short term borrowing limit is set at 20% of the Aggregate Credit Limit, which for 2002/2003 is £108.705  and that this be approved.

(c) No more than 50% of the outstanding debt is held as variable rate loans and that this is approved.
COUNCILLOR DEREK ANTROBUS

Lead Member for Corporate Services
Appendix 4

BASES OF CALCULATIONS 2002/2003

1.
TEMPORARY REVENUE BORROWING LIMIT


Initial

£m
Maximum

£m
Year End

£m

A.
Income remaining to be credited to Revenue 2002/2003


509.367
254.183
20.000

B.
Expenditure incurred to date chargeable to Revenue for 2002/2003


Nil
254.183
509.367


Add:
Provision for arrears up to two years old


20.775

---------
20.775

----------
20.775

---------



20.775

---------
274.958

----------
530.142

---------







C.
Excess of revenue expenditure over income for 2000/2001
Nil

--------
Nil

---------
Nil

--------

D.
Total outstanding revenue income for 2000/2001
59.679

--------
29.840

---------
Nil

-------

Temporary Revenue Borrowing Limit 2002/003

=  Lesser of A or B

+  Lesser of C or D
20.775

Nil

--------
254.183

Nil

---------
20.000

Nil

-------


20.775

=====
254.183

=====
20.000

====

2.
TEMPORARY CAPITAL BORROWING LIMIT

             £m
            £m
            £m


Nil

====
5.000

====
Nil

====

Appendix 4 (Continued)

3.
CREDIT CEILING


      £m
       £m

Credit Ceiling 31.03.01

422,155 





Add:  Credit Approvals 2001/2002

9,015 

Add:  Commutation adjustment

2,931 





Less:  Capital Receipts set aside 2001/2002
(2,250)


          Minimum Revenue Provision 2001/2002
(11,448)

-------- 
(13,698)

-------- 

Estimated Credit Ceiling 31.03.2002

420.403 





Add:  Credit Approvals 2002/2003

20.000 

Add:  Commutation adjustment

3.120 

-------- 

Maximum Requirement 2002/2003

443.523 





Less:  Capital Receipts set aside 2002/2003
(2,250)


          Minimum Revenue Provision 2002/2003
(11,505)
-------- 
(13,755)

-------- 

Estimated Credit Ceiling 31.03.2003

429.768 

====== 

4.
APPROVED INVESTMENT AND CASH

Initial

£m
Mid Year

£m
Year End

£m

Approved Investment
24.000
25.000
26.000

Cash
-
-
-


---------
---------
---------


24.000

======
25.000

======
26.000

======

5.
USABLE CAPITAL RECEIPTS   at 1st April 2002                 Nil
6.
OVERALL BORROWING LIMIT

Initial

£m
Maximum

£m
Year End

£m
Realistic

£m

Temporary Revenue Borrowing Limit

254.183

70.000

+
Temporary Capital Borrowing Limit
-
5.000
-
5.000

+
Credit Ceiling
420.403
443.523
429.768
443.523

+
Approved Investment and Cash
24.000
25.000
26.000
25.000

-
Usable Capital Receipts
-
-
-
-


----------
----------
---------
---------


444.403
727.706
455.768
543.523


======
======
======
======

