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2.
BACKGROUND
2.1 To comply with statutory requirements, the Council is required to consider (and approve) a number of ‘Prudential Indicators’ primarily relating to the forthcoming financial year (2012/13).
2.2 This is not a new requirement: it has been in existence for a number of years and is annually discharged by Council at its February meeting.

2.3 In previous years, the Prudential Indicators have been reported as an appendix to the Council budget report.

2.4 Given the ‘one-off’ changes that are about to take place in relation to housing finance (ie, the Council being required to take a share of the national housing debt totalling £72.9m) it is thought appropriate that for this year the Prudential Indicators are reported separately and set against the context of the Council’s Treasury Management Policy and Strategy.

3.
DETAILS
3.1 The ‘Prudential Indicators’ are part of a national data set that require annual consideration by Council.
3.2 They are designed to provide a robust yet flexible framework against which a local authority’s treasury management activities are undertaken and monitored.

3.3 The Prudential Indicators themselves are highly technical in nature and some in calculation. The majority are derived directly from the Council’s budgets for the year (in relation to cash flow estimates and capital expenditure plans). As such, they result from applying set calculations to the Council's budget and spending plans to arrive at a set of indictors that require formal Council approval.

3.4 Appendix 1 contains the full list of Prudential Indicators that require Council approval and also contains an explanation of what each of the main indicators represent.

3.5 The indicators are an integral element of the Council’s Treasury Management Policy and Strategy that was formally approved by the Executive Committee at its meeting of 15 February 2012. Both of these documents are reproduced at Appendix 2 for background information.

3.6 The main issue that the Council’s Treasury Management activities will need to deal with in the short term is the financing of the £72.9m share of the national housing debt. Details about how this is to be undertaken can be found in Section G of the Treasury Management Strategy (Appendix 2) that was recently approved by the Executive Committee. For ease of reference, the table that was reported to the Executive Committee in relation to this issue is reproduced below (for information only);
	Table 1

	The amount to borrow 


	The amount that the Council needs to borrow to finance the debt that has been allocated amounts to £72.9m. This debt can be financed from the PWLB at a special reduced rate at 0.85% points below normal rates.

The debt settlement also allows the Council to borrow a further £1.4m should the need arise to finance the debt over the 30 year business plan. However, this element of debt would have to be undertaken at the market rates prevailing at the time.

The indicative business plan clearly indicates that the Council will need to borrow the £72.9m but no additional monies at this stage.

Strategy = amount to borrow £72.9m



	Who to borrow from 


	PWLB (Public Works Loan Board) is a statutory body operating within the United Kingdom Debt Management Office (DMO).

As part of this debt settlement, the PWLB is making special rates available to local authorities. The rates will be available only on the settlement day and at a preferential rate of interest that is 0.85% below market rates. Compared to current market rates, the ‘discount’ equates to reduced interest charges of £620,000 per year for the HRA.

Having being advised by our external treasury advisors, the PWLB option is the most attractive available and is the route to go down provided that their rates do not change. As such, the preferred strategy would be to take advantage of the preferential rates (provided they still represent the best available option) and thereafter seek the best rates that are available from other sanctioned lenders.

Strategy = PWLB loans


	A fixed or variable loan?


	Advice from our independent treasury advisers strongly recommended that given the historic low rates of interest currently available – coupled with the discount available that fixed term loans are taken out for this debt.

Strategy = fixed rates



	What type of loan(s) 


	Given the nature of the debt, the most appropriate debt vehicle is through the use of maturity loans. These are normally used when interest rates are low and in the case of fixed term loans will remain low throughout the period of the loan.

The above position is supported by our treasury advisers who also advise that the Council should take out a number of fixed rate maturity loans at different redemption dates in accordance with the general requirements of the 30 year business plan.

Strategy = Maturity loans


	What period of loan(s)


	The Council has been advised to take out a number of fixed term loans (at different maturity dates) to fit in with the general financing requirements of the 30 year business plan – the exact profile will be determined as per the Council's established treasury management arrangements.

It is important that there is sufficient flexibility in the loan structure to provide for unforeseen events or change in policy – as such it is recommended that a residual amount of external debt is taken over the full 30 year period to provide sufficient protection to the HRA at low interest rates. 

Strategy = A number of fixed term loans at different maturity dates (to provide the Council with the flexibility required)


4.
CONSULTATION AND CUSTOMER IMPACT
4.1 In terms of Treasury Management activity, there is no direct customer impact.
4.2 Further consultation will be undertaken with Council tenants about the medium and longer term implications of the transfer of housing debt.

5. 
POLICY IMPLICATIONS
5.1
The Prudential Indicators are in accordance with the Council’s Treasury Management Policy and Strategy.
6. 
USE OF RESOURCES


6.1
The Treasury Management Policy and Strategy (together with the Prudential Indictors) provide the framework and parameters that are required to shape the Council’s Treasury Management activities.



Background Papers:
Previous Reports/Minutes:

.
1.	PURPOSE OF REPORT





To report the Council’s Prudential Indicators for approval (in accordance with statute and the Council’s Constitution)





To report the Council’s updated Treasury Management Policy and Strategy for 2012/13 to full Council as background to the consideration of the Prudential Indicators – the Policy and Strategy were formally approved by the Council’s Executive Committee at its meeting of 15 February.














7.	RECOMMENDATIONS	�


7.1	That Council approves the Prudential Indicators (as detailed in Appendix 1)





7.2	That Council notes the Treasury Management Policy and Strategy (as detailed in Appendix 2)	�
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