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Conversely, the Finance Services Manager considers that there could be a risk
of not repaying debt, retaining substantial receipts and earning interest. For
example, the Council couid lose Government grant/capital investment from any
mtur@ changes to funding mechanisms. This may prove to be the case.

Effecﬁ on ihe Cauncit’s Base Budget

The cost benefit analysis undertaken by the Finance Services Manager
compared the various cash flows, that is, the savings in debt interest compared
to the potential return on short-term deposits.. The latter would generate
around £350,000 to £360,000 per year in the medium term fo 2010 at current

interest rates.

It is important to note that fhe Co:unc:ii s nbi: yet budgeﬁng for this amount. The

- current 3-year financial forecast to March 2006 contains a budget for interest on

deposits of £157,000 per year. (Clearly this is understating the current position;
the 2002/03 actual out-turn was £192,000 and the latest projection for this year
2003/64, is around £300,000).

1t could be considered that the council should increase its budget for interest on

. investments to reflect recent experience and @ more accurate forecast of fulure

receipis. The counter argument to this is that as interest rates and cash
balances are not easy to forecast, it is prudent to set the budget on the basis of
a relatively modest income. However, it appears fc me that South Derbyshire
District Council's financial forecasis -are sufficiently robust (© support an
increased budget.

HcWever, the appraisal of the proposal o make ah.-_ear!y repayment of debt
should be carried out on the basis of the best available forecasts of cash flow,
income and expenditure rather than on the data that is included in the budget.

The Finance Services Manager has calculated that if all Public Works Loans
Board debt were repaid, the effect on the Council’s base budget for 2004/05
would be as foilows.

S £:000
Change o Base Budget Comment

Savings on debt interest | 620 Predictable and certain.
to Public Works Loans
Board

Loss of Housing Subsidy | 48 Could change slightly depending on final
' ' subsidy calcuiation, but is not considersd
material.

Appleby Business Centre, Bridge Street, Appleby in Westmorland, Cumbria CA16 8GH 12
Telephone: 017683-52347 or 52165 Mobile: 07871-321883. Fax: (17683.-52546.
E-Mail: Adrian.waite@awics.co.uk. Website: www awics.co.uk

Director: Adrian Waite MA CPFA ACIH.
Company Number: 3713554, VAT Registration Number: 721 9669 13




AWEC.S flndependerfce ,,,,, Integrity.... Value

0
-7

Adrian Waite {independent Consultancy Services) Limited

246

2A7

2.4.8

2.5

251

2.5.2

2.5.3

254

157

it is ‘likely that income would still be

Loss of Deposil interest
{as budgeted) generated, as some money would remain
' on deposit. However, depending on overall
cash flow, this could be offset by a need to
| borrow on an ad-hoc basis during the vear.
Overall Savings ' 415

Clearly, this represents guite significant on-going savings on the current base
budget. it may also be considered that the loss of housing subsidy is not a
material factor as it would not reduce the resources that are available in the
Council’ s housmg revenue acwunt

For comparison, the Fmamce Services Manager calculates that the additional

deposit income generated by retaining the set-aside receipts would be

approximately £200,000 {compared to the current budget of £157,000) which is
lower than the potential savings in the above table

However, as shown in the sensitivity analysis carried out by the Finance
Services Manager, an increase in interest rates on deposits from the current
3.46% to 5.5% and above, would generat@ income m excess of the savings
generated by repaymg the debt, '

Alternative Options

The Council could use its baﬁance of receipts in other ways, and these are
consadered beiow

Option 1 - Part Repavment of Debt

A part repayment of debt could be made to maintain some flexibility, whereby
some debt could repaid and the remainder kept on deposit pending 2 fulure
review or change in circumstances.

The Finance Services Manager has analysed the Net Present Vaiue of repaying
individual loans. This shows that every loan within the porifolio on its own would
generate cash and Net Present Value savings at current interest rates.
However, except in 1 or 2 cases, the savings are relatively small each year,
especially at a net present value level.

A range of scenarios could be modelied and sensitivity analysis applied.
However, in attempting {o maximise savings, given the Council's porifolio, i
appears more bensficial to the Finance Services Manager to repay a group of
loans within the overall portfolio,
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2.5.8

In ésséhce; the loans that .éffec’tivefy carry the 'g'rleater cost to the Councif are
loans one to fifteen. These are at rales of interest substantially higher than
current {and in fact predtcted) market rates and therefore carry severe penally

-paymems

Laans 16 to 20 are at n‘{erest rates more in line wstﬁ curren’z rates and probably
represent better value for money in the longer term (this is reflected in the

reiai;veéy iow penaity payments)

Repaymg !oans 1 to 15 wouid repay appmxsmaﬁeiy 50% of the debt (£4.1m), but

would still cost around £2. 3m in peﬂaity payments

The effect of repaymg these ioans on%y has - been calculated by the Finance
Services Manager and the table below provides a summary.

2004/07

200710

2010/22

Years 2022/3¢ | TOTAL
(3years) | (3 yea&*s) (12 vears) | (B years) | (26 years)

. irooo |eooo | £000 £000 | £000

Savings in Pubiic | 1,233 1,152 3,848 .. | 228 6,460

Worlks Loans ' -

Board interest

Pavymenis - - :

Amount  fost in i -66 -56 -263 -175 ~570

Housing Subsidy

Loss of Deposit -685 -B62 -2.407 -857 -4.811

Interast

Net Savings/ 482 424 1,179 -B06 1,279

Cost {-}

Average per Year | 161 141 a8 101

Net Present Value | 452 358 800 -377 1,238

Average per year 181 119 67 -47
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2.5.% In comparison with full repayment, the overall net savings are around £200,000
-greater over 26 years. However, this is 'due 1o the “loss period” at the longer

end, being 9 vears less than that for the full repayrment option.

2.5.10 However, in the medium term, the savings are considerably lower at around
£3!4m o 2022 compared to the fuii repayment opimn

C}ptton 2 - Charge the Penaitv F’avmenf tc} Revenue

2.5.11 A fundamental issue fo note in the apprai sais that have been carried out by the
Finance ~Services Manager is that these show the effect on the Council's
Revenue Account {the main General Fund). The penalty payment is effectively
outside this as it is assumed that it would be capitalised, to take advantage of
“the opportunity that closes on 31% March 2004. Although it has been included in
calculating the loss of deposit interest; it is effectively a “sunk” cost as it is a
price of repaying the debt early. However, this money cannot be currently used
for other means such as to support spending.

2.5.12 Penalty paymenis are usually accounted for through an authority’s revenus
account, being written off over a maximum of 10 vears (in the Councii's case
£250,000 per year). In addition, an element can be charged fo the Housing
Revenue Account (23% or £58,000 in the Councﬂs case} and reclaimed
through Housing Subsidy.

2.5.13 The effect of doing this on the full repayment scenario has been calculated by
the Finance Services Manager and is summarised below.

2007/10

Years 2004107 2010/22 2022138 TOTAL
(3 years) | {(3vears) | (12 years) | (17 years) {35 years)
£'000 £'000 £’000 | £'000 £7000
Nef Savings/ 31 28 912 -1,753 ~B38
Cost (-}
Average per Year | 10 8 76 -103
Net Present Value | 30 -23 554 -683 -122
Average per vear 10 -8 46 ~40

2.5.14 i can be seen that overall,
Effectively, the cost of the penally reduces the more significant savings in the
short/medium ferm to 2010 (in fact there is a loss in the last 3 years to 2010).
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2.5.18

2.5.19

2.5.20

2.6

2.6.1

in addition, the Council does run a risk with this option, in that it relies on no
changes 1o housing finance and the subsidy system for the nexi 10 vears, in

particular the allowance of chargmg a propomon of the penatty o the Housing

Revenue Account

The Fmance Sewzces Manager has aiso ccmsedered the effect on the Council's
Base Budget. Again, the cost benefit analysis underiaken compares the various
cash flows, including the savings in .debt interest compared to the potential
return on short-ferm deposits. Referring back fo the fable above that shows
potential savings of approximately £415,000 on the current base budgst, the

-cost of the premium could -be absorbed, aithough this would reduce annual

savmgs o arsund £220 000 on ihe Genera? Fund.

it couEd be conadered that regas‘diess of whether the Counm% decided to charge
the premium 1o .the revenue or the capital account, the cost of paying the
premium is a real cost {o the council that ought 1o be taken account of in the
appraisai asa cash outflow in the first year

Option 3- A Manaqed investment Fund

Clearly, the Council does not have to repay debt and this analysis shows the
effect of maintaining money on deposit. This is assumed to be on effectively a
short-term and very little risk .basis. Therefore, the Finance Services Manager
conssders that the authoniy may wxsh to Eook at aEtematsves o fry to maximise

-retums

This couid be done by entering into a formal agreement to have some or all of
its accumulated receipts managed (for a fee) in an investment fund by a
treasury management specialist. Although this may generate additional interest
compared fo that being earned now on the short-term market, the Finance
Services Manager considers that it would carry a higher risk.

This is due to the fact that to earn better returns, funds would need to be
invested over a longer term without the flexibility of recalling them at short
notice. in addition, due to the nature of investments, returns can go up and
down - the current situation of local authority pension funds is evidence of this.

Revised Calculations

In view of the foregoing discussion, | have prepared an alternative analysis of
the sarly redemption of the Public Works Loans Fund debt based on the
calculations that have been prepared by the Finance Services Manager.
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26.2

The caicufa‘iian compares the cash ﬂows that weu%d be expected were the loans
t0 be retained with the' cash flows that would be expected were the ioans o be
repaid on 31 Match 2004. These calculations include repayment of principal,
payments of interest and the premium for early debt redemption. An adjustment

" is made 1o reflect the fact that 7.81% of the debt relates to the Housing

26.3

2.6.4

26.5

2656

Revenue Account. Bsscaunﬁed cash ﬂew is then used to caleulate a net present

value for eaah opt%on

in both sntuatians prmc paE of £? 895,344 is repatd i the loans are retained
interest payments of £11,939,892 are made during the years 2004/2005 to
2038/2039. if loans are repaid early then a premium of £2,538,447 is paid.
Using a discount rate of 3.5% (which is in accordance with the government’s
guidance and close to the cumrent level of interest received on deposits) a net
present value is calculated for retaining the loans of £11,267,222 is calculated
compared with a net present value of £8,714,790 for their early repayment. This
calculation indicates that it would be in the council's fong-term interest to make
an early repayment of these loans. The calculation is summarised in Appendix
WO, S

' Sensitivity analysis has been carried out on the rate of interest to calculate that

4.7% is the rate of interest at which the net present vaiue of the two options is
the same. If it is considered that rates of interest in the long-term are likely fo
exceed 4.7% the calculation suggests that retention of the debt would be in the
best long-term financial interests of the authority. it should be noted that interest
rates are forecast to reach 4.75% by the end of 2004 but that rates may fall
thereaﬁer The cafcu]ation is summansed in Appendix three,

The ‘same calculation has beeﬂ appited {o sach individual loan to identify
whether 2 different conclusion could be drawn in the case of different loans.
This calculation concluded that at a discount rate of 3.5% it would be in the long
term financial interests of the council o make an early repayment of thess
Ioans. The calculation is summarised in Appendix four.

This methodology allows a comparison to be made between the cash flows that
arise from the alternative treatment of the loans without including a calculation
of the interest that would be foregone on the deposits. The effect on investment
income is accounted for by using 3.5% as the discount rate in the calculation of
net present value. The conclusions of this analysis support the conciusions that
have been reached by the Finance Services Manager.

Conclusions

The Chief Financial Officer of South Derbyshire District Council, as the ofiicer
responsible for the ‘proper financial administration’ of the council must clearly
satisfy himself that whatever decision is taken regarding the authority's pubiic
works loans fund debt, that it is in the best financial interests of the Council.
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2.7.8

2.7.9

Repaying all Public Works Loans Board debt is likely to be in the best financial
interests of the Council in the long-term. Furthermore, as the premium can be
capitalised and funded from capital. receipts, early debt repayment could
produce quite substantial savings on the Council's General Fund in the short
and in fact longer term (the next elghteen vears). Although there would be an

overall cost from 2022 onwards, this is relatively small on an annual basis.
~Depending on the Council's financial posztaen in later years, any future financial
strategy could include an aﬂnuai prc;sms on to provide for this cost.

The main cost mvoived is ihe potential retums that cauld be lost by keeping the

money on shori-term deposit. The average interest rate is currently 3.46% but is
steadily rising in accordance with recent base rate changes. Many predictions
for interest rates indicate a continuing rise. However, the government currently
adwses local authorities fo use a dlSCGUﬂ’[ rate of 3.5% when carrying out long-
term investment appraisals, and some economists predict lower rates of interest
in the ianger term espeeaaliy if the United K:ngdom adopts the Euro.

The Flnance Services Manager caicutates that the critical rate for this exercise
appears to be around 5% to 5.5%, where inferest earned outweighs the saving
from debt repayment. My own analysis suggests that the break-even point may
be at a lower level of inlerest, perhaps as low as 4.7%.:

Using managed invesiment funds does carry a higher risk, and aithough returns
could be higher, this is by no means certain. However, maintaining money on
shori-term deposit does provide flexibility whilst continuing to earn interest.

If debt is repaid, the greatest savings derive from repaying the fotal porticlio,
especially as the Council .currently has sufficient set-aside receipts o do so,
including the penalty payment. Although this penalty is effectively a "sunk” cost,
taking advantage of the opportunity to capitalise it would generate additional
revenue resources.

The penaity payment useci in thzs apprazsa§ is considered o be the maximum
payable. As interest rates rise, this will reduce. Therefore, depending on the
timing of any repayment between now and 315 March 2004, this might benefit
the Council further.

in summary, there does appear to be a strong business case for repaying the
Council's Public Works Loans Board debt. This would reduce 3 significant
liability in .the Council's General Fund on an on-going basis. The principal
argument for not doing so, would be if there was an expectation that long-term
rates of interest would rise above 4.7%. :

My recommendation is that the Chief Financial Officer should consider
the early repayment of debt as outlined in the Finance Services Manager's
report of 215 November 2003 and this report, and advise the Council

accordingly
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3.

independent guidance on technical issues including the balance sheet,

credst ce:imgs and the potentlai eﬂ“eci on ihe Housmg Revenue Account

' Clarzﬁcation of the ieqahiv of using the Pi‘O\!ISiGﬂ for Credit Liabilities fo

3.1

-capztalzse the pena!w pavment

3.1.1

3.2

3.2.4

3.3

3.3.1

3.4

3.4.1

in ts August 1999 ccmsultation paper ‘Hous ing Transfers in England — Dealing
with : Overhanging Debt and altering the LSVT' the Department of the
Environment, Transport and the Regions made known its informal view that
premiums from the Public Works Loans Board for early debt redemption may be
made from the provision for credit liabilities. This has remained the view of the

Off:ce of the Deputy ane M;nzster

Whe’ther the Cozmcii needs o prove that the Prov:ston for Credit Liabilities (or at

‘least the amount that wouEd be used)i is cash backed and i so how this should

'be done

Some authorities do hold a provision for credit liabilities that is not cash backed.
However, repayments of debt have {o be done with ‘real money’ so a provision
for credit liabilities that was not cash backed could not be used.

Whether this applies only o the penalty payment or the total debt repayment.

Whether cash backed provision for credit fiabilities can be used to meet early
repayment premiums is a grey area. Neither the Office of the Deputy Prime
Minister nor the Public Works Loans Board iskes a public view. it is understood
that most auditors would allow the provision for credit liabilities fo be used in

“this way. However, it is for each local authority to ensure that it is acting legally,
-and it would therefore be prudent to consult the authority's solicitor and external
~ auditor to seek their adv:ce in the Spemﬁc carcumstances of South Derbyshire

District Council.

Whether, ¥ the Provision for Credit Liabilities is used the General Fungd Credit
Ceiling would increase as a resuit - and whether ’Ehfs woufd increase Minimum
Reg}ayment Provus:on

Regulation 118a of the ‘Local Authorities (Capital Finance) Regulations 1997
(statutory instrument 1897/319), as amended by stafutory instrument
2000/1773, provides that the payment of premium {o the Public Works Loans
Board increases the authority's credit ceiling. This amendment was made so
that a local authority’s aggregate credit limit increased by the same amount.
Otherwise, some local authorities might find that their aggregate credit limit was
breached iliegally.
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3.5

- The effect of the whole exercise on credit ceilings (approximateily £11m General

3.5.1

3.5.2

©3.58.3

3.54

3.55

Fund & “Zm Hous ing Revenue Accmunt}

Payment of the premtum wozjld caniy affec:t the Heusmg Revenue Account credit
ceiling if the premium related fo a Housing Revenue Account debt.

The Finance Services Manager has checked all the calculations of the credit
ceiling from the ‘inception of the current. capital financing regime on 1% April
1990 and has concluded that the initial basis for the ceiling was incorrect,

although afl other adjustiments over the years appsar 10 be in accordance with
“the regulations. The starting ‘point at 1% April 1990 should have been

£16.5milfion rather - than -£27.9million. . The - difference of £11.4million is
principally due to the inclusion of temporary borrowing and a cash overdrawn
figure which amounted to around £10million. | have reviewed these calculations
and have found them to be correct. The effect of this error has been that since
1980/1931 South Derbyshire District Council has overstated its credit ceilings
and has set aside more in minimum repayment provision than was necessary.
However, even :if the calculation of the credit ceiling is adjusted, South
Derbyshire District Council would retain a positive credit celling even after all
publtc works ioans beard debts were repald

-The repaymen’z of debt does: not reduce an authontys credit ceiling. In iiself it
~does nothmg o the credit ceiling. Rather, it is the setling aside of capital
" receipts or revenue as a provnsron for cred;t Elabsiittes that actuaily reduces the

credit cei!ing

'Under the current system apart from havzng no outstandmg borrowing, a local
- authority ‘must have a nil-or negative credit ceiling :at the beginning of the

financial year o ‘be exempt from cerfain set-aside requirements under
regulation 65 of the 1997 regulations. it must have a negative credit ceiling on
the last day of the preceding financial year fo use its provision for credit
liabilities for capital expenditure under regulation 154 and section 64(4) of the
Local Government and Housing ‘Act 1988, The condition in regulation 33 of the
2003 reguiations is slighily different in that the credif ceiling must be nil or
negative only on 31% March 2004, so it is still possible for an authority with a
positive credit ceiling on 1% April 2003 to benefit from transitiona! reductions in
pooling if it has paid off outstandmg debt and macie its credit ceiling negative by
31 March 2004

While ‘debt fi'ee authorities have greater freedom in their use of capital
receipts, and there are transifional benefits under the new system as set ocut in
regulations 21 and 33 of the 2003 reguiaticns, in the long-term ‘debt free’ and
indebted authorities will have the same freedoms in using their capiial receipts.
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3.6

3.6.1

3.7 ¢

3.7.1

- Whether the Councai weuid s’t:% have cred:t ceﬂmqs wth effectively no debt.

Al local authaﬂtges mciudmg the debt free have cred:t ceilings. However, as

- stated above, one of the conditions of debt free status is that iis credit ceiling is

nit or negative at the beginning of the financial year. -

“Whether, in this case, a Minimum Repavment Provision would still be required
< and the ioqac of how this woaid tze m wzth ha\;mq noe debt

All local au’shoritles wcth mi or negatwe credit ces?mgs {which inciude ail debt free

‘authorities) are, by virlue of paragraph 15(2) of schedule three to the Local

Government and Housing Act 1989 exempi from the reqmrement o make a

3 thmum Repayment Provssaan

Summarv of advsce on techmcai issues

38 -

3.8.1

3.8.2

3.8.3

it appears that the eariy repayment of public works loans fund debt can be

Hjustified on the baSiS of the Ecng 'Eerm cash fiow advantages that have been

identified.

The identification of an error in the calculation of the initial credit ceiling as at 1%
April 1990 raises the prospects of recalculating the credit ceiling as at 1% April

2003 and recalculating ‘the minimum repayment provision that should have

been made during the years 1990/1891 o 2002/2003. The likely effect would be
not only to reduce the credit ceiling as at 15 April 2003; but also to reduce the
provision for credit labiliies and credit the amount to the general fund and the

" housing revenue account in appropriate proportions. Such a course of action

would; of ‘course, be unusual, and it would be prudent to seek advice as
appropriate from the council’s legal advisors sand -external auditors before
making these ad;ustments to the accounts.

It appears that an authority tha‘i is indebted on 1% Apnf 2003, but becomes ‘debt
free’ on 31% March 2004 will be entitled o fake advantage of the transitional
arrangements for the pocling of capital receipis by ‘debt free’ authorities.
However,  South Derbyshire District Council would not be able fo take
advantage of this situation unless it was possible to bring about a negative
credit ceiling. An examination of the scope for doing this is outside the scope of
the current project, but it is suggested that consideration should be given to this.
The following table shows the ftransactions that give rise o increases or
reductions in the credii ceiling and is taken from guzdance issued by the Office
of the Depuly Pﬂme M nzster on the malter.
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?Descripﬁon of Transa?ction'_ o . Credit Ceiling
Cr@d:t Apprc)vai Used -

As authority not {o charge expendature to revenue Increase

~To enterfvary nommal credit arrangement o ncrease

Amount set aside as Provision for Cradit Liabilities

Credit cover for excluded creditarrangement Decrease
Reserved part of capital receipt | Decrease
Usable capital receipt voluntarily set aside Decrease
Reserved part of notional capital receipt : Decrease
Minimum Repayment Provision re: capital - Decrease
Voluntary revenue set aside - RTINS Decrease
Eurcpean Union Grant S - Decrease

Credt’t cover under Iocai authority cempames order Decrease

Commutatzon
- Payment to local authority set aside Decrease
Payment to pwib reduces debt " : Decrease
Payment recovered from local authority Increase

Provision for Credit Liabilities applied to loss increase

Application of Provision for Credit Liabilities
Expenditure by debtor authority in respect of which
Credit approval used as authority not to charge
Expenditure {o revenue increase
Provision for Credit Liabilities applied by debt free
Authority for capital expend;ture or transferred

To another body R Increase
Provision for Credit Liabilities apphed to meet -
LSVT Eevy . 2 Increase

3.8.4 There will be transiﬁona! arrangements: for authorities with housing stock that
are debt-fres when the new system is introduced. For a period of thres years,
these authorities may receive up 1o a given proportion (75%, 50%, and 25% in
successive years) of their share of the total capital receipts which the Office of
the Deputy Prime Minister estimates will be paid into the pool by debt-free
authorities. This share will be earmarked for housing. For example, if in

200472005, an authority contributes £2.5m out of a total of £120m of pooled
receipts from debt-free authorities, they will be able to receive back £1,875,000,
provided they use this money for housing. In year 2005/2006 - assuming the
same level of receipts into the authority - they would receive back £1.25m for
housing, -anag in 2006/2007 £625,000. Thnis will- be in addilion o any other
resources they may be allocated by the Regional Housing Boards. A total of
£90m will be made available for this scheme in year one, up to £60m in year
two, and up fo £30m in year three.
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3.85

3.8.6

3.8

if it proves 1o be possible to take advaniage of the fransitional arrangements for
debt free authorities, this would be potentially significant for South Derbyshire
District Council. The council currently receives approximately £4million in
capital receipts a year of which 75% are set-aside. Under the transitional
arrangements for debt free authorities there would be a facility to retain the
following proportions of capital receipts, rather than paying them into the capital
receipts pook:

"~ Receipts * Pooled “Transition Transition

£,000 - £000° - - Percentage £,000
2004/2005 " 4,000 3,000 5% 2,250
2005/2006 4,000 3,000 50% 1,500
2006/2007 4,000 3,600 - 25% 750

2007/2008 4,000 3,000 C 0% g

The Net Present Value of the relief would therefore be ags follows:

Transition Discount 'Met Present Value
£000 - o “£,000

2004/2005 2,250 0.966 2173

2005/2006 1,500 0.934 1,401

2006/2007 750 - - 0802 - 678

Total 4 500 : oo 4,250

Conclusions

3.9.1

3.9.2

The analysis that has been carried out by myself and by officers of South
Derbyshire District Council suggests that, even if all public works loans fund
debt were to be repaid during 2003/2004, South Derbyshire District Council
would not achieve ‘debt free’ status as the credit ceiling would remain positive.
As a result there would still be a requirement to make a minimum repayment
provision in the general fund. However, the discounied cash flow analysis
shows that repayment of these debts would be in the long-term financial
interests of South Derbyshire District Council.

Officers of South -Derbyshire District Council have identified errors in the
calculation of the credit ceiling in 1990, This has led to the council setfing aside
more in minimum repayment provision than was actually necessary during each
year since 1980/1891. It may be appropriate to consider returning this minimum
repayment provision to the general fund. An assessment of the potential for this
is cutside the scope of this report, but it is recommended that consideration be
given to this matter by the Chief Financial Officer.
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3.8.3 if a means could be found to bring about a negative credit ceiling, South
Derbyshire District Council would be able to achieve ‘debt free’ status. This
would . ‘have -two advantages. Firstly, there would be no need to make a
minimum repayment provision. Secondly, the authority would beneiit from the

transitional arrangements for capital receipts pooling that are available to ‘debt
free’ authorities. An assessment of the potential for this is outside the scope of
this report, but it is recommended ihat consideration be given o this matter by
the Chief Financial Officer.
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4.1

4.2

4.3

{:onc!usmns and Recommendatsong

Eﬂ summary there does appear fobe a str@ng busmess case for repaying the
Council's Public ‘Works Loans Board debt. This would reduce a significant

Hability in the Council's Generai Fund on an on-going basis. The principal

argument for not doing so, would be if there was an expectatzon that long-term
rates of interest would rise ‘above 4 7% R

My recommendation is that the Chief F:nancua§ Officer should consider the
early repayment of debt as outlined in the Finance Services Manager's
report of 21°" November 2003 and this report, and advise the Council
accordingly. | would also advise that consultation should be carried out,
as appropriate, with the counciF's legal advisors and external auditors.

i also recommend that the Chief Financial Officer consider whether it
wouid be appropriate fo consider returning any excess minimum
repayment provision to the general fund; and whether any potential exists
for bringing about a negative credit ceiling by 31° March 2004.
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Appendix 1 — List of Loans -

Loan Years Loan Amount Penaity

No. Reference o5 Rate a5 Payt
% g0 £

1 101 445014 0 9 12.88% 75,800 45,186
P 101 446866 0 16 14.75% 50,000 55,214
3 101 4488790 - 17 14.00% 100,000 106,115
4 1014495450 - & - 13.63% 203,704 47,267
5 1014485460 .18 13.63% 100,000 105,470
& 1014518160 18 11.00% 150,000 114,591
7 101451817 0 12 11.25% 56,818 19,301
8 101 4541310 B 10.38% 125,000 21,688 -
Ej 101 4541320 12 10.25% 250,000 123,588 -
10 101 455794 © 2% 10.75% 180,000 116,562
11 10145578506 -7 - 11.00% 100,862 21,838
12 2014684350 26 11.50% 100,000 98,297
13 301 471681 0 18 10.00% 1,781,112 1,127.448
14 301 471692 0 18 10.00% 118,888 75,256
15 501 4793056 14 8.00% 775,800 247,031
16 10148101306 - 23 5.88% 500,000 70,988
17 1014810140 24 5.88% 500,000 72,612
18 401 4830870 - 35 513% 1,400,000 64,808
19 3014853810 22 4.88% 1,451,508 4,927

20 301 4853820 .22 4.86% 48,454 165
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Appendix Two — Comparison of retaining and repaying debt using discounted
cash flow at a discount rate of 3.5%.

TOTAL  TOTAL TOTAL

HEEA MET NPY AT
WTEREST PRINCIPAL CASHFLOW QUTFLOWHINFLOW) 3.5%
Year £ £ - o £ : £ £
310372005 623,736 T4,274.57 698,010.47 54 514.59 843,456 821,735
31/03/2008 614,702 74,274.57 G688,976.57 53,804.07 ; 635,167 582,936
IUO32067 605,668 T4 27457 679,842.97 53,103.55 625,838 565,373
31/03/2008 586,635 T4,274.57 670,800.37 52,398.02 ’ 618,511 538,997
31/03/2008 587 601 7427457 661,875.77 51,692.50 6148,183 513,758
32010 578,568 37,237.57 615,805.17 48 094.38 ' 567 711 461,833
31032011 574,580 - 18,006.80 592 58715  46,281.08 548 306 429,392
3100312012 572,588 4545 40 577,133.50 4507413 - 532,058 404,052
3103/2013 569,686 78,545.40 649,241 .15 58,705.73 598,538 430,164
31/03/2014 561,80% 4,545.40 566,454 54 44 24010 522,214 370,208
31/03/2015 551,388 4,545 .40 565,943.18 44 20016 521,743 357,388
31/03/2016 554,568 254 545 4G 806,113.33 63,181.75 745,922 493 638
31032017 534,750 0.00 534,750.00 41,763.98 492 885 318,217
31/03/2018 569,101 77500000 1,284,100.68 100,288.26 C 1,183,812 731,338
310372019 472,750 .00 £72.750.00 36,821.78 ’ ) 435,828 260,142
310312020 475,932 50,000.00 520,931.51 40,684.75 ) v 480,247 276,561
3170352021 461,823 100,600.00 551,922.95 43,886.18 ' 518,037 288,852
31/03/2022 448 015 106,800.00 548,015.41 42,800.00 505215 271,888
3140312023 322,805 208000000 237280479 185316.05 2,187 488 1,137,835
3MAp3/2024 231,250 0.00 231,250.00 18,0680.63 213,189 107,142
3170312025 227,274 150,000.00 377.273.97 29465 10 347 809 168,886
3170312028 208,914 0.00 208,914.38 16,316.21 192,558 95,358
3170372027 134,757 2,000,000.00 2,134,756.85 166,724.51 1,868,032 £02.081
31/03/2028 105,382 500,060.00 605,381.85 47 286.32 558,102 244 425
302028 83,250 G.00 83,250.00 6,501.83 76,748 32476
31032038 81,381 100,000.00 181.381.10 14,166.64 167,224 68,368
3132031 71750 000 71,756.00 5,603.68 66,146 26,128
31/63/2032 71,750 8.00 71,750.00 5603.68 66,146 25,245
31/03/2033 74,750 0.60 71,750.00 5,603.68 66, 146 24,391
31/03/2034 71,750 0.60 71.750.00 5603.68 66,145 23,567
3140312035 71,750 0.0 71,750.00 5,603.68 66,146 22370
31/03/2036 71,750 0.00 71,750.00 5603.68 56,146 22,060
31/03/2037 71,750 0.0G 71,750.80 5,803.68 66,146 21,266
31/03/2038 71,750 0.00 71,750.00 5,603.68 56,1468 20,537
31/03/2030 71,750  1,400,000.00 1471753000 114,943.88 1,356,806 407 011
TOTALS 11,838,802 7,090 344 32 18,838,236 1,057,254 18,381,682 & 57222

Repayment of debt

Principal £7.,885, 344 Less HRA £823,001

Premium £2.538,447

Total £10,537.791 Net Present Vaiue £9,714 750
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Appendix Three — Comparison of retaining and fepaying debt using discounted
cash flow at a discount rate of 4.7%.

TOTAL TOTAL TOTAL HRA NET HPV AT
INTEREST PRINCIPAL  CASHFLOW CUTFLOW/ENFLOW)  4.7%
Year £ £ £ £ '

1/03/2005 623,738 7427457  BSR010.17 5451450 BAZA06 614,500
31/03/2006 514,702 74,27457  BBB,S7T6.57  53,809.07 B35167 579,422
31/03/2007 605,868 7427457  B79,94297 © K3,103.55 626,830 546,155
31/03/2008 596,835 7427457  670,909.37  52,398.02 618,511 514,708
310312000 587,601 7427457 66187577  51,682.50 610,183 484,983
3032040 578,568 3723757  B15,805.17  4B8,004.38 567,711 430,970
31/03/2011 574,580 1800890  592587.15  46281.08 546,306 306,104
31/03/2012 572 588 454540 57713350  45,074.13 532,058 368,457
31/03/2013 569,696 7954540 54924115  50,705.73 598,535 395,885
31/03/2014 561,909 454540 56645454  44,240.10 522214 328,900
31/03/2015 561,398 454540 56594318 44,200.15 521,743 314,808
31/03/2016 554,568 25454540  809.113.33  63,191.75 TA5 822 420866
31/03/2017 534,750 000 534750.00  41,763.98 492985 271,349
31/03/2018 509,101 77500000 1,284,100.88 100,288.26 1183812 622,342
31/0312019 472,750 0.00  472750.00 35,921.78 435828 218,834

310312020 470,932 50,000.00  520,831.5%. 40,684.75 480,247 230,313
31/03/2021 461,923  100,000.00  561,922.95  43,886.18 518,037 237,283
31/03/2022 448015 10000000 54801541  42,800.00 505215 221,022

31032023 322,805 2,050,00000 237280479 18531605 2187486 914,027

310312024 231,250 0.00  231.250.00  18,080.63 213,183 85,081
31/03/2025 227274  150,000.00 37727397 2946540 347,800 132575

- 3110312026 208,914 0.00 20891438  16.318.21 162,508 70,117

: 310312027 134,757 2,000,00000 2,134,756.85  156,724.51 1968032 684319

- 31/03(2028 105,382  500,000.00  605381.85  47,280.32 558,102 185,350
310372029 83,250 0.00 83,250.00 5,501.83 75,748 24,345
31/03/2030 81,391 10000000 18138140  14,166.64 167,224 50,662
31/03/2031 74,750 0.00 71,750.00 5,603.68 55,148 19,140
31/63/2032 74,750 0.00 71,750.00 5,603.68 565,146 18,281
31/03/2033 71,750 0.00 71,750.00 5,603.65 66,146 17,460
31/03/2034 71,750 8.00 71,750.00 5,603.68 56,146 16,677
31/03/2035 74,750 0.00 71,756.00 5,603,68 56,146 15,928
31/03/2036 71,750 8.00 71,750.00 5,603.68 66,146 18,213
31/03/2037 74,750 £.00 71,750.00 5,603.68 £6,146 14,530
310312038 74,750 .00 71,750.00 5,503.68 565,146 13,878
31/03/2039 74750 1,400,000.00 147175000  114.043.68 1,356,806 271,884

TOTALS 11,839,862 7.909344.32 19030238 1557254 18,381,082

Repayment of debt

Principai £7,096,344 Less HRA £823,001
FPremium £2.538.447

Total £10,537,791 Net Present Value  £8,714,7680
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