Appendix E
2017/18 Minimum Revenue Position Statement

Background:

1

CLG’s Guidance on Minimum Revenue Provision (issued in 2010) places a duty on
local authorities to make a prudent provision for debt redemption. Guidance on
Minimum Revenue Provision has been issued by the Secretary of State and local
authorities are required to “have regard” to such Guidance under section 21(1A) of the
Local Government Act 2003.

The broad aim of the CLG Guidance is to ensure that debt is repaid over a period that
is either reasonably commensurate with the period over which the capital expenditure
which gave rise to the debt provides benefits, or, in the case of borrowing supported by
Government Revenue Support Grant, reasonably commensurate with the period
implicit in the determination of that grant.

The CLG Guidance requires the Authority to approve an Annual MRP Statement each
year, and recommends a number of options for calculating a prudent amount of MRP.
Four options for prudent MRP provision are set out in the CLG Guidance. Details of
each are set out below:

Option 1 — Regulatory Method:

4

This method replicates the position that would have existed under the previous
Regulatory environment. MRP is charged at 4% of the Authority’s underlying need to
borrow for capital purposes, however this option allows a historical adjustment to take
place that is beneficial to some authorities. This method can only be used for
supported expenditure.

Option 2 — CFR Method:

5

This method simplifies the calculation of MRP by basing the charge solely on the
authority’s CFR but excludes the technical adjustments included in Option 1. The
annual MRP charge is set at 4% of the CFR at the end of the preceding financial year.
This method can only be used for supported expenditure.

Option 3 — Asset Life Method:

6

Under this method MRP is determined by the life of the asset for which the borrowing
is undertaken. This can be calculated by either of the following methods:

(a) Equal Installments: where the principal repayment made is the same in each year,
or

(b) Annuity: where the principal repayments increase over the life of the asset.
The annuity method has the advantage of linking MRP to the benefits arising from
capital expenditure, where these benefits are expected to increase over the life of
the asset.

MRP commences in the financial year following that in which the expenditure is
incurred or, in the year following that in which the relevant asset becomes operational.



This enables an MRP “holiday” to be taken in relation to assets which take more than
one year to be completed before they become operational.

8 The estimated life of the asset will be determined in the year that MRP commences
and cannot be revised. However, additional repayments can be made in any year
which will reduce the level of payments in subsequent years.

9 If no life can be reasonably attributed to an asset, such as freehold land, the life is
taken to be a maximum of 50 years. In the case of freehold land on which a building or
other structure is constructed, the life of the land will be treated as equal to that of the
structure, where this would exceed 50 years.

10 In instances where central government permits revenue expenditure to be capitalised,
the Statutory Guidance sets out the number of years over which the charge to revenue
must be made.

Option 4 - Depreciation Method:

11 The deprecation method is similar to that under Option 3 but MRP is equal to the
depreciation provision required in accordance with proper accounting practices to be
charged to the Income and Expenditure account

MRP Policy for 2017/18:

12 It is proposed that for 2017/18 the Council adopts Option 3 — Asset Life Method.
Option 3 enables the calculation of MRP to be aligned with the life of the asset. If it is
ever proposed to vary the terms of this MRP Statement during the year, a revised
statement will be made to Council at that time.

13 MRP in respect of leases brought on Balance Sheet under the International Financial

Reporting Standards (IFRS) based Accounting Code of Practice will match the annual
principal repayment for the associated deferred liability.

PRUDENTIAL INDICATORS 2017/18 TO 2019/20

Background:

The Local Government Act 2003 requires the Authority to have regard to the Chartered
Institute of Public Finance and Accountancy’s Prudential Code for Capital Finance in Local
Authorities (the Prudential Code) when determining how much money it can afford to borrow.
The objectives of the Prudential Code are to ensure, within a clear framework, that the
capital investment plans of local authorities are affordable, prudent and sustainable, and that
treasury management decisions are taken in accordance with good professional practice. To
demonstrate that the Authority has fulfilled these objectives, the Prudential Code sets out the
following indicators that must be set and monitored each year.

Prudential Indicator 1 - Capital Expenditure:

This indicator is set to ensure that the level of proposed capital expenditure remains within
sustainable limits and, in particular, to consider the impact on Council Tax. The approved
expenditure for 2016/17 and the estimates of capital expenditure to be incurred for 2017/18
and future years are:



2016/17 2017/18 2018/19 2019/20

Approved | Estimate | Estimate | Estimate

£000 £000 £000 £000
Approved capital schemes 7,382 4,589 586 -312
Reserve schemes 2,298 4,023 1,200 0
Total Expenditure 9,680 8,612 1,786 -312

The expenditure for 2019/20 is currently negative due to the repayment of loans. This will
change as anticipated capital projects are approved. Additional capital expenditure will also
occur if new capital receipts are received and used to finance projects currently on the
reserve list, as per the capital strategy.

Prudential Indicator 2 - Ratio of Financing Costs to Net Revenue Stream:
This is an indicator of affordability and highlights the revenue implications of existing and
proposed capital expenditure. This shows how much of the revenue budget is committed to

the servicing of finance.

Estimates of the ratio of financing costs to net revenue stream for the 2017/18 and future

years, and the approved figures for 2016/17 are:

Portfolio 2016/17 2017/18 2018/19 2019/20
Approved | Estimate | Estimate | Estimate
£000 £000 £000 £000

Financing Costs* (489) (314) (357) (378)

Net Revenue Stream 16,904 17,793 17,534 16,579

%* (2.9) (1.8) (2.0) (2.3)

*Figures in brackets denote income through receipts or reserves.

The financing costs include interest payable, notional amounts set aside to repay debt, less,
The figures are in brackets due to investment income
outweighing financing costs significantly for SSDC. This shows the extent that the Council is

interest on investment income.

dependent on investment income

Prudential Indicator 3 - Capital Financing Requirement:

The Capital Financing Requirement (CFR) measures the Council’s underlying need to
borrow for a capital purpose. Estimates of the year-end capital financing requirement for the

authority are:

2016/17 2017/18 2018/19 2019/20

Approved | Estimate | Estimate | Estimate

£000 £000 £000 £000
Opening CFR 9,343 9,249 9,175 9,143
Capital Expenditure 8,067 4,903 898 0
Capital Receipts* (7,382) (4,589) (586) 312
Grants/Contributions* (685) (314) (312) (312)
MRP (87) (74) (32) (9)
Additional Leases taken out in 0 0 0 0
year
Closing CFR 9,256 9,175 9,143 9,134




Figures in brackets denote financing through receipts or reserves.
Prudential Indicator 4 — Gross Debt and the Capital Financing Requirement:

The Council is also required to ensure that any medium term borrowing is only used to
finance capital and therefore it has to demonstrate that the gross external borrowing does
not, except in the short term exceed the total of capital financing requirements over a three
year period. This is a key indicator of prudence.

2016/17 2017/18 2018/19 2019/20

Approved | Estimate Estimate Estimate

£000 £000 £000 £000
Borrowing 0 0 0 0
Finance leases 99 136 62 30
Total Debt 99 136 62 30

Total debt is expected to remain below the CFR during the forecast period
Prudential Indicator 9 - Authorised Limit for External Debt:

The Council has an integrated treasury management strategy and manages its treasury
position in accordance with its approved strategy and practice. Overall borrowing will
therefore arise as a consequence of all the financial transactions of the Council and not just
those arising from capital spending reflected in the CFR.

This limit represents the maximum amount that SSDC may borrow at any point in time
during the year. If this limit is exceeded the Council has acted ultra vires. It also gives the
Council the responsibility for limiting spend over and above the agreed capital programme.
A £9.1m borrowing requirement has been identified to finance the capital programme and
further borrowing may be undertaken to increase our borrowing to this level if and when it is
the most cost effective way of funding SSDC’s requirements. A ceiling of £12 million for
each of the next three years is recommended, to allow flexibility to support new capital
projects over and above the identified borrowing requirement.

2016/17 2017/18 2018/19 2019/20

Estimate | Estimate Estimate | Estimate

£000 £000 £000 £000
Borrowing 11,000 11,000 11,000 11,000
Other Long-term Liabilities 1,000 1,000 1,000 1,000
Total 12,000 12,000 12,000 12,000

Prudential Indicator 10 — Operational Boundary for External Debt:

The Operational Boundary sets the limit for short term borrowing requirements for cash flow
and has to be lower than the previous indicator, the authorised limit for external debt. A
ceiling of £10 million is recommended for each of the next three years. The table overleaf
shows that SSDC’s current borrowing is well within this limit. This indicator more than
covers the capital financing requirement.

The Assistant Director (Finance and Corporate Services) has delegated authority, within the
total limit for any individual year, to effect movement between the separately agreed limits for
borrowing and other long-term liabilities. Decisions will be based on the outcome of financial
option appraisals and best value considerations. Any movement between these separate
limits will be reported to the next Council meeting.



2016/17 2017/18 2018/19 2019/20

Estimate Estimate Estimate Estimate

£000 £000 £000 £000
Borrowing 9,200 9,200 9,200 9,200
Other Long-term Liabilities 800 800 800 800
Total 10,000 10,000 10,000 10,000

Prudential Indicator 12 - Incremental Impact of Capital Investment Decisions:

This is an indicator of affordability that shows the impact of capital investment decisions on
Council Tax levels. The incremental impact is the difference between the total revenue
budget requirement of the current approved capital programme and the revenue budget

requirement arising from the proposed capital programme.

Incremental Impact of Capital 2017/18 2018/19 2019/20
Investment Decisions Estimate Estimate Estimate

£ £ £
Increase in Band D Council Tax 0.15 0.17 0.01

Prudential Indicator 13 - Adoption of the CIPFA Treasury Management Code:

This indicator demonstrates that the Council has adopted the principles of best practice.

Adoption of the CIPFA Code of Practice in Treasury Management

The Council approved the adoption of the CIPFA Treasury Management Code at
its Council meeting on 18" April 2002.




