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PURPOSE OF REPORT

To inform members of the report 'Borrowing and Treasury Management in Councils'
published in March 2015 (Appendix C) and to provide an overview of issues raised in the
report and how these issues are being addressed by Dundee City Council.

RECOMMENDATIONS

That the Committee note the recommendations of the report and the Council Officers
response contained in Appendix A and the Audit Scotland Supplementary Guidance for
Councillors contained in Appendix B.

FINANCIAL IMPLICATIONS
There are no financial implications.
BACKGROUND

Borrowing is a major source of funding for councils to invest in key services like schools or
roads. Councils have a total outstanding debt of £14.8 billion at 31 March 2014, of which
82% (£12.1 billion) is as a result of borrowing. Overall, council borrowing has remained at
£12 billion for the last three years, with total assets of £39 billion. Councils have each
developed borrowing strategies to suit their own local priorities and needs, in response to
the flexibility introduced in 2004 by the Prudential Code.

The audit assessed how councils demonstrate best value in borrowing and treasury
management decisions and examined:
¢ what borrowing and treasury management in councils is;
¢ the extent to which councils' borrowing and treasury management strategies meet
good practice and contribute to corporate plans and priorities;
o whether councils can demonstrate the affordability and sustainability of borrowing
decisions;
o the effectiveness of councils' governance arrangements for borrowing and treasury
management.

The report focuses on whether councils openly and clearly demonstrate the affordability and
sustainability of borrowing decisions over the short term and looks at whether councils'
approach to borrowing reflects corporate priorities and aims. Elected members have a key
role in holding officers to account and the report evaluates the councillor's role in
considering borrowing and treasury management reports, including the strategy.

KEY MESSAGES IDENTIFIED IN THE REPORT

328-2015-230915



The report is in three substantive parts each with the following key messages:

Part 1: Setting the scene

e The Prudential Code was introduced in 2004 to provide greater flexibility for councils to
manage and control their own capital investment activity following a period of
government regulation. Councils' borrowing strategies, levels of borrowing and debt
profiles differ widely.

e Borrowing is set firmly within the framework of wider council activity and should be driven
by the corporate plan, capital investment plan and medium and long-term financial
plans.

Part 2: Demonstrating the affordability and sustainability of borrowing

¢ Councils are using the prudential indicators to demonstrate and monitor the short-term
affordability of borrowing; however they are not clearly analysing and reporting their
assessment of the longer—term affordability and sustainability of borrowing. Officers
present the repayment profile of borrowing to elected members but are not presenting
this together with other information such as different budget scenarios, interest rate
scenarios, or capital investment strategies. This is important to inform elected members
of the future risks to the affordability and sustainability of current and new borrowing.

e Long-term financial planning will help councils develop more detailed analysis on the
longer—term affordability and sustainability of borrowing.

e Councils could present information more clearly to elected members. Some councils are
not presenting elected members with all the relevant information at one time to support
borrowing decisions. This is important to ensure that decisions made are based on an
assessment of all the relevant analysis and risks.

Part 3: Effective management and scrutiny

e Treasury Management is a professionally run function in councils with appropriately
qualified officers. Joint planning with other councils, ongoing training and the availability
of appropriate professional qualifications are important.

e Scrutiny of borrowing and treasury management decisions could be improved. This
involves officers providing clearer information to elected members to help them in their
scrutiny role. All reports need to be easily accessible to elected members and the public.

e Councils need to provide a range of training and support to elected members to help
improve scrutiny of treasury management.

e There were some examples where governance structures do not fully meet the codes’
requirements and where there could be more consistency in reporting requirements.

6 MANAGEMENT RESPONSE TO REPORT

Management responses to the issues raised by the report are included at Appendix A. The
responses indicate that management considers that the Council's current arrangements
largely address the issues raised by the national report.

Internal Audit also periodically reviews the Council's treasury management arrangements
with the purpose to review the adequacy and effectiveness of controls in respect of key
aspects of the operation of the Council's treasury management function including assessing
whether the Council's arrangements are consistent with the CIPFA Code of Practice on
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Treasury Management. The Council also engage independent specialist Treasury
Management Advisors to provide guidance on strategy, governance and controls as well as
share best practice across a large number of public sector organisations.

7 POLICY IMPLICATIONS
The Council Strategic Plan will be positively impacted by additional scenario planning and
analysis.
This report has been screened for any policy implications in respect of Sustainability,
Strategic Environmental Assessment, Anti-Poverty, Equality Impact Assessment and Risk
Management. There are no major issues.

8 CONSULTATIONS

The Chief Executive and Head of Democratic and Legal Services have been consulted in
the preparation of this report.

9 BACKGROUND PAPERS

None

MARJORY M STEWART
EXECUTIVE DIRECTOR OF CORPORATE SERVICES
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Appendix A

Audit Scotland Report: Borrowing & Treasury Management in Councils - Recommendations

Recommendation

DCC Management Response and Planned Actions

1. Council Officers should use the Treasury
Management Strategy to present a wider,
strategic view of borrowing and treasury
management. It should use clear and
accessible language and be prepared for
councillors as the key audience. It should
include:

links to capital investment plans and
corporate objectives

all borrowing and other debt

prudential indicators as a core part of the
strategy

clear assessment of the affordability and
impact on revenue budgets both in short
and long term.

The Council’s Treasury Management Strategy (TMS) currently meets the
recommendations set out by Audit Scotland. A comprehensive Treasury
Management Strateg%/ is approved annually by the Policy & Resources Committee,
the most recent on 9" March 2015.

The Council’s Capital Expenditure Plans are referred to in the TMS. These capital
expenditure plans are developed from the Council’s Asset Management plan which
evolves from the Councils Corporate Objectives.

In developing the TMS, the capital financing requirement is calculated once all other
resource options are taken into account. This is reviewed by the Capital
Governance Group prior to requesting Committee approval.

All borrowing and other debt is addressed in section 5 of the TMS which includes
anticipated external borrowing.

Prudential Indicators are included within the TMS covered under Appendix A. These
assess the affordability of debt on the net revenue stream, council tax and housing
rent levels, as prescribed by the Prudential Code and are based on a number of
long and short term assumptions.

2. Council Officers should create more detailed
and longer term borrowing and treasury
management analysis as informed by the

Council’s financial strategy. It should Include:

scenario planning to show the potential
impact of different budget scenarios,
income generation plans, and changes in
external factors such as interest rates
Analysis of capital financing options to
compare affordability and sustainability
between different debt and borrowing
options

Scenario planning is undertaken during the preparation stage of the TMS, with the
most likely scenario presented to members within the strategy. The Council’s 5
Year Capital Plan, the Strategic Housing Investment Plan and changes in external
factors are fully considered in arriving at the final TMS as well as the associated
treasury management risks. The Council also utilises a ten year model when
scenario planning.

Action: Scenario planning and interest rate impact analysis will be
formalised, with relevant reports presented to the Capital Governance Group
for consideration.
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e The use of indicators over a longer period | The TMS outlines the available borrowing methods considered by the Council with
than the minimum 3 years set by the the Treasury Management and Prudential Indicators demonstrating that capital
Prudential Indicators investment plans are affordable and sustainable.

The TMS currently meets the requirements of the Prudential Code and the report’s
recommendations with indicators set over a five year period, in line with the
Council’s Capital Expenditure Plans.

3. Council Officers should share strategies with The Treasury Management Forum provides the opportunity for Councils to share
other Councils to help inform good practice best practice. Also, the Councils Financial Services & Investment Manager is a
and exchange of ideas. member of the Treasury Management Forum Executive Committee which helps
foster strong, effective working relationships with colleagues from other councils.
The TMS is available on the Council Website. The Councils Treasury Advisors also
share knowledge and best practice at regular meetings with the Council Officers and
at their bi-annual workshops.

4. Council Officers should carry out joint planning | Staff training needs are identified as part of the EPDR process with treasury

with other Council to identify future management using in-house training, material from advisors, and attendance at
gualification and training needs and enhance | treasury management workshops and seminars to ensure sufficient up-to date
their capacity in order to negotiate with knowledge and skills are maintained.

training providers The Treasury Management Forum and membership of the executive provide scope

to discuss treasury management training opportunities.

National training is provided bi-annually for all local authorities by the Councils
Treasury Advisors, and the Treasury Management Forum host a 2 day residential
training seminar once every 2 years.

5. Council Officers should review the content of | This is already part of council and treasury management policy. The Annual
year end reports to ensure they provide an Treasury Management Activity report, approved by The Policy and Resources
assessment of the effectiveness of the year's | Committee on 22" June 2015 comments on, and includes relevant indicators,
borrowing and treasury management activities | explanations and comparators for review by Elected Members.
and the performance of the treasury
management function. This should include
appropriate indicators, comparative figures
and appropriate explanations.
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Council Officers and Elected Members
involved in borrowing and treasury
management should review governance
arrangements and update as necessary, to
ensure they provide:

e Treasury Management Strategy, Mid-Year
and Year End Reports to the same Council
Committee, and that the full Council has
access to them

e Mid-Year are provided to Elected Members
by end of December each year

o Elected Members are provided with “wider
picture”, that is, linking capital investment

decisions and revenue budgets

e Elected Members have access to all
reports relating to treasury management
activity, including Risk Registers.

Treasury Management governance arrangements currently meet the Audit Scotland
recommendations with the mid year review presented to the Council’s Policy &
Resources Committee each December. The Annual treasury Management Activity
Report summarising the previous year activity, comparing actual to estimates is also
prepared and presented to the same committee each June in order to complement
presentation of the Council’s unaudited annual accounts.

Affordability of borrowing is outlined as part of the TMS Appendix A. Affordability is
continually monitored and managed within the capital financing costs budget and
reviewed by the Council’'s Capital Governance Group. This is monitored throughout
the financial year through the Revenue Monitoring Reports to Policy and Resources
Committee.

All elected members have access to all published treasury management reports.
The various types of treasury risk are emphasised throughout the TMS and
specifically addressed in Appendix C outlining the types of risks and mitigation
arrangements in place.

The Council formally recognise Treasury Management Risks in the Councils
Corporate Risk Register.

Action: A separate Treasury Management Risk Register will be set up.

Council Officers and Elected Members
involved in borrowing and treasury
management should ensure scrutiny
arrangements are robust by:

e considering widening range of training
options to Elected Members on borrowing
and treasury management activities and
whether this training should be mandatory

e considering whether training for Elected
Members provides a balance of scrutiny
skills and knowledge of treasury
management

Action: In response to the Audit Scotland report, the Council will arrange for
specialist treasury management training for all elected members and will
develop atreasury management awareness package to be housed on the
Council’s on-line training platform to enable Elected Members to refresh their
knowledge. Further face to face training sessions will be offered periodically.
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Appendix B Scrutiny Checklist for Councillors - Questions for Councillors on Borrowing and Treasury Management

Questions |

Why should | ask this?

| What do | expect to see/hear in the response from officers

Treasury Management Strategy and

related reports

Do the contents of the treasury
management strategy and related
reports include all recommendations
in the CIPFA codes?

The CIPFA codes are best practice
guidance and councils should be
meeting the guidance.

Only in exceptional circumstances
should councils not be following the
guidance.

Officers should provide assurance that reports meet all recommendations
but will highlight any departures from the code with an explanation why.

Do the contents of the treasury
management strategy reflect the
wider picture of how we plan to
meet our capital commitments?

CIPFA’s Prudential Code helps
councils demonstrate good capital
investment decisions. The treasury
management strategy reflects how
these decisions impact on treasury
management activity.

Our expectation is that the strategy
is self-explanatory.

Minimal additional explanation should be required from officers to explain
the wider context.

Borrowing and other financing decisions

Is the proposed borrowing option
the best option for the Council?

Other viable financing options may
be available.

Officers should be considering all
options and appraising these.

Officers can explain the other options that they have considered.

Officers should be able to demonstrate that they have considered different
scenarios.

The treasury management strategy should reflect on the options that have
been considered and include links to further information.

What would affect the decision and
how will | be informed if the situation
changes?

Economic circumstances, such as
interest rates, may change
throughout the year that will affect

Officers may be able to offer briefings or updates in these circumstances.
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decisions.

As a councillor you should expect
officers to keep you updated on
significant changes in circumstances
that will affect treasury management
decisions.

What are the risks?

Treasury management risks should
be identified within the appropriate
council risk register. In making or
approving decisions you need to be
aware of the potential risks and how
likely they are to emerge.

New financing options may have
additional or different risks to
traditional borrowing.

Officers should:
e Outline how they identify, monitor and act on treasury management
risks.
¢ Identify and discuss the risks and the likelihood of them occurring.
o Refer to other treasury management risk registers and reports.

Have we received any external
advice?

It may be helpful to seek external
advice, particularly on new financing
options.

Officers should explain the nature of any advice they received and whether
or not they took it.

What are other councils doing?

Councils have policies in place, have
different circumstances and have to
do what is right for them but knowing
what other councils are doing can
provide assurance on your own
decisions.

Officers should:
¢ Know whether there are any councils with similar circumstances
and draw comparisons
¢ Be aware of other councils’ borrowing patterns and where they are
borrowing from
¢ Be aware of new financing options and whether other councils are
using them, and their experience of using them.

Affordability and Sustainability

Is the borrowing and finance
affordable?

Decisions will impact on current and
future budgets when finances are
already tight.

Officers should:
o Detail the costs of different options and scenarios
o Detail the impact of the preferred option on the revenue budget.
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What is our current maturity profile
for our borrowing?

Borrowing decisions made today
have a long-term impact on revenue
budgets.

The maturity profile shows the future
impact of past and current borrowing
decisions.

It will highlight future periods of
demand on the revenue budget.
Councils should be trying to ‘smooth’
their maturity profile, that is, try to
ensure as even a spread of debt and
demand on the revenue budget as
possible.

A chart of the maturity dates is usually easier to interpret.

Officers will be able to identify future periods of potential financial pressure
from the charts.

Officers can explain what steps are being taken now to ensure the
financial resources are in place in future.

Officers can also explain how decisions will affect the future profile.

How does our profile compare to
other councils?

This can highlight whether the
council will face similar pressures to
others.

It is useful for drawing on the
experience of other councils.

A chart comparing the council’s profiles with others will highlight similarities
and differences.

Officers can explain similarities with other councils and may be able to
explain how other councils plan to deal with similar financial pressures.

What other debt do we have?
(Examples include: PPP/PFI, NPD
and TIFs)

Commitments to borrow shouldn’t be
taken in isolation.

Other debt has a long-term financial
impact.

The treasury management strategy should set out all of the council’s
existing liabilities.

The strategy should indicate the financial commitments and include a link
to the detail.

Are we liable for the debt of ALEOs
or other external bodies?

Effective risk management includes
identifying and monitoring potential
financial commitments.

The treasury management strategy should include the nature of debt with
ALEOs or other external bodies.

Officers should be able to identify debts, what the relationships are, what
the nature of the potential debt is and the likelihood of it occurring.

Officers should be able to refer to a risk assessment.
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Performance and benchmarking

What do the prudential indicators
tell me?

The indicators use technical terms
and are based on figures from the
financial statements.

They can indicate an increasing
proportion of spend on debt
repayments and when things are
becoming less affordable. Itis
useful to compare trends year-on-
year.

There is the potential for comparing
trends and patterns with other
councils although the indicators are
meant to be used by councils
individually.

The treasury management strategy should explain, in layman’s terms what
the indicators mean. Officers should provide further explanation or
clarification.

Although indicators are for the use of individual councils, officers may be
able to draw trend comparisons with other councils.

Officers should explain any action they have taken or plan to take in
relation to the indicators.

Is ‘under-borrowing’ a good thing?
What does this mean in practice?

‘Under-borrowing’ means the council
did not need to borrow up to the
level of the estimated capital
financing requirement.

‘Under borrowing’ is usually seen as
positive but can be a sign of other
issues, such as, not accurately
identifying the borrowing
requirement or slippage in the
capital programme.

Officers should explain why this happened, for example, additional money
from capital receipts meant the reduced need to borrow less.

Do we have other performance
measures?

The Prudential Code sets out the
minimum requirements for
performance reporting. Councils
can introduce other performance
measures.

Officers should be able to explain the purpose, details and any necessary
remedial action in relation to the performance measure.
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What do our advisors cost and what
do we get for this?

There are very few advisors in the
market
The council needs to:

e ensure that a thorough and
impartial appointment
process is in place

¢ have assurance that advice
is tailored to the individual
authority

e ensure that officers ultimately
take the decisions

Officers should provide details of:
o the tendering process for appointing the advisors
o the cost and terms of the contract, including what services the
advisors will provide
o examples of advice not taken and why

Do we have the treasury
management skills that we need?

This is a very technical area that
requires suitability skilled and trained
staff.

CIPFA treasury management
qualification is no longer available.

It is important to have succession
planning: that is, what arrangements
are in place if treasury management
staff leave.

Officers should be able to:

¢ detail the cost, number of staff and skills/qualifications of those
involved in treasury management

e justify current staffing requirements

¢ detail future staff needs or training requirements and how they will
be met.
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The Accounts Commission

The Accounts Commission is the public spending watchdog for local
government. We hold councils in Scotland to account and help them improve.
We operate impartially and independently of councils and of the Scottish
Government, and we meet and report in public.

We expect councils to achieve the highest standards of governance and
financial stewardship, and value for money in how they use their resources
and provide their services.

Our work includes:

* securing and acting upon the external audit of Scotland’s councils
and various joint boards and committees

» assessing the performance of councils in relation to Best Value and
community planning

* carrying out national performance audits to help councils improve
their services

* requiring councils to publish information to help the public assess
their performance.

You can find out more about the work of the Accounts Commission on
our website: www.audit-scotland.gov.uk/about/ac

Audit Scotland is a statutory body set up in April 2000 under the Public
Finance and Accountability (Scotland) Act 2000. We help the Auditor General
for Scotland and the Accounts Commission check that organisations
spending public money use it properly, efficiently and effectively.


http://www.audit-scotland.gov.uk/about/ac/
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Key facts

Other debt of Scottish
councils, mainly Public
Private Partnerships

o

Borrowing by
Scottish councils

-

£148 Total debt of

" Scottish councils
billion

Value of
council assets

Since the introduction of
CIPFA’s Prudential Code

Councils have increased borrowing
levels in the last ten years
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Summary

Key messages

1

Councils have total debt of £14.8 billion of which £12.1 billion,

82 per cent, is from borrowing. Debt commits councils to charges over
the long term. There are different types of debt with different features
and varying degrees of risk.

Borrowing is a key source of finance for councils to invest in vital
public services. Overall borrowing has remained at around £12 billion
for the last three years, with total assets of £39 billion. Councils have
developed borrowing strategies to suit their own local priorities and
needs, in response to the flexibility introduced by the Prudential Code
in 2004. Seventeen councils have increased their borrowing levels,

in real terms, over the last ten years.

Councils are following the general principles of the relevant codes

of practice in demonstrating short-term affordability, but they are

not always highlighting the strategic importance of borrowing and
treasury management or clearly analysing and reporting the long-
term affordability and sustainability of their borrowing. Councils need
to develop detailed analysis to support borrowing decisions and to
demonstrate they represent best value for the council.

Treasury management is a professionally run function in councils

with appropriately qualified officers. Succession planning, ongoing
training and the availability of appropriate professional qualifications
are important. Councils have started to integrate their treasury
management and capital investment functions which is a positive step.

Councils need to improve scrutiny of borrowing and treasury

management. This is a complex and technical subject and officers need

to provide wider training and support to councillors, and also provide
clearer, more accessible reports. The current governance structures in
some councils could be improved to support more effective scrutiny.
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Recommendations

These recommendations focus on the evidence gathered and our findings
on borrowing within councils. We suggest councils consider the wider
relevance of these to total debt.

Council officers should:

e use the treasury management strategy to present a wider strategic
view of borrowing and treasury management. It should use clear
and accessible language and be prepared for councillors as the key
audience. It should include how the borrowing strategy is informed
by corporate priorities and capital investment needs. The strategy
should include:

— links to capital investment plans and corporate objectives
— all borrowing and other debt
— prudential indicators as a core part of the strategy

— aclear assessment of the affordability and the impact on revenue
budgets both in the short and long term

e create more detailed and longer-term borrowing and treasury
management analysis as informed by the council’s financial strategy.
It should include:

— scenario planning to show the potential impact of different budget
scenarios, income generation plans, and changes in external
factors such as interest rates

— analysis of capital financing options to compare affordability and
sustainability between different debt and borrowing options

— the use of indicators over a longer period than the minimum three
years set by the Prudential Code

e share strategies with other councils to help inform good practice, and
exchange of ideas

e carry out joint planning with other councils to identify future
qualification and training needs and enhance their capacity, in order
to negotiate with training providers

¢ review the content of year-end reports to ensure they provide
an assessment of the effectiveness of the year’s borrowing and
treasury management activities and the performance of the treasury
management function. This should include appropriate indicators,
comparative figures, and appropriate explanations.



Council officers and councillors involved in treasury management should:

® review governance arrangements, and update as necessary, to
ensure they provide:

— the treasury management strategy, mid-year and year-end reports
to the same council committee, and that the full council has
access to them

— councillors with mid-year reports by the end of December
each year

— councillors with the wider picture, that is, make the links to capital
investment decisions and revenue budgets

— councillors with access to all reports relating to borrowing and
treasury management activity including risk registers
e ensure scrutiny arrangements are robust by:

— considering widening the range of training options to councillors
on borrowing and treasury management activities and whether
this training should be mandatory

— considering whether training for councillors provides a balance of
scrutiny skills and knowledge of treasury management.

About the audit

1. This audit assesses how councils show best value in borrowing and treasury
management decisions. Its specific objectives are to answer:

e \What is borrowing and treasury management in councils?

e To what extent do councils’ borrowing and treasury management
strategies meet good practice and contribute to corporate plans
and priorities?

e Can councils demonstrate the affordability and sustainability of borrowing
decisions? For example, can they show that borrowing will not adversely
affect their financial position? Will that continue to be the case in future?

e How effective are the governance arrangements for borrowing and
treasury management? Governance covers areas such as responsibility
and accountability for borrowing and treasury management decisions,
arrangements for reporting decisions and for scrutinising them.

2. Councils have total debt of £14.8 billion, of which 82 per cent (£12.1 billion)

is as a result of borrowing (Exhibit 1, page 9). Total debt includes Private
Finance Initiative/Non Profit Distributing (PFI/NPD) contracts, Tax Incremental
Financing (TIF), the City Deal agreement, the Growth Accelerator Model (GAM)
and borrowing. Each type of debt has unique features, is at different stages of
development and implementation and has varying degrees of risk. This is the
first report that we have produced on council debt with the focus specifically on
borrowing. This allows us to focus on the arrangements that councils have in
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place to assess the affordability of borrowing. We may propose further work on
other elements of council debt in due course.

3. This report focuses on whether councils openly and clearly demonstrate the
affordability and sustainability of borrowing decisions over the short term, ie the
next couple of years, and long term, that is ten years onwards to cover the

term of the borrowing. It also looks at whether councils’ approach to borrowing,
as outlined in their treasury management strategy, reflects their corporate
priorities and aims. Councillors have a key role in holding officers to account and
this report evaluates the councillor’s role in considering borrowing and treasury
management reports, including the strategy. We use the term borrowing to mean
borrowing from a source outwith the council.

4. Our focus is on borrowing to fund capital expenditure, such as building
schools or improving roads. We did not evaluate day-to-day cash, investment
and borrowing transactions. We have not explored in detail other forms of
debt. This includes the new capital financing options available to councils
including TIF, or City Deal that may have an element of borrowing to them
(Exhibit 1, page 9). These new options are just being introduced and are not
yet fully operational. Although the messages in our report are based on current
borrowing, they will apply equally to other forms of debt including these new
financing options.

5. \We gathered audit evidence from:

e published and unpublished data on borrowing and treasury management
activity including audited accounts, Chartered Institute of Public Finance
and Accountancy (CIPFA) statistics and Scottish Government data

e our review of the treasury management strategies of 12 councils

e fieldwork at six councils involving interviews with officers and councillors

e interviews with representatives from organisations including the Scottish
Government, CIPFA, CIPFA Treasury managers’ forum and the Society of
Local Authority Chief Executives (SOLACE).

6. Appendix 1 provides further details of our audit approach.
7. This report has three parts:

® Part 1: setting the scene

e Part 2: demonstrating the affordability and sustainability of borrowing

e Part 3: effective management and scrutiny.

8. Our website contains a Supplement: Scrutiny guidance and questions for

councillors [PDF] to help them implement the recoommendation we make in
this report.
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Exhibit 1

Borrowing is 82% of total debt

Public Private Partnership £2.7bn

New capital financing method.
Council borrows to invest

in infrastructure projects
which will deliver economic
growth. Additional business
rate income from the new
business generated pays for
borrowing charges.

Partnership where public and
private sector partners agree a
contract to build and maintain
an asset for public sector use.

Public body pays an annual
charge over the life of the
asset to the contractor from its
revenue budget.

Tax Incremental
Financing

Private Finance
Initiative

Borrowing £12.1bn

From Public Works Loan Board
(public sector source of lending
for public bodies)

From banks

Borrowing charges paid from

revenue budget over life of loan.

Growth
Accelerator Model

Public body borrows to invest
in capital investment project.

Expected that additional
business rates will accrue

to Scottish Goverment owing
to investment.

Scottish Government makes
payment to public body, based

on additional economic growth.

Similar to PFI, but limits the
profits that the private sector
contractor may retain.

Public body pays an annual
charge over the life of the
asset to the contractor from its
revenue budget.

Non-profit
distributing
contracts

City deal

Agreement signed with UK

and Scottish Governments by
the 8 Glasgow and Clyde Valley
councils. Currently the only deal
in Scotland.

The deal involves the councils
investing an additional

£130 million to unlock additional
grants of £71 billion from the

UK and Scottish Governments
combined.

Investment by councils will
involve additional borrowing,
with charges covered by
additional grant income.

Note: £2.7bn includes finance leases. TIFs, GAM and City Deal are just introduced and are not yet fully operational.

Source: Audit Scotland
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Part 1 -

time or capital grants, or through external finance.

10. Methods of external finance include borrowing, PFI schemes and other
mechanisms including NPD schemes, TIF schemes, or the new GAM. Entering
into external financing arrangements will create debt for the council, and means
that the council needs to pay financing charges each year over the life of the
arrangement, which may be up to 50 years. It is important for a council to

assess the affordability of decisions in the context of the financing charges of its

total debt.

<SS e
Setting the scene N

Key messages
1 Councils’ outstanding debt was £14.8 billion at 31 March 2014,

with borrowing making up £12.1 billion, 82 per cent of this.
2 Councils use borrowing to pay for assets such as schools and roads

to provide local services and meet local priorities. This has an impact

on future revenue budgets, as the council needs to pay interest on the

borrowing. Total assets were £39 billion at 31 March 2014.
3 The Prudential Code was introduced in 2004 to provide greater

flexibility for councils to manage and control their own capital

investment activity following a period of government regulation.

Councils’ borrowing strategies, levels of borrowing and debt profiles

differ widely.

councils’
ability to

Councils invest in services for communities manage
9. A council has a corporate plan setting out its priorities and objectives and and COI’TtI"Ol
hovv it plans to a_chieve them (Exhibit 2, page 11)._ This may, for e>_<ample, _ their own
include the priority to build a new school to deal with an expected increase in .
demand as a result of significant new housing. These plans are often over the Investment
medium term, typically three to five years, but may be over a longer term, ie up activity is
to 15 years. The council targets its resources, that is people, money and assets, ﬂ d .
at its priorities and objectives. The corporate plan should feed into the asset retlected In
management pl_an to identify yvhat assets are_needed to ach.ieve its objectiv_es. borrowi ng
For example, this could be building new housing. The council, through a capital | | d
investment plan, sets out how it will finance the spending on these assets. evels an
This may be by using cash resources, for example cash reserves built up over Strategies
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Exhibit 2

Corporate and strategic influences on treasury management strategy
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11. Councils should also have medium (two to five year) and long-term (five

to ten year) financial strategies. The council will estimate future funding and
income, costs and demand for services, and how much it will need to spend
to achieve its future objectives. The strategy should identify how the council
will make up any shortfall between estimated funding and projected costs and
demand. The financial strategy should include the financing cost of borrowing
and other debt. This is the annual repayment of interest charged on borrowing
or other external financing and any other associated costs. Councils make this
repayment out of future budgets, so it decreases the level of available budget
remaining and reduces flexibility in future budget decisions.

12. Borrowing involves accessing finance and then repaying it over a longer
period of time. These periods can be for up to 50 years, so today’s decisions
can have a sustained impact on future generations. Borrowing decisions involve
a careful balancing act between prioritising investment, and making sure the
council can:

® manage the consequences of its decisions over the whole life of
the borrowing

e provide evidence showing how it will manage these long-term
conseqguences.

13. Borrowing therefore is set firmly within the framework of wider council
activity and should be driven by the corporate plan, capital investment plan and
medium and long-term financial plans (Exhibit 2, page 11).

Borrowing is the main element of total debt

Councils’ outstanding borrowing is £12.1 billion and has been between
£10.5 and £12 billion for the last six years

14. Councils spend around £20.8 billion a year. Of this, £18.6 billion is for
day-to-day expenses including salaries, and £2.2 billion on buying, building and
maintaining assets such as schools, housing and care homes.

15. Councils’ total debt at 31 March 2014 was £14.8 billion, with total assets of
£39 billion. Borrowing is the main form of debt for Scottish councils (Exhibit 1,
page 9). Councils had overall borrowing of £12.1 billion at 31 March 2014

and other debt of £2.7 billion (Exhibit 3, p