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Comhshaol, Oidhreacht agus Rialtas Aitidil
Environment. Heritaae and Local Government

Circular Fin 03/2009

13" February 2009
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Control and Monitoring of Local Authorities Contribution to the General
Government Balance (GGB)

Following recent discussions between the Department and the County and City
Managers’ Association (CCMA), it was agreed that both parties would initiate a
process of consultation and co-operation to address the financial situation across all
public sector spending and, in particular the local government sector. The Department
welcomes this collaboration and appreciates the input from the CCMA in addressing
the very serious issues arising from the current economic difficulties.

Under the Stability and Growth Pact established in the context of the Maastricht Treaty,
there is, inter-alia, an EU wide limitation on budget deficits to no more than 3% of
Gross Domestic Product (GDP). Essentially, the GGB monitors borrowings and
surpluses/deficits across the wider Government sector, including local authorities. The
Government has set a maximum limit of €200m on local government's annual
contribution to deficits in the GGB. In light of this and the impact this will have on long-
term capital and infrastructural projects in local authorities, it will be necessary to
manage this requirement in a manner which both the Department and local authorities
can subscribe to. As a first step, this letter broadly sets out the monitoring and control
procedures that are necessary in order to monitor compliance with the Government
limitation on local authority impacts on the GGB.

1. Calculation of Local Authority Contribution to the GGB

The current method of calculating individual local authority impacts on the GGB is set
out on Appendix 1. Prior to 2007 the GGB was in surplus mainly due to net income
from development contributions. In 2007 the limit of €200m was exceeded and
indications are that it is likely to be exceeded again in 2008. In 2009 the net balance as
calculated in Appendix 1 must not deteriorate by more than €200m. In order to stay
within this limit it is most important that the factors that could potentially result in the
limit of €200m being exceeded are tightly controlled.
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The major factors that must be controlled by local authorities in order to stay within
the €200m limit are as follows:

e Revenue account balanced- no deficit

e Capital account (excl Agency debtors type expenditure and
non-mortgage borrowing) balanced

e Net increase in non-mortgage borrowing limited to levels
sanctioned.

e Net bank position limited to previous years level.

2.1 Revenue Account Balanced

Every local authority must ensure that its revenue account remains in balance for
2009 and consequently total expenditure must equal total income. In this regard,
local authorities should maintain strict control on their revenue budgets during 2009
and take appropriate corrective actions where necessary.

2.2 Net Increase in Non-Mortgage Borrowing

Note 8 of the Annual Financial Statement sets out the types of borrowing that
comes under this heading. Under current accounting polices Bridging Finance,
Shared Ownership- Rented Equity and Voluntary Housing have a neutral impact on
the GGB. However, this is predicated on the absolute necessity that funds
recouped to local authorities in respect of projects financed by bridging finance are
used to retire the bridging loans concerned and not used to finance revenue or
other capital projects. Otherwise the GGB difficulties are merely exacerbated.

Borrowing for the construction or purchase of assets or the elimination of
revenue/capital debit balances has a negative impact on the GGB. This type of
borrowing must be controlled. A local authority should initially examine all sources
of internal funding before applying for loan sanction. This would include
development contributions where the project concerned is one which the
development contribution scheme embraces. If other sources are not available
projects should be prioritised for loan funding.

2.3 Overdrafts

Local authorities should also ensure that recourse to overdraft is kept to the
minimum possible. In order to have a neutral impact on the GGB the net bank
position at the end of 2009 should b e similar to the net position at the end of 2008.
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Capital expenditure covers a large number of various types of projects and is
funded from numerous sources of income. The capital account can be
disaggregated under the following headings.

e Agency works recoupable
e Non- Mortgage Borrowing
e General Capital Operations

As already outlined in par 2.2 expenditure relating to agency works recoupable will
have a neutral impact on the GGB and the increase in non-mortgage borrowing will
be limited to sanctioned levels. The remaining general capital expenditure /income
must be balanced within the year.

. Net over expenditure under any service will have to be compensated by
additional income from other services.

3. Control of the GGB

The Department of Finance has re-iterated the local authority requirement that the
GGB limit for 2009 does not exceed the target of €200m and a system of control
and on-going monitoring must be put in place on the 1% January 2009 in order to
ensure that this requirement is achieved. The format of the calculation as set out in
Appendix 1 requires effective on-going control of local authority balance sheets. In
order to stay within the €200m limit the following controls and reporting structure
must be put in place.

3.1 Capital Account Budget

A detailed analysis down to job/project level should be carried out by every local
authority on the capital account. A forecast should be made of expected
expenditures and corresponding sources of income for 2009. Based on this
analysis a comprehensive capital budget should be prepared in early 2009. It is
most important that expenditure is funded by income received or due within the
year. On the basis that agency works recoupable will have a neural impact on
the GGB, non-mortgage borrowing is subject to sanction, the main area of on
—going monitoring will therefore relate to general capital expenditure. .

3.2 Control of Non- Mortgage Borrowing

As already outlined the control of non-mortgage borrowing relates mainly to the
purchase and construction of fixed assets. In early February2009 each local
authority should establish the following:

e Balance of principal outstanding at 1/1/2009
e Estimate of principal to be repaid or subject to early
redemption in respect of these opening balances in 2009.



[image: image4.jpg]In order to control borrowing while at the same time endeavouring to facilitate
critical infrastructural development, the Department will put in place a set of
arrangements to approve loan facilities according to a centralised priority list. Such
arrangements will take account of, inter alia, the relative Government priority
attaching to the infrastructure concerned, the ranking applied by the local authority
to the various projects and the views of the local authorities on the proposed
project. As outlined above, any application for loan approval will have to
demonstrate that all other sources of funding, including available development
contributions, are being applied to the project(s) concerned. Applications will have
to be accompanied by a comprehensive illustration of the proposed draw down
schedule of any approved loan together with a schedule of repayments. The object
of such controls is to enable the limited loan facilities to be allocated and spread to
those areas of activity most essential while focusing on the overall need to
contribute to essential infrastructure development. To ensure best utilisation of
the borrowing limit available, local authorities will need to re-apply for loan
sanction on facilities not drawn down at the end of 2008.

3.3 Quarterly Balance Sheet Reporting

Based on the method of calculation outlined in Appendix 1, local authorities are
required to maintain control of their balance sheets. For the major local authorities
this will require quarterly balance sheet monitoring & reporting to the DoEHLG and
the projection of closing year-end assets/liabilities after taking account of opening
balances.

4. Quarterly Reporting

At present the city and county councils submit quarterly data as per the attached
Appendix 1. The data are aggregated and sent to the Department of Finance and
the Central Statistics Office (CSO). It is most likely that the present data submitted
will have to be supported by a summary of major sources of expenditure and
income for both revenue and capital with comparison against the adopted budget
and a commentary by the Head of Finance. The data submitted will have to be
linked to the quarterly balance sheet reporting as outlined in paragraph 3.3. The
active co-operation of local authorities will be essential for the effective operation of
this collaborative method of monitoring &reporting and the Department is fully
committed to maximising the resource availability to local authorities whilst
ensuring compliance with the Government requirements outlined above.

5. Allocation of € 200m

The Department is currently assessing the overall non-mortgage borrowing
requirements of local authorities in 2009 and a decision in relation to these
applications will be announced as soon as possible.



[image: image5.jpg]Mise le meas,

2

‘/\@‘J—_‘\ i / 4/(/;,/

Laurence Kelly,
Principal Officer,
Local Government Finance Section.

Copy Heads of Finance &Town Clerks
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Current assets
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Total Assets (a)
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Current liabilities
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Total Liabilities (b)
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