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4)

5)

6)

Executive Summary

Introduction

At this stage in the 2011/12 budget process, the range of assumptions on which the Medium
Term Strategy (MTS) was based need to be reviewed in light of the latest information available
to determine whether any aspects of the strategy need to be revised. This will then provide the
basis for the finalisation of the 2011/12 budget.

This is a particularly important step in the process this year, in light of the significance of the
changes to local government funding which were anticipated to be included in the Settlement
for 2011/12.

This document provides an overview of the review of the key assumptions, and sets the key
parameters for the detailed recommendations and budget finalisation to be made at the
meeting of the Executive on 20 January 2011.

The key aim of the September 2010 MTS was to establish a position where a savings level for the
period of Spending Review 2010 (i.e. 2011/12 to 2014/15) could be identified that would allow
the future level of savings to be reduced to a more manageable level. This document reviews
achievement against this strategy.

This document reflects all of the proposals which will form the basis for the Executive’s
recommendation to Council.

Key Issues From the Review of Factors
The main factors for the General Fund Revenue position are :

e The 2011/12 budget process identified savings of £2.3m in 2011/12 rising to £2.6m in
2014/15, of which a significant proportion (£1.4m rising to £1.9m by 2014/15) came from
the Council’s programme of Service Reviews.

e Even after allowing for a modest level of unavoidable revenue bids and non-cash limit items,
the net savings level achieved in each year exceeded the reduction required to meet the
cash limit targets set as part of the September 2010 MTS.

e |n addition to meeting the level of net savings required in 2011/12 the work as part of the
2011/12 budget process has identified additional ongoing net reductions which will
contribute £400k towards the required net savings targets in future years.

e A relatively modest level of PPF Bids were submitted as part of this year’s budget process,
reflecting awareness of the need for restraint in the current financial climate and the relative
value of additional bids when compared to the further savings that would need to be
identified. The review of affordability of PPF funding in this document has confirmed that all
of the submitted PPF bids can be funded, if approved.

e The delayed announcement of the Provision Local Government Settlement on 13 December
2010 confirmed a significant front-loading to the reduction in the Council’s Formula Grant to
2014/15. Over this period this resulted in an additional pressure of just over £2m. However
this document has confirmed that this can be funded through a range of one-off items of
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7)

8)

funding (in addition to the projections in the September 2010 MTS) together with a one year
reduction of £220k in the revenue funding to support capital in 2012/13.

The main factors for the Housing Revenue Account (HRA) revenue position are :

e The financial implications resulting from the Draft Housing Revenue Account Subsidy
Determination for 2011/12, where the outcome, although not a considerable change in
assumed allowances, does result in a significant change in the level of rent that will be
required to be set.

e The anticipated implementation of self-financing for the HRA from April 2012, following
consultation by Communities and Local Government (CLG), as part of the ‘Review of Council
Housing Finance’. The review incorporated a comprehensive review of the HRA Subsidy
System and proposed a self-financing model for the HRA at a local level, following a one-off
redistribution of the national HRA debt. A policy document is anticipated early in 2011,
which will confirm how the proposed reforms will work in practice, accompanied by updated
financial models. There are a number of changes proposed to the financial assumptions that
CLG made as part of the consultation in 2010, all of which will have an impact on the level of
debt that Cambridge may take on or the longer-term financial viability of self-financing at a
local level.

e The ability, following consultation in 2009 and subsequent changes to the revenue and
capital rules, to apply to exclude new (and significantly remodelled) council house build from
the HRA Subsidy and Receipts Pooling Systems, thus enabling the retention of ongoing
revenue streams from these properties at a local level, allowing future reinvestment in the
housing stock.

e Proposals which deliver a balanced position over a 20-year target period, despite the impact
of a number of unavoidable spending pressures, and meet the target level set for reserves.
From 2012/13, the financial viability of the HRA will need to be regularly considered over a
longer period, with the need to ensure a viable business plan for a minimum of 30 years.

e The ongoing need to balance the delivery of quality revenue services in the HRA, with an
increased requirement for capital investment in the housing stock, with the need to have
met decent homes by 2010 and maintain this standard going forward, while also responding
to the need for emerging works resulting from any changes in legislation / national
standards.

The main factors for the capital position were :

e General Fund capital bids can all be funded from the level of available funding in each of the
years 2010/11 to 2014/15 inclusive.

e Resources available to fund the Housing Investment Programme in relation to our own
stock, via Major Repairs Allowance (MRA) and Direct Revenue Funding of capital (DRF) from
the Housing Revenue Account, both of which are directly impacted upon by the Housing
Revenue Account Subsidy Settlement.

e Resources available to fund the Housing Investment Programme in relation to investment in
new affordable housing or other general fund housing activities, where minimal ongoing
right to buy sales, and therefore the associated capital receipt, significantly reduces the
authority’s ability to invest in these areas at the desired levels.
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10)

11)

12)

13)

14)

Next Stages

This report has confirmed that, despite the significant pressures faced by the Council over the
short-term period, the key elements of the medium and long-term financial strategy can be
maintained.

Key parameters set in the September 2009 MTS, most importantly in respect of reserves levels
and the achievement of net savings targets, can be achieved in setting the 2011/12 Budget.

The document recommends the approval of capital bids (on a cross-Portfolio basis) in line with
the key control set out in Section 13 of this document, i.e. that:

e (Capital approvals should be limited to the revised uncommitted capital funding level
available over the period 2010/11 to 2014/15.

The document recommends detailed revenue bids and savings, together with bids against
earmarked funds, for consideration at the meeting of the Executive on 20 January 2011.

Amendments proposed to Council by the Executive or opposition members will be reported in
terms of changes to this document, as submitted for scrutiny to the special meeting of the
Strategy and Resources committee on 4 February 2011.

Any amendments agreed at Council will be included in the final version of this document
(Version 5), for subsequent publication on the Council’s website.
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1.

11

1.2

1.3

1.4

15

1.6

1.7

Purpose and Scope

Purpose

At a special meeting on 8 November 2010, the Council gave consideration to the budget
prospects for the General Fund and Housing Revenue Account (HRA) for 2011/12 and future
years in light of the Government Spending Review announcements made on 20 October. The
approved Medium Term Strategy (MTS) set out the agreed financial strategy for the Council, and
confirmed the framework for the detailed budget work to develop proposals for the 2011/12
budget, as part of the corporate decision-making cycle.

At this stage in the process, the range of assumptions on which the MTS was based need to be
reviewed in light of the latest information available to determine whether any aspects of the
strategy need to be revised. This will then provide the basis for the finalisation of the 2011/12
budget.

This document provides an overview of the review of the key assumptions, and sets the key
parameters for the detailed recommendations and budget finalisation to be made at the
meeting of the Executive on 20 January 2011.

Scope

The Budget-Setting Report is designed to provide an integrated view of the whole of the
Council’s finances and outlook. It covers both revenue and capital spending by the Council,
highlighting the inter-relationships between the two, and the resultant implications. It also
considers all of the financial accounts, or Funds, operated by the Council.

As with the MTS, a key feature of the detailed budget work has been risk assessment and
management. In order to ensure that the Council’s financial position and risks are appropriately
managed over the medium and longer-term, within the financial projections, the following
modelling periods have been adopted :

Table 1: Financial Projection Periods

Documents Period Purpose / Use
MTS & budget 5 years Detailed budget & Council Tax setting

To demonstrate long-term effects & thus

Longer-term projections 25 years . -
& proJ y sustainability

Figures within this report are generally shown over the shorter MTS projection period for ease of
presentation.  Any significant longer-term implications are specifically highlighted, as
appropriate.

The underlying projections include sensitivity analysis on key factors, as part of the process of
ensuring that effective contingency plans are available to the Council. This forms a key part of
the basis for the consideration of appropriate levels of reserves to be maintained (dealt with in
more detail in Section 16).
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1.8

1.9

1.10

1.11

1.12

1.13

1.14

Figures within this report are shown as the ‘expected’ levels for financial planning purposes, with
the potential levels of variance highlighted where appropriate.

This report will provide an overview of all aspects of the General Fund budget-setting process,
whilst coverage for the HRA will, in part, be in summary as the full detail is specifically
considered by the Housing Management Board and the Executive Councillor for Housing who
has delegated responsibility.

Layout
This document has been divided into a number of parts, for ease of reference.

As many of the key factors are interdependent in nature it is essential that the review process is
undertaken in a logical and structured way.

For the General Fund, this process culminates with a review of performance against the 4-year
savings target which was established as part of the MTS 2010, and the associated level of
reserves.

The whole process is based on the same key principles which underpinned the development of
the original MTS (i.e. sustainability and prudency), and the aim is to deliver outcomes in line with
the key financial targets agreed as part of the MTS.

The MTS agreed the following :

e A base position of the 2010/11 budget inflated to 2011/12 prices and adjusted for known /
approved changes

for the General Fund :

e A Council Tax freeze for 2011/12, but with no allowance made for ‘compensation’ for the
freeze, pending detailed announcement by Government of the level and duration of any
such compensation

e A savings requirement of £6.261m over a four year period to 2014/15, based on a profile of
savings of £2.068m in 2011/12, £0.972m in 2012/13, £1.348m in 2013/14 and £1.872m in
2014/15

e Projected net savings of £1.649m from Service Reviews in 2011/12 leaving a remaining
overall saving requirement for 2011/12 of 0.83%

e Provision of a Priority Policy Fund in 2011/12 and future years at the level of £500,000 per
annum

e A revenue reserves contribution to capital spending of £3.1 in 2010/11, £2.6m in 2011/12,
and £1.4m per annum thereafter

e A projected reduction in Formula Grant of 30% over the four-year settlement period to
2014/15

e An assumption that the transfer of administration and funding for concessionary fares to
upper tier authorities from 1 April 2011 may still leave the City Council worse off than prior
to the introduction of the new scheme, by a sum of approximately £600,000
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1.15

A minimum working balance for Reserves of £1.5m, with a medium-term target level of £5m

for the HRA :

A reduction requirement, to meet revenue targets, of 3% per annum for the MTS period but
recognising that higher levels of savings in management cost would be required in the longer
term - the requirement to be reviewed in light of changes anticipated to the national HRA

funding regime

A minimum working balance for Reserves of £1m, with a medium-term target level of £3m.

The provision of Priority Policy Funding of £75,000 per annum from 2011/12.

A revenue reserves contribution to capital spending of £2.7m in 2010/11, £2m in 2011/12,
£2.9 min 2012/13 and £2.6m from 2013/14, reducing in future years thereafter.

Table 2 : Review of Key Factors

This report reviews the key factors as follows :

Factor Section Notes
No.
Part B : General Fund Revenue
. Based on January Scrutiny Committee
2010/11 Revised Budget 3 Hary serutiny !
reports.
Based on decisions made under
urgency powers and those proposed as
Post-MTS A | 4
03 pprovals part of the January 2010 cycle of
scrutiny committee meetings
Based on Provisional Settlement
Local Government Finance Settlement 5 ) .
figures published on 2 December 2010.
2011/12 Budget
Based on January Scrutiny Committee
e Non-Cash Limit Items 6 ¥ ¥
reports.
e Performance against overall Cash 7 Based on January Scrutiny Committee
Limit and Savings Target reports.
Council Tax 8 Based on actual Taxbase return.
L jecti fkey F
Earmarked Funds 9 ates.t prOJECtIOII’]S o eY unds and
new items seeking funding approval.
Revised projection of the ‘affordable’
Funding Available for PPF Bids in future 10 funding levels which meet the original
years key MTS parameters, in light of the
review of the above factors.
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1.16

1.17

1.18

1.19

1.20

1.21

Section
Factor Notes
No.

Part C : Housing Revenue Account Revenue

Based on January Scrutiny Committee
Housing Revenue Account 11 reports, including the Provisional
Housing Subsidy Determination.

Part D: Capital

Reflecting key asset management
Asset Management 12 issues and planned work arising from
the budget work.

Based on January Scrutiny Committee

Capital Plan 13
reports.

Part E: Summary & Overview

Reflecting the implications of the

Reserves 16
above.

Process and Timing

The delay in the announcement of the Provisional Local Government Finance Settlement has
meant that the majority of the detailed budget work had been completed, based on the
assumptions and targets contained within the September 2010 MTS, before the content of the
Settlement was known.

As a result, this document outlines the progress made as part of the budget process against
these targets, with consideration of the content of the Provisional Settlement and it’s
implications being covered in a separate section (Section 16).

Timings of committee meetings in this cycle have meant that this report has had to be published
before any of the scrutiny committee meetings have taken place. The information contained
within this report has, therefore, had to be based on the information and recommendations
contained within the published scrutiny committee papers.

An update of any changes resulting from the decisions of Executive Councillors following the
scrutiny committee meetings will be reported at the Strategy & Resources Scrutiny Committee
meeting.

This report is intended to be a working document, which will be updated as additional
information and decisions become available. Where updates are relatively minor in nature
updates of the relevant pages will be distributed, rather than re-printing the whole document.

It is anticipated that an updated version of this report will also be made available for the
meeting of the Executive on 20 January 2011, with a final version based on decisions from that
meeting going to Council on 17 February 2011.
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1.22  This report also provides an overview of the position relating to the Housing Revenue Account,
although decision-making on this is formally delegated to the Executive Councillor for Housing.

1.23  The overall version control plan is :

Table 3 : Document Version Control

Version Revised version / updates

Content
No. for:

Strategy & Resources

1 Scrutiny Committee Initial budget overview and budget proposals.
(17 January 2011)
. Details of Final Local Government Finance
Executive
2 Settlement.
(20 January 2011)

Proposals of the Executive.

HRA position following the Final HRA Subsidy

Special Strategy & >
Determination.

Resources Scrutiny

3 i .
Committee Amendments to Executive proposals.

(4 February 2011) Minority Group budget amendment proposals.

Council Final proposals to Council including Director of
4 Finance Section 25 report and risk assessment and an
(17 February 2011) Equalities Impact Assessment.

Approved Budget for 2011/12 and forward

5 FINAL .
projections.
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2.

2.1

2.2

2.3

2.4

2.5

2.6

2.7

2.8

Public Budget Consultation and Participation

Following the publication of the 2010 MTS, there was a piece of consultation work undertaken
by the Council which provides important context for budget decision-making. The latest
information is summarised below.

Public Budget Consultation

For a number of years the Council’s budget process has included consultation with the citizens
of Cambridge to find out which services were most important to residents and what they
thought spending and savings priorities should be for the coming budget year.

We have used a mixture of surveys and workshops to build up trend data on the views of
residents about spending and saving priorities and have found that views have been quite
consistent over time.

This year we included a survey within the autumn edition of Cambridge Matters which asked
residents to prioritise the Council’s services in terms of their relative importance.

The preamble to the survey introduced the context of government grant reductions and the fact
the council is looking for ways to provide services more efficiently. Readers were also made
aware that some services are statutory while others are discretionary but they were not told
which was which. Cambridge Matters was delivered between September 17 and October 1.
Residents had until October 22 to return their questionnaire. A total of 449 households
responded to the questionnaire. 36 of these responses were received through the council’s
website where the survey was also made available.

In broad terms the results reflect previous surveys. Respondents placed greatest importance on
our core services: collecting rubbish, recycling, cleaning the streets and maintaining our parks
and open spaces. They also placed high importance on working with the police to tackle crime
and anti social behaviour. Respondents placed least importance on managing ticketed events
and free events

Respondents were split over some services. For example:

e 17% said CCTV was of high importance and 35% said CCTV was less important.

e 28% said ‘Planning for new housing, including affordable housing and designing attractive
new neighbourhoods’ was of high importance whilst 19% said it was less important.

e 28% said ‘Providing and maintaining sports and leisure services such as swimming pools’ was
of high importance whilst 16% said it was less important.

The table below shows the percentage of respondents that ticked each service area in answer to

the following two questions:

1. Please select three services that are very important to you and that you think the Council
should provide to the highest possible standard.

2. Then select three services that are less important and that could be provided at a lower
standard
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2.9

Table 4 : Budget Consultation Responses

. High Less

Service Area Importance Importance
% %

Collecting rubbish and giving advice on recycling 68 4
Working with the police to tackle crime and anti-social behaviour 52 6
Cleaning the streets 51
Managing and maintaining the city’s parks and open spaces 43 7
Preventing air water noise and land pollution 37 10
Conserving the city’s buildings and trees 35 9
Running community centres, supporting community groups and 35 13
activities for older people, young people, disabled people and
people from ethnic minorities
Managing and maintaining public toilets 34 10
Providing and maintaining sports and leisure services such as 28 16
swimming pools
Planning for new housing, including affordable housing and 28 19
designing attractive new neighbourhoods
Paying benefits and preventing benefit fraud 28 13
Helping homeless people 27 14
Protecting the environment and tackling climate change 27 18
Managing and maintaining council houses and involving tenants 27 18
Giving grants to voluntary groups to help them run services 21 21
Managing and maintaining the city’s CCTV system 17 32
Managing commercial premises for local business e.g. market and 13 29
neighbourhood shops
Managing and maintaining city car parks 12 30
Enforcing food safety, health and safety and standards in private 12 33
rented housing
Running the tourist information centre and services for visitors 11 34
Managing events with free entry like bonfire night and the big 10 60
weekend
Managing events that you would buy a ticket for, like a concert at 6 66

the Corn Exchange or the Folk Festival

Note: Many respondents ticked more than three service areas

Participatory Budgeting

The Council is progressing work to move the organisation towards a much more participatory
approach to local engagement and local decision making. The Council has agreed to run a pilot in
the north of the City during 2011/12 which will test out more radical and inclusive engagement
and participation options and enable local residents to agree local priorities with their elected
ward councillors which will help to shape local spending and local service delivery.
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3.1

3.2

3.3

3.4

3.5

Revised Budget 2010/11

General Fund (GF) revenue budgets for the current year (2010/11) were initially reviewed as part
of the 2010 Medium Term Strategy (MTS).

The 2010/11 revenue budgets have been further reviewed as part of the current cycle of scrutiny
committee meetings and are reported here. They have been updated, as appropriate, for
meetings such as the Executive on 20 January 2011.

The overall effects of the revised budget proposals, compared to the Original Budget, are shown
in the table below.

Table 5 : GF Revised Budget Comparison 2010/11

2010 MTS Jan. 2011
2010/11 Revised Budget £ £
Net GF Expenditure 25,535,990 23,569,070
Variation on previously reported projection (1,966,920)

The budgets presented to scrutiny committees in this current cycle show a revised net
expenditure position for the current year of £23,569,070. It should be noted that this includes
carry forward approvals from 2009/10, significant items together with savings and unavoidable
bids in the current year and the effects on Direct Revenue Funding (DRF) of the net re-phasing of
capital expenditure from 2010/11 into future years. The variations from the original estimate
are summarised in the table 6 below, which also shows the position updated from that reported
in the MTS.

Detailed information has been considered by each of the scrutiny committees in the current
committee cycle.
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3.6

3.7

3.8

3.9

Table 6 : Main Variations - 2010/11 Original to Revised Budgets

Variations
e
£
2010/11 Original Budget 24,017,650
Previously Approved:

2009/10 Carry Forward Approvals (met from reserves) 1,034,280

Capital re-phasing and adjustments 778,000

New approvals in the MTS (November 2010) (293,940)

Total Adjustments 1,518,340
2010/11 Revised Budget (as at MTS November 2010) 25,535,990
2010/11 revisions reported to January 2011 cycle:

Net effect of current year savings and unavoidable bids (830,920)

Capital re-phasing and adjustments (1,136,000)

Total Adjustments (1,966,920)
2010/11 Revised Budget 23,569,070

To ensure effective budgetary control, the revised budget figures, as reported here, have been
used for operational purposes pending formal approval.

In summary, since the MTS, for the current year, there will be a net reduction in use of reserves
of £1,966,920 relating to items reported in the January cycle taking account of a net capital re-
phasing of £1,136,000 from 2010/11 into future years.

A number of savings and unavoidable bids have been identified as part of the revised budget
process for 2010/11 budgets. These have been reported in detail to the relevant scrutiny
committees as part of their budget reports. The detailed items are shown in Appendix B, for
ease of reference.

The items submitted for Revised budget will be analysed to ensure that any appropriate lessons
can be learned for future budget management and monitoring.
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3.10

3.11

Overall Position

For the January cycle a reduced use of reserves of £1,966,920 has been identified, based on
latest projections, and this has been built into this document.

An overall net reduction is projected for the Revised Budget and this report proposes the
application of this as part of the wider proposals for finalising the budget for 2011/12. This
proposal is reflected in the General Fund projection at Appendix W.
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4,

4.1

4.2

4.3

4.4

4.5

Post-MTS Approvals
This section covers any decisions, with financial implications, taken since the finalisation of the
Nov 2010 MTS, i.e. :

e During the October 2010 and January 2011 Scrutiny Committee cycles, and

e Under urgency arrangements
The implications of these decisions have been taken into account in reviewing the final budget
proposals.

These items are summarised in the tables below.

Revenue Approvals
The revenue implications of post-MTS decisions are :

Table 7 : Financial Implications of Post-MTS Revenue Approvals

2010/11 2011/12 2012/13 2013/14 2014/15

Item Approved £ € € £ £

- no items in this category

Net Effect 0 0 0 0 0

Capital Approvals

The capital items which received post-MTS approval are :
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Table 8 : Financial Implications of Post-MTS Capital Approvals

i e 2010/11 2011/12 2012/13 2013/14 2014/15

£ £ £ £ £
SC467 - Lammas Land Play Area 20,000 0 0 0 0
SC468 - Vie Play Area 30,000 0 0 0 0
SC469 - Vie Public Open Space 175,000 0 0 0 0
D eacement of Markethoets 3000000
SC510 - Chip & Pin Upgrade in Car Parks 40,000 40,000 0 0 0
SC511 - Route Optimisation Software 15,000 0 0 0 0
Gross Scheme Cost 303,000 40,000 0 0 0
Net Effect on Reserves 0 0 0 0 0
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5.

51

5.2

53

5.4

55

5.6

Local Government Finance Settlement

Details of the Provisional Local Government Finance Settlement for the two years 2011/12 and
2012/13 were announced, later than anticipated, on Monday 13 December 2010. The
consultation period on the proposed settlement closes on Monday 17 January 2011.

As a consequence of the delayed announcement, the majority of work in developing the
Council’s 2011/12 budget proposals and future year projections has been based on the budget
strategy approved in the September 2010 MTS. In approving the MTS at Council in November
2010, account was taken of the impact of the 20 October 2010 Government Spending Review
announcement, on the assumptions and financial forecasts that the Council had made in arriving
at the recommended budget strategy.

The implications of the Provisional Local Government Settlement for the City Council are set out
in an additional section to this report (Section 16). This serves to clearly identify the implications
in terms of the MTS assumptions and the additional actions that are proposed in response to the
announcement. Section 16, therefore, contains the latest information in respect of Formula
Grant, together with specific grant streams where these have been announced.

Formula Grant

For the purposes of setting the budget strategy (as approved in the MTS) the assumptions made
in respect of formula grant and the City Council’s entitlement were based on indications of the
level of reductions in Government department funding announced as part of the Emergency
Budget of 22 June 2010. This indicated an average of 25% reductions over a four-year period for
‘unprotected’ departments. Subsequent to the Emergency Budget, Government Departments
were asked to exemplify the impact of reductions of up to 40%.

In considering the impact of reductions in Formula Grant the Council also needed to consider the
impact of financial adjustments to be implemented as part of the transfer of responsibility for
the Concessionary Fares scheme to the County Council with effect from 1 April 2011.

The graph below shows the range of potential outcomes which were modelled for the MTS,
based on combinations of assumptions for Formula Grant reductions and Concessionary Fares
funding adjustments.
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5.7

5.8

5.9

5.10

5.11

Figure 1 : Modelling of Potential Changes to Formula Grant 2011/12 to 2014/15
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The assumption made for the MTS was to plan for an overall reduction of 30% in Formula Grant
over the Spending Review period 2011/12 to 2014/15.

Although there were some indications that there may be a degree of front-loading to the
reduction in grant, in the absence of any firm indication of the profiling of grant reductions over
the period, it was decided to base initial forecasts on the reduction being spread evenly over the
four-year period.

In relation to the adjustment of Formula Grant and Special Grant to reflect the transfer of
Concessionary Fares responsibility, it was anticipated that the adjustment would at least reflect
the additional grant of £1.31m which was received in 2010/11, following successful lobbying of
central government; although this was awarded for one year only.

The net impact of these assumptions was that the City Council would suffer an on-going loss of
the order of £600,000 per annum over the period from 2011/12 to 2014/15, inclusive.

The resulting projections of Formula Grant for the City Council were:
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5.12

5.13

5.14

5.15

5.16

5.17

Table 9 : Total Formula Grant - 2010/11 to 2013/14

2010/11 MTS 2010 Projections £’s
Final

2011/12 2012/13  2013/14  2013/14

Share of Business Rates 10,861,221

Revenue Support Grant
1,135,385
- Basic

- Floor Protection 441,765
Total Formula Grant 12,438,371 11,377,380 10,406,890 9,519,180 8,707,190

Change on previous year

(cash basis) . 61,882 (1,060,991)  (970,490)  (887,710)  (811,990)

- % 0.50% 8.53% 8.53% 8.53% 8.53%

The methodology for Formula Grant up to 2010/11 included grant ‘damping arrangements’
under which authorities received a minimum annual increase in grant. This was achieved
through the payment of an amount of additional grant set to bring the Council’s entitlement up
to the minimum level of year-on-year increase (the ‘Floor’) as shown above.

The Floor adjustment element of grant, therefore, represents the level of risk to the Council in
future Settlements, should this mechanism for damping the effects of reduction in grant
entitlement be phased-out or withdrawn.

For 2010/11, the floor protection element of grant at £441,765 represents 3.55% of the Council’s
total formula grant and has increased slightly in each of the last three years. At its peak, in
2003/04, when its entitlement was significantly reduced as a result of the fall in population
determined through Census 2001, floor protection amounted to £1,950,309 (17.39%) of the
Council’s total grant.

The level of floor protection has been particularly significant in the context of the sub-regional
growth agenda, in that until the Council’s entitlement moves above the Floor level, increases in
population arising from growth will not result in direct cash increase in grant (merely serving to
reduce the gap to the Floor).

Spending Review 2010 is expected to involve significant changes to Formula Grant and its
associated methodology. Although it is anticipated that some form of damping would be
included in order to limit the degree of change for any individual authority, this may be achieved
through a significantly different approach.

As a result, the City Council cannot at this stage count on continuing to receive additional
funding through a damping mechanism.
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5.18

5.19

5.20

Specific and Area Based Grants

Throughout the period leading up to the MTS 2010, Government indicated that it would, as part
of the Local Government Settlement, make a number of changes to the way in which specific
and Area Based Grant funding would be distributed. These changes included removal of
ringfencing from certain grants, absorption of some funding streams within Formula Grant and
discontinuing others.

Two new funding streams from 2011/12, relevant to the City Council, were also identified and
consultation papers issued. These were a grant to recompense authorities agreeing to freeze
their Council Tax in 2011/12 at the level of 2010/11 and a New Homes Bonus Grant designed to
encourage the building of new dwellings and affordable homes in particular.

The table below shows the City Council’s Specific Grants entitlement for the current year,
2010/11 and original allocations for later years. Actual entitlements for future years will not be
know until the Final Local Government Settlement announcement in early 2011, or later where
consultation responses dictate.

Table 10 : Specific and Area Based Grants 2010/11 to 2012/13

Specific Grants / Area Based Grants 2000t i 2012/13

£ £ £
Preventing Violent Extremism (PVE) Grant 137,830 tba tba
National Concessionary Fares Grant 678,690 n/a n/a
Additional Concessionary Fares Special Grant 1,311,122 n/a n/a
Climate Change Planning Policy 22,500 tba tba
Housing G.rowth Fund — Cambridge Green Necklace 86,655 0 0
Project/s
Housing & Council Tax Benefit Administration 783,700 tba tba

Additional Housing & Council Tax Benefit
Administration — to fund additional staffing 79,200 tba 0
resources required in light of the economic climate

Homelessness Revenue Grant 401,050 tba tha
Homes & Communities Agency (7 units HRA new 295 000 e e
build)
Surface Water Management Plan (SWMP) for
Cambridge & Milton 100,000 0 0
New Homes Bonus 0 tba tba
2011/12 Council Tax Freeze Grant 0 tba tba
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5.22

5.23

5.24

5.25

5.26

5.27

5.28

Concessionary Fares Grant

The main source of funding for concessionary fares, intended to meet the additional costs of the
England-wide scheme (which came into operation on 1 April 2008) was in the form of a specific
grant from the Department for Transport. The national scheme guarantees free off-peak travel
anywhere in England for people aged 60 and over and eligible disabled people. Government
support for the costs of the previous scheme is contained within Formula Grant.

Under the scheme, the costs of concessionary travel are charged to the local authority in which a
journey starts and the City Council, as a regional centre with significant visitor numbers, faced a
major shortfall in funding of the order of £1.9 million per annum. Following extensive lobbying
of Central Government by the City Council and other similarly affected local authorities, an
additional grant of £1.31 million was awarded for 2010/11. However the Council estimates that
it still faces a shortfall in funding of approximately £600,000 in 2010/11.

The February 2010 Budget-Setting Report projections were based on the prudent assumption
that the additional grant was for 2010/11 only, and therefore included a cost pressure of £1.9
million per annum from 2011/12.

From 1 April 2011, responsibility for the administration and funding of concessionary bus travel
is being transferred to upper tier authorities. As part of the Government consultation on
possible changes to the distribution basis for Formula Grant from 2011/12, a number of options
are being considered for the reallocation of funding from District councils to upper tier
authorities. It is likely that the outcome of the consultation will not be known until the
provisional Local Government Settlement announcement expected in late November/early
December 2010.

For the purposes of financial modelling for the MTS, it was assumed that the net funding
pressure that had resulted from the scheme would be reduced by the amount equivalent to the
additional grant for 2010/11 (£1.31 million) as the result of the financial adjustments between
he City and County Council on the transfer of responsibility.

Homelessness Grant

The Council has received approximately £400,000 a year grant direct from the Communities and
Local Government (CLG) to fund services to address homelessness over the three-year period
ending March 2011. Much of this grant is passed on to independent sector partners through
fifteen contracts or service level agreements for services that are clearly central to the
prevention of homelessness or to support local homeless people.

The CLG has announced its intention that from April 2011 any funding would be allocated to the
County Council to administer through the Area Based Grant system. It is not clear at this stage
how such an arrangement would operate locally. In addition to this risk, any new allocation of
Homelessness Grant is unlikely to be announced until after the Spending Review in October
2010.

The City Council is not contractually committed to fund the majority of the services beyond April
2011. However, clearly any significant reduction in funding will have a significant impact for
local homeless people and for partner agencies with which the Council works to support them.
Careful management of agreements with partner agencies will be required to ensure that the
Council is not financially exposed should grant support for this work be significantly reduced.
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5.29

5.30

5.31

5.32

5.33

5.34

5.35

5.36

5.37

5.38

Housing Growth Fund (HGF)

The Housing Growth Fund (Cambridge Green Necklace Projects) grant is for the implementation
of revenue and/or capital schemes for the protection and creation of biodiversity habitats in the
Southern Fringe growth area

The funding shown in the above table was allocated by Horizons for year 3 of works at Byrons
Pool. Following the Government’s proposal to reduce the Housing Growth Fund capital
allocation by almost £6 million, the allocation was nearly halved and the funding reflects the
balance available to complete the project.

New Homes Bonus

Housing Minister, Grant Shapps, wrote to all councils on 10 August 2010 to reiterate the
Government’s commitment to put in place a framework of incentives to encourage housing and
economic development. It is proposed that this scheme, New Homes Bonus, will effectively
replace Housing and Planning Delivery Grant (HPDG) - which had been in operation since
2008/09).

The letter confirmed that a New Homes Bonus scheme would be put in place early in the
Spending Review period to reward councils who facilitate the building of new homes.

The consultation paper for New Homes Bonus (NHB) was issued on 12 November 2010. The
deadline for comments was 24 December 2010.

The key aim of the NHB is to reward those local authorities that deliver sustainable housing
development. The consultation paper proposes three elements that would make up the total
Bonus payable each year:

e A payment for each additional dwelling, linked to the national average of the Council Tax
band

e A payment for each additional dwelling that meets the definition of ‘affordable’

e A payment for each empty home brought back into use

The NHB calculated for year 1 (2011/12), would then be payable for the following six years
(ending 2017/18). The NHB calculated for year 2 (2012/13), would then be payable for the
following six years (ending 2018/19) and so on.

The Department for Communities and Local Government have indicated that nearly £200m has
been aside to fully fund the scheme in 2011/12. For the following three years of the spending
review (2012/13 to 2014/15) a further £250m per annum has been set aside and funding beyond
these levels will come from Formula Grant.

For lower tier authorities, the consultation paper indicates that an element of NHB would be
payable to upper tier authorities, but is yet to specify what that share might be

Until the NHB consultation process has been concluded and final scheme arrangements are
announced it is not possible to calculate the level of grant that the Council will receive.
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5.40

5.41

5.42

5.43

5.44

5.45

5.46

The September 2010 MTS included a commitment to extend by 12 months the 22.2 FTE fixed-
term posts which had been set up as part of the Council’s response to the planning and delivery
requirements of the growth agenda. The funding for this commitment was based on an
expectation that half of the cost (£436,950) could be met from external income sources, such as
the new NHB scheme, with the remainder being met initially from use of reserves.

Council Tax Freeze Grant

The 20 October 2010 Spending Review announcement stated that the Government will fund the
equivalent of a 2.5% increase in Council tax in 2011/12 for those authorities that freeze that
year’s Council Tax at 2010/11 levels. This funding is to be continued for the four years of the
Spending Review period.

The September 2010 MTS was based on the prudent assumption that no such compensation
would be receivable, and therefore the additional sums due will represent increased spending
power for the Council, albeit over a limited period. It is estimated that the annual payments will
be in the region of £170k.

Specific and Area Based Grants Usage

For 2010/11, as in previous years, specific grants, although not formally required to be ring-
fenced, were earmarked to fund developments, or to meet new statutory requirements, in the
associated services.

For future years it should be noted that the Government’s stated intent is to reduce the level of
specific and ringfenced grants in order to give greater discretion to local authorities.

Capping

The forthcoming Localism Bill is expected to include provisions which will abolish capping by
Central Government, instead giving the public the power to approve or veto excessive Council
Tax rises. Any local authority wishing to increase its Council Tax beyond a threshold determined
by the Government would be required to hold a referendum to seek the approval of the local
electorate.

Although it is now unlikely that such measures will come into effect for 2011/12, it is expected
that they will be in place for 2012/13 Council Tax Setting. In the interim period the Government
has stated that it reserves the right to use existing capping powers to protect tax payers from
excessive increases where necessary.

Given that the September 2010 MTS included the proposal to freeze the level of Council Tax for
2011/12, it is not anticipated that capping will be an issue for the Council in that year.
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5.48

5.49

Future Year Projections

The 2010 Spending Review covers a 4-year period to 2014/15, however the Council needs to
make assumptions about the levels of funding for future years as part of it's 25-year modelling of
revenue for the General Fund.

In the current economic climate the prospects for the next Spending Review period do not look
positive for local authority funding. There must be an expectation of the continuation of a tight
financial position with increasing pressures in terms of efficiency expectations.

Future projections for grant beyond 2014/15 have therefore, been based on a cash standstill in
Formula Grant.
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6.1

6.2

6.3

6.4

Non-Cash Limit Budgets

A number of budget heads are excluded from the main cash limit process, due to their nature or
to the timing of related announcements during the budget-setting process. The main items
reviewed at this stage are :

External Interest

There has not been any change to Bank Rate since the publication of the September 2010 MTS.
The market’s current projections for Bank Rate show that the historically low level of 0.50% is
likely to remain until December 2011 and then to only increase by 0.25% increments to end the
financial year (March 2012) at 1.00%. Thereafter the ‘median’ of forecasts show annual average
bank rates of 1.90% for 2012 and 2.80% for 2013. These rates are approximately 0.75% lower
than were forecast for the MTS and have been revised downwards as a result of slower recovery
from the recession.

The MPC’s Bank Rate decisions since the publication of the MTS are shown below :

Table 11 : Monetary Policy Committee (MPC) Bank Rate Decisions since the MTS
MPC Meeting Dates  Publication of Minutes Bank Rate Decision

8 & 9 September 2010 22 September 2010 Rate maintained at 0.50%
6 & 7 October 2010 20 October 2010 Rate maintained at 0.50%

3 & 4 November 2010 17 November 2010 Rate maintained at 0.50%

8 & 9 December 2010 22 December 2010 Rate maintained at 0.50%

12 & 13 January 2011 26 January 2011 tba

9 & 10 February 2011 23 February 2011 tba

The Council’s Treasury Advisors, SECTOR Treasury Services Ltd, emphasize that there is a
downside risk to the above forecasts if recovery from the recession remains even slower than
currently expected. There are also huge uncertainties in all forecasts concerning the economy
due to the major difficulties of forecasting such items as the,

e speed of economic recovery in our major trading partners, the US and EU

e degree to which government austerity programmes will dampen economic growth and
undermine consumer confidence

e changes in the consumer savings ratio

e potential for more quantitative easing and the timing of this both in the UK and US, and its
subsequent reversal
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e speed of recovery of bank’s profitability and consequent implications for the availability of

credit to borrowers

e potential for a major EU sovereign debt crisis which could have a significant impact on
financial markets and the global and UK economy

6.5 The graph below shows SECTOR’s current (12 November 2010) projection for Bank Rate plotted
against those previously reported.
Figure 2 : Bank Rate Projections —2010/11 to 2012/13
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6.6 The above clearly shows the steep fall in Bank Rate that has occurred since late 2008 and the
fact that rates are not expected to start increasing until quarter ending December 2011. It also
shows that the forecast of movements in Bank Rate has diverged significantly from the
projections originally given in the February 2010 Budget Setting Report and marginally from
those given in the September 2010 MTS. The effect of these changes in interest rates has been
built into the current budget
6.7 Given the continuing volatility of the overall economic position it will be essential to continue to
closely monitor future MPC actions, and their implications for the Council’s own financial
position.
6.8 The next key dates for the meetings of the Committee and the next Inflation Reports are:
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6.9

6.10

6.11

6.12

6.13

6.14

Table 12 : Monetary Policy Committee (MPC) — Meeting dates to September 2011

MPC Meeting Dates Publication of Minutes Inflation Report Date

9 & 10 March 2011 23 March 2011
6 & 7 April 2011 20 April 2011
4 &5 May 2011 18 May 2011 11 May 2011
8 & 9 June 2011 22 June 2011
6 & 7 July 2011 20 July 2011

3 & 4 August 2011 17 August 2011 10 August 2011

7 & 8 September 2011 21 September 2011

Inflation Projections

At this stage in the budget process it is not felt that there is a requirement to revise the pay and
non-pay inflation provisions which were included in the September 2010 MTS.

Pension Fund

The City Council is part of the Cambridgeshire Pensions Fund, which is administered by the
County Council. The rate of contribution paid to the fund by each of the individual participating
employers is set following a triennial revaluation of the Fund by the appointed actuary.

The next scheduled triennial revaluation of the Fund will be based on the position as at 31
March 2010, and will identify any requirement for changes to the contribution rates payable by
each of the Fund members.

At the point of publishing the September 2010 MTS there had been no definitive advice available
from the actuary to the County Pension Fund on the prospects for the next triennial revaluation.
The initial (draft) results of the re-valuation of the fund had been expected in November 2010.
Although no formal report has yet been received, initial findings were presented by the actuary
at an Employers’ Forum meeting on 8 December 2010.

The last (2007) valuation found that the Fund had an effective funding level of only 86.4%
(compared to 79.4% at 31 March 2004) with an identified shortfall on the Fund as a whole of
some £219m. The latest revaluation is expected to identify an increase in the deficit to £555m (a
funding level of 72.9%), reflecting increased longevity and low interest rates and investment
market performance — offset in part by the move to using CPI for index-linking, pay restraint and
later retirement.

Contribution rates are calculated on an individual basis for each participating employer. For the
City Council element of the Fund, the funding level was assessed at 85.5% in 2007 (compared
with 79.5% in 2004). The funding level at 2010 is expected to be in the region of 72%.
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Subsequent to the revaluation date there has been some improvement in the investment
markets and the Government’s expectation of further pay restraint, outlined in the Emergency
Budget, together with the initial findings of the Independent Public Services Pensions
Commission (Chaired by Lord Hutton), will all have a positive effect on the Fund’s position.

In setting contribution rates the Fund actuary is aiming for the projected deficit to be recovered
over an agreed period (20-years at the last revaluation). At the 2007 revaluation this resulted in
an agreed series of increases in rates through to 2010/11.

As part of the September 2010 MTS the Council had provided for an increase in rates from
2011/12 onward, covering a six-year period, in recognition of the adverse impact that the
economic downturn would undoubtedly have had on investment income to the Fund. This is
shown in the table below, together with the additional cost.

Table 13 : Employers Pension Fund Contribution Rates
2009/10 2010/11 2011/12 2012/13 2013/14 2014/15
2004 Valuation Rates 18.3% 20.2% - - - -
2007 Valuation Rates 17.2% 18.6% 18.6% 18.6% 18.6% 18.6%

PR 1oy ALIT - - 1935%  20.10%  20.85% 21.6%

Valuation

Increase / (Decrease) (1.1%) (1.6%) 0.75% 1.50% 2.25% 3.00%

Budget Impact (in year) £ £ £ £ £ £
- GF (268,730) (390,880) 164,250 328,500 492,750 657,000
- HRA (85,030) (123,680) 63,820 127,640 191,460 255,280
Total (353,760) (514,560) 228,070 456,140 684,210 912,280

Revised contribution rates from 2011/12 have yet to be confirmed by the actuary. Although the
performance of the Fund would appear to confirm that there will be a requirement for an
increase in contribution rates, this may well be offset by changes to the Local Government
Pension Scheme.

Nationally, the Independent Public Services Pensions Commission, Chaired by Lord Hutton, has
been tasked with conducting a fundamental structural review of public service pension provision
and has been asked to make recommendations to the Chancellor and Chief Secretary on pension
arrangements that are sustainable and affordable in the long term, are fair to both the public
service workforce and the taxpayer and are consistent with the fiscal challenges ahead, while
protecting existing scheme members' accrued rights. The Commission is expected to publish its
final report in time for the Government’s 2011 Budget.

Based on the information available at the present time, it is felt appropriate to continue with the
current provision for increased contribution payments with effect from 2011/12. Updated
information will be provided to Members once the actuary’s report is finalised.
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In addition to employer's contributions for existing staff, since April 2005, the Council has also
been required to make a capitalised payment to cover the effect on the Fund of any early
retirements. The effect is calculated and reported to Members at the point that the decision is
made, and is paid to the Fund over a 5-year period. This reflects accepted best practice, and
serves to provide clear focus on the financial implications of early retirement decisions.

Centrally Allocated Costs and Organisational Restructuring

Where costs are ‘pooled’ and then allocated to user services these have, in many cases, had to
be accounted for in a ‘parent’ committee within the cash limit system, for the purposes of
savings and bids. Therefore, once the budgets are approved these costs together with
appropriate cash limit adjustments will be allocated to the relevant service portfolios.

This year further work is also required on detailed budgets due to the corporate and
departmental restructuring. Delegation to the Director of Resources will be sought from Council
for authority to finalise changes relating to this and the reallocation of support service and
central costs, in accordance with the CIPFA Best Value Accounting Code of Practice and the
Service Reporting Code of Practice for Local Authorities (SeRCOP) which applies from 1 April
2011 i.e. for 2011/12 budgets.

Summary Position

The overall effect of changes to the Non-Cash Limit items is :

Table 14 : General Fund Changes to Non-Cash Limit Items Summary

2010/11 2011/12 2012/13  2013/14 2014/15

Factor € £ £ £ £
Redl{ctlon in DWP Admin 0 8,610 8,610 8,610 8,610
Subsidy Grant

Net Effect 0 25,830 25,830 25,830 25,830

These changes are taken into account in the determination of the overall budget position.
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Performance Against Cash Limit / Savings Target

This report incorporates the proposed net spending levels for all portfolios which have resulted
from their decisions (to date) in the current cycle.

For this year’s budget process a Cash Limit for the General Fund as a whole has been adopted,
rather than Cash Limits for each Portfolio. This reflects the significant contribution to the savings
requirements which is being delivered through the Council’s Service Review process.

The following table summarises the level of net savings which are being proposed by each of the
Portfolios, and compares this to the overall net savings target for the General Fund. A more

detailed comparison is included at Appendix D.

Cash Limit or budget adjustments have been reported to service scrutiny committees, as
appropriate, and are included in the projections.

Table 15 : Performance above / (below) Cash Limits / Savings Target : General Fund

Portfolio 2011/12 2012/13 2013/14 2014/15
£ £ £ £
Reduction Required to meet 2011/12 2,068,230 2,068,230 2,068,230 2,068,230

General Fund Cash Limit
Community Services — Arts & Recreation (355,000) (335,000) (370,000) (370,000)

Community Services — Community (203,790) (292,750) (327,750) (362,750)
Development & Health

Community Services — Housing (82,630) (82,630) (82,630) (82,630)
Environment — Climate Change & Growth (613,160) (630,360) (610,360) (610,360)

Environment - Environmental & Waste (332,200) (347,900) (347,900) (346,800)
Services

Strategy & Resources — Customer Services (353,220) (308,060) (308,060) (458,060)
& Resources

Strategy & Resources — Strategy (242,690) (242,690) (242,690) (242,690)

Net Effect (114,460)  (171,160)  (221,160)  (405,060)

Details of the Savings and Unavoidable Bids submitted, which result in the above position, are
shown in Appendix E.

As noted above, a process of Service Reviews has been developed over recent years which seeks
to identify particular service areas for detailed review work. This also facilitates an earlier start
to work in these areas, so that changes with longer-lead times for consideration, approval and
implementation can be more readily incorporated within the budget process.
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The September 2010 MTS noted the importance of this process in determining the achievability
of the net savings targets set each year, and the projected level for the reviews taking place in
2010/11 was a significant part of deeming the target of £2,068,230 as achievable.

At the time of publication of the September 2010 MTS the projected level of savings in 2011/12
from Service Reviews was identified as £1,649,400. Subsequently, further work identified the
need to reschedule some of these savings into future years, to reflect timing implications of the
changes to services being proposed. This resulted in a revised projection of £1,529,250.

The following table summarises the level of net savings resulting from the 2010/11 Service
Reviews, and compares this to the revised projection.

Table 16 : Net Savings Delivered By 2010/11 Service Reviews

Portfolio 2011/12 2012/13 2013/14 2014/15
£ £ £ £
Projected Net Savings From 2010/11 1,529,250 1,529,250 1,529,250 1,529,250

Service Reviews

Net savings From 2010/11 Service 1,449,650 1,647,150 1,682,150 1,884,150
Reviews in February 2011 BSR Proposals

Net (Over) / Under Achievement of Net 79,600 (117,900) (152,900) (354,900)
Savings

This shows that, although there was a slightly lower than expected contribution in 2011/12, the
projected level of net savings has been exceeded in practice from 2012/13 onwards. Indeed the
final two years exceeded the projected level of contribution outlined in the MTS. The increase in
the level of net savings in future years reflects part-year effects in 2011/12 and initial costs of
change.

The contribution of Service Reviews to the overall level of savings has been significant (ranging
from 63.0% in 2011/12 to 74.6% in 2014/15), and an even more significant contribution when
compared to the overall level of net savings (ranging from 69.1% in 2011/12 to 78.2% in
2014/15).

This serves to confirm the significant role of the Service Review process, and the robustness of
the projections included in the September 2010 MTS.

Service Reviews, will undoubtedly be a critical part of the Council’s future savings strategy, and
this will be covered further as part of Section 17.
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Taxbase and Council Tax

General Factors

The Council Taxbase is one element in determining both the level of Council Tax to be set and
the amount it is estimated will be collected. It is formally agreed by the Council, though the
responsibility is delegated to the Director of Finance in practice.

The taxbase reflects the number of domestic properties in the City expressed as an equivalent
number of Band D properties using the relative weightings for each band. This also needs to take
account of single occupiers, exempt and discounted properties and projected growth in
dwellings, as well as including a deduction for assumed non-collection.

The provisional figures for the Taxbase are given in Appendix G, and these will form the basis of
the final approved level for tax setting and precepting purposes. A further review will be
undertaken in early January 2011 in line with statutory requirements.

This document retains the assumption, agreed as part of the MTS, of freezing the level of Council
Tax for 2011/12 at the same level as for 2010/11, i.e. at £166.57 at Band D.

The table below shows the City Council element of the Council Tax, for each property band,
based on this assumption.

Table 17 : City Council element of Council Tax

City Council Tax Difference
Band 2010/11 £ 2011/12 £ £
A 111.05 111.05 0.00
B 129.55 129.55 0.00
C 148.06 148.06 0.00
D 166.57 166.57 0.00
E 203.59 203.59 0.00
F 240.60 240.60 0.00
G 277.62 277.62 0.00
H 333.14 333.14 0.00
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The proposed freeze in the rate of Council Tax can be compared with a range of inflation
measures as at October (the month used each year for comparative purposes) 2010 as set out in
the table below :

Table 18 : Inflation Rates - October 2010

Inflation R
Inflation Measure ation Rate

%
Retail Price Index (RPI) 4.50
RPI excluding mortgage payments (RPIX) 4.60
Consumer Price Index (CPI) 3.20

This serves to indicate the level of pressure on spending which the freeze in Council tax level for
2011/12 will result in.

In recognition of this pressure, the Government, as part of the 20 October 2010 Spending
Review announcement stated that it will fund the equivalent of a 2.5% increase in Council tax in
2011/12 for those authorities that freeze that year’s Council Tax at 2010/11 levels. This funding
is to be continued for the four years of the Spending Review period, and is expected to be paid
through an additional Area Based Grant.

The Spending Review did not include any funding for further freeze in the level of Council Tax in
2012/13 or beyond, and there is no indication that the funding in respect of the 2011/12 freeze
will continue beyond 2014/15.

The September 2010 MTS was based on the prudent assumption that no such compensation
would be receivable, and therefore the additional sums due will represent increased spending
power for the Council, albeit over a limited period. It is estimated that the annual payments will
be in the region of £170k.

From 2012/13 onwards the Council’s financial projections assume that increases in the level of
Council Tax are linked to inflation; as a proxy for the ability to pay. For this purpose the
Government’s target level for inflation (based on CPI) of 2.0% per annum has been used.

For illustration purposes, the table below shows the effect on Council Tax income of changes to
the assumptions for 2012/13 and future years :
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Table 19 : Impact of changes to Council Tax Increase Assumptions From 2012/13
(Increase) / Decrease in Yield

Change in Council Tax Increase to:
2012/13 2013/14 2014/15

£ £ £
3.00% in each year (69,440) (145,160) (227,170)
2.50% in each year (34,510) (72,160)  (112,930)
No change
[Assumptions included in the BSR]
[2.0%] [2.0%] [2.0%]
1.50% in each year 34,510 71,740 112,070
1.00% in each year 69,020 143,480 222,840

It should be noted that the above table excludes the additional yield relating to Growth,
reviewed below, which would also be impacted by a change in the level of Council Tax.

For 2011/12 a collection rate of 99% has been included in the calculations of Council Tax vyield.
Any sums which are received above this level will effectively be paid back to Council Tax payers
in the following year, through the Collection Fund. If this level of collection is not achieved, the
shortfall would have to be recovered from Council Tax payers in the following year, through the
Collection Fund.

The Collection Fund for Council Tax is projected to have a deficit balance the end of the current
year of £359,933, primarily as a consequence of lower levels of growth than originally forecast.
The City Council’s share of this projected year-end deficit is £41,583 and this will need to be
taken into account in setting the Council’s budget for 2011/12. As with the tax base, this
forecast will be formally reviewed in January 2011.

As part of the work on the Growth Agenda, the review of the Council’s taxbase projections is
designed to identify the level of growth that is anticipated in excess of the standard level of 0.5%
per annum, which has been assumed in the base model. The review has taken account of the
significant slowdown in the housing market and anticipated reduced levels in new housing
completions over the coming years as forecast in the December 2009 Annual Monitoring Report.

This work has identified the following amounts of Council Tax yield which relate directly to the
increase in projected properties. In line with the approach to resource modelling for Growth that
was agreed as part of the July 2006 MTS, it is recommended that these sums are earmarked to
fund growth-related costs.

To date, a bid for funding for an additional refuse collection round was assessed as relating to
growth and approved for funding from this source as part of the February 2009 Budget —Setting
Report. No new bids against this funding have been identified as part of the 2011/12 budget
process.

The balance of funding available and provisional future years projections are set out in the table
below.
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Table 20 : Growth-related Council Tax Yield

2010/11
£

Balance Available for Growth
b/fwd 117,530
Addl'FlonaI Council Tax yield 190,080
relating to Growth
less: Bid for Chamberlain
round, X1888 (see Appendices (140,000)
EandY)
Net available for Growth 167,610

2011/12  2012/13  2013/14  2014/15
£ £ £ £
167,610 276,860 503,550 856,840
249,250 366,690 493,290 614,690
(140,000)  (140,000)  (140,000) (140,000
276,860 503,550 856,840 1,331,530

Work is continuing, in conjunction with the Cambridge Urban Growth Group (CUGG), to produce
updated projections of the anticipated growth in property numbers over the medium and

longer-term.

The level of Council Tax changes implemented by the Council, in recent years, and those planned
(as included in the MTS) are shown in the table below :

Figure 3 : Council Tax Increases - Actual and Government Assumptions

14%
Projected
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For context, the level of Council Tax for the City Council relative to other shire districts is shown

below :
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Figure 4 : Cambridge City Council : Council Tax Level - 2002/03 to 2010/11
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This shows that the City Council had the 33" lowest level of Council Tax for a District Council in
2010/11 out of 201 (previously out of 238 Districts prior to the recent Unitary Council changes),
based on Government statistics, at £166.57. The full charge for City residents at Band ‘D’ (i.e.
including the elements for the County, Fire and Police) is the 31* lowest (again of 201), at
£1,441.78 for 2010/11.

The Executive will review the proposed freeze in the level of Council Tax increase at its meeting
on 20 January 2011, as part of determining the final budget to be recommended to Council. In
the interim, the freeze as agreed in the MTS has been used.

The other precepting authorities, who are included on the Council Tax bills for City residents, will
be considering their requirements at the following meetings:

Table 21 : Precept-Setting Meetings

Precepting Organisation Meeting Date Council Tax Increase
Cambridgeshire Police Authority 9 February 2011 tbc
Cambridgeshire County Council 15 February 2011 tbc
Cambridgeshire & Peterborough Fire Authority 17 February 2011 tbc

Details of Council Tax levels for each Band will not be available until decisions are taken at the
above precept setting meetings. Final decisions will be included in the final recommendations to
Council on 17 February 2011.

February 2011 Page 51 Section 8






2011/12 Budget-Setting Report

9.

9.1

9.2

9.3

9.4

9.5

9.6

9.7

9.8

9.9

Earmarked and Specific Funds

The Council maintains a number of earmarked and specific funds. Those funds which are directly
relevant to the budget proposals for 2010/11 are outlined below and full particulars of the
transactions and balances given in Appendix H.

Repair and Renewal Funds [Appendix H-1]

These are maintained to fund the periodic replacement of assets such as vehicles, plant and
equipment and for major repairs to Council-owned premises. Annual contributions are based on
estimated replacement and repair costs, spread over the anticipated life of the assets.

Significant asset portfolios within the Council, such as the City Services vehicle fleet or the ICT
infrastructure, have medium and long-term programmes for replacements; which form part of
the Council’s Capital Plan. Individual items, or schemes, within these programmes are brought
forward as capital bids subject to standard project appraisal and review requirements.

Developer Contributions [Appendix H-2]

These are contributions made by developers towards the costs associated with their
developments, for example community infrastructure, under Section 106 of the Town and
Country Planning Act 1990. Some agreements provide for the return of contributions made if
capital projects are not carried out within a specified period.

The majority of the unspent contributions are held as capital contributions unapplied. Schemes
funded from these monies, in part or in whole, will be brought forward as capital bids and
subject to the review and scrutiny process applied to all capital schemes.

At 31 March 2010, the Council held Developer Contributions in the sum of £6.9m (2009: £8.9m).
Of this sum £0.6m is allocated to completed projects and £3.2m allocated to existing projects. A
programme of capital projects that are eligible for funding totalling £3.3m has been prepared
and forms the basis of capital bids either to the Capital Plan or to the Hold list depending on the
level of funding available.

In addition significant amounts of capital and revenue contributions for new community
infrastructure have been negotiated for recently approved development within the city’s
Southern Fringe as part of the growth agenda. These contributions will not come on stream until
development commences.

The Council’s Asset Management Group has been working with relevant services to review and

revise the processes relating to Developer Contributions, and has implemented revised
monitoring arrangements with regular reports being considered by the group.

Technology Investment Fund (TIF) [Appendix H-3]

This Fund was set up to contribute towards the costs of investment in Information Technology
systems and infrastructure.

February 2011 Page 53 Section 9



2011/12 Budget-Setting Report

9.10

9.11

9.12

9.13

9.14

9.15

9.16

9.17

9.18

9.19

All bids for use of the Fund are initially reviewed by the Council’s officer ICT Steering Group, and
are then reported for Member approval.

The Fund received annual contributions of £84,320 from the cost reductions achieved as part of
the re-letting of the Council’s ICT Facilities Management Process although this contribution will
cease from 1 April 2011 as outlined in the MTS 2010. The remaining balance of £98,313 will
provide funding to support further development and enhancement of ICT facilities.

This will mean that any ICT projects requiring new funding, once the balance on the Fund is fully
expended, will need to be considered, and prioritised, against all other capital bids as part of the
Capital Plan process.

Bids for TIF funding are scrutinised by the ICT Steering Group, which makes recommendations to
the Corporate Management Team. The Groups views are reflected in bids and project appraisal
documents submitted to Members.

Housing & Planning Delivery Grant (HPDG) [Appendices H-4 &HI-5]

The 3-year Housing and Planning Delivery Grant (HPDG) was intended to speed-up plan making
and housing delivery. As outlined in the September 2010 MTS, the Government has now ended
the scheme and no grant will be paid in 2010/11.

Any unspent balance from 2009/10 can be spent on either Capital or Revenue expenditure. The
Council has some £5,764 of the Capital allocation uncommitted at 30 November 2010.

Details of the New Homes Bonus, the successor scheme, are outlined in Section 5.

Local Authority Parking Enforcement (LAPE) [Appendix H-6]

Although the County Council took the parking enforcement service back with effect from 1 April
2010, the residual LAPE funding (a 50% share of the cumulative annual surplus) is available for
bids which are consistent with the agreed criteria.

A number of revenue and capital bids totalling £422,750 have been identified as being
appropriate to the criteria for application of the accumulated surplus. Approval for these items
is sought as part of the budget.

Fixed-Term Posts Costs [Appendix H-7]

“Fixed-Term Posts Costs” - appointing staff for a fixed-term could obligate the authority to pay
redundancy costs at the end of the period. To cover this eventuality the Executive established
an earmarked reserve in 2008/09 with an initial contribution calculated based on the potential
liability for the identified posts of £30,000.
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Climate Change Fund [Appendix H-8]

A Climate Change Fund (CCF), with an initial contribution of £250,000, was agreed at Council in
February 2008, to be used to provide funding for schemes, or activities, which will provide
significant contributions to the achievement of the Council’s climate change and carbon
reduction Medium Term Objective.

A further contribution of £250,000 was made in September 2010 as part of the Medium Term
Strategy.

Funding allocations totalling £218,672 have been made to date leaving £281,328 available for
future bids.

Efficiency Fund [Appendix H-9]

Contributions are made to the fund to meet one-off costs in relation to corporate and service
restructuring.

Bids against this funding are considered and approved, where appropriate, by the Chief
Executive.

Local Public Service Agreement (LPSA) Reward Grant

The Government has stopped LPSA funding ‘in year’. The original funding proposal covered a 3
year period and was due to continue until March 2012. The grant was funding many projects
across the county including a number within Cambridge that were commissioned by the Local
Strategic Partnership.

The City Council administers the grant for the Cambridge City projects on behalf of the LSP and
has LPSA funds available to cover remaining commitments. It is anticipated that those projects
that are being delivered by Cambridge City will be completed in during 2011.
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Overall Budget Position and Priority Policy Fund (PPF)

The final part of the review of the assumptions which formed the basis for the 2010 MTS is to
consider the overall budget position against the control totals which were agreed as part of the
financial strategy.

Priority Policy Fund (PPF)

The General Fund PPF provides an effective means of enabling the redistribution of resources
within the overall cash limit, in recognition of priorities identified through the Council’s Vision for
the City, the medium term programme and public budget consultation.

In setting the budget for 2010/11, it was agreed that no provision would be made for a PPF for
2010/11. However, the 2010 MTS provided funding for PPF Bids of £500k per annum for 2011/12
and future years. Part of this review involves considering the affordability of this assumption in
light of the outcome of the review of other factors impacting the overall budget position,
detailed above and bids made for this source of funding.

Overall Budget Position and Review of PPF Funding

The key aim of the September 2010 MTS was to establish a position where a savings level for the
period of the 2010 Spending Review (i.e. the next 4 years) could be identified that would allow
the future level of savings to be reduced to a more manageable level.

The outcome was a savings target of £6.261m over the 4-year period to 2014/15, based on the
profile of £2.068k in 2011/12, £0.972m in 2012/13, £1.348m in 2013/14 and £1.872m in
2014/15. These represented minimum levels for each year in order to meet the overall financial
projections and strategy.

Therefore, a key consideration in this review is the overall performance against both the net
savings target for the budget year and the implications for the target level of savings for the
other years in the 4-year target period.

The table below summarises the overall position against cash limit, based on the items reviewed
above:
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Table 22 : Review of General Fund Funding Available for PPF Bids

Factor

Funding agreed as part of the
September 2010 MTS

Adjusted for the effects of :

2010/11 Revised Budget [section
3]

Revenue items approved since
MTS [section 4]

Government Grant
- pre-Settlement [section 5]

Non-Cash Limit Items
[section 6]

Performance against Cash Limit
[section 7 and Appendix E]

Council Tax income [section 8]
Net Effect Above / (Below) Cash
Limit

The conclusions are that :

2010/11  2011/12
£ £
(500,000)
(830,920)

0 0
0
0 8,610
(105,850)
0
(830,920) (597,240)

2012/13
£

(500,000)

8,610

(162,550)

(653,940)

2013/14
£

(500,000)

8,610

(212,550)

(703,940)

2014/15
£

(500,000)

8,610

(396,450)

(887,840)

e The net position on the Revised Budget for 2010/11 results in a sum of £830,920 being
available. This can, effectively, be used to offset the remaining net pressure in 2011/12, and

future years.

e Section 7 and Appendix E confirm that the net level of savings identified has exceeded the
target set in the MTS in 2011/12 and each subsequent year.

e The table confirms that the £500k funding for PPF bids set for 2011/12 as part of the MTS
could be increased to a maximum affordable on-going level of £597,240.

Even if the affordable level of funding for PPF Bids is raised to the maximum level indicated as
affordable (i.e. £597,240) there is still further funding available which could be used for one-off
spending, or spending commencing in future years.

Potential uses which could be considered for application of this funding include :

e Meeting the additional cost pressures in early years of the MTS period resulting from the
anticipated ‘front-loading’ of the Government’s reduction in Formula Grant;

e Any PPF Bids which are for a fixed-term period, or which commence in 2012/13 or later

years;
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10.12

10.13

10.14

10.15

10.16

10.17

10.18

e Increasing the funding available for Capital spending, through an increase in Direct revenue
Funding on a short-term basis;

e Earmarking funding towards one-off costs associated with the Growth Agenda — to add to
the additional Council tax yield which is already being earmarked,;

e Making a further contribution to the Efficiency Fund;

e Making a further contribution to the Climate Change Fund.

Potential uses are further considered in Section 16 in light of the implications of the Provisional
Local Government Settlement.

If the additional funding is not applied it will serve to increase the level of Reserves in future
years.

The current list of PPF Bids are shown in Appendix I.

These can be analysed, across Portfolios, based on the priority ratings that have been proposed
by Executive Councillors for Scrutiny Committee consideration, as follows :
Table 23 : Analysis of PPF Bids by Priority Rating

PPF Bid Priority 2011/12 2012/13 2013/14 2014/15

£ £ £ £
High 257,400 253,100 243,100 243,100
Medium 55,000 55,000 55,000 50,000
Total PPF Bids 312,400 308,100 298,100 293,100

Compared with PPF Funding Available, giving :

(Under) / Over Commitment (187,600) (191,900) (201,900) (206,900)

It should also be noted that the funding required to meet the cost of bids submitted reduces by
an additional £50,000 in 2015/16 as a 4-year fixed-term bid (PPF2641 Tree Planting Project)
ends.

In addition, all bids have been considered in respect of their impact in terms of Climate Change,
and the ratings for the PPF Bids have been considered by the Environmental Strategy Group
(ESG). The priority ratings for budget proposals as recommended by the ESG are detailed in
Appendix T.

In reviewing PPF Bids for approval, the Council’s process requires that consideration is given to
the relative value PPF Bids compared to the additional Savings that their inclusion would require.

The relatively modest level of PPF Bids submitted as part of this year’s budget process could
reflect awareness of the need for restraint in the current financial climate and the relative value
of additional bids when compared to the further savings that would need to be identified.
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10.19 Given the level of PPF Bids received, the following analysis is based on retaining sufficient PPF
funding to allow for the potential for all such bids to be approved.

Review of Future Savings Requirements

10.20 The net position against the Cash Limit requirement for 2010/11 provides the context for
reviewing the future years net savings requirements from the September 2010 MTS.

10.21 The effect of the overall performance on the 2011/12 Budget, results in the following
recalculation of remaining net savings requirements in future years :

Table 24 : Review of Future Net Savings Requirements

2010/11 2011/12 2012/13 2013/14  2014/15

Factor £ £ £ £ £

Net Effect Above / (Below)

Cash Limit B/Fwd (830,920) (105,850) (162,550) (212,550) (396,450)

Less Adjustments to future net savings targets :

Reduction in 2012/13 Net

. 162,550 162,550 162,550
Savings Target

Reduction in 2013/14 Net

Savings Target 50,000 50,000

0 0

Reduction in 2014/15 Net
Savings Target

Net Effect Above / (Below)
Cash Limit

10.22 The table demonstrates that after reviewing the requirements for net savings in future years a
net sum of £936,770 remains. The effect of this will be to increase the overall level of Reserves
for the General Fund.

10.23 The resulting effect on the future net savings requirements from 2011/12 onward is :
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10.25

10.26

10.27

Table 25 : Revised Levels of Future Net Savings Requirements

2012/13 2013/14 2014/15 2015/16

Factor £ £ £ £

Net Savings Required (per Sept. 2010

MTS) 972,450 1,347,860 1,872,210 1,000,000

less Adjustments to future net savings targets :

Overachievement against Cash Limits (162,550) (50,000) (183,900) 0
2011/12 PPF Funding Unused (191,900) (10,000) (5,000) (50,000)
Revised Net savings Required 618,000 1,287,860 1,683,310 950,000

This confirms that the additional ongoing savings identified as part of the 2011/12 budget
process have enabled a material reduction in the levels of net savings required for future years,
emphasising the importance of considering future years and not just a single budget year as part
of the process.

The effect of the proposals in the tables above on the level of reserves is shown below :

Table 26 : Effect on the Level of General Fund Reserves —2011/12 to 2015/16
2011/12 2012/13 2013/14  2014/15 2015/16

Reserves at Year End € € € € €

September 2010 MTS 2,792,340 4,012,700 4,994,650 5,911,580 5,713,715

February 2011 BSR

2,852,160 4,132,740 5,160,920 6,108,110 5,796,980
[pre-Settlement]

The full cashflow and reserves implications associated with the actual profile of spending are
reflected in the updated General Fund Projection.

This confirms that the Reserves position can be maintained above the Minimum Reserves Level
for all years in the projection, with levels slightly higher than those approved as part of the
September 2010 MTS.
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111

11.2

11.3

11.4

115

11.6

11.7

11.8

Housing Revenue Account (HRA)

The Housing Revenue Account (HRA) is a ring-fenced account.

The key strategic aim for the HRA in recent years has been to deliver a balanced 20-year
projection, reflecting the principle of sustainability, whilst ensuring the availability of sufficient
revenue resource to meet the need for capital investment in the housing stock, achieving and
maintaining the decent homes standard. Anticipated changes to the funding for council housing
from April 2012 will necessitate longer term business planning for the HRA, with the need to
demonstrate financial viability for a minimum of 30 years.

Using the assumptions included in the Draft HRA Subsidy Determination, to achieve a 20 year
balanced projection, maintaining a minimum working balance and a target level of HRA reserves
of £1m and £3m respectively, savings at a minimum of 3% per annum will be required on an
ongoing basis. As part of the MTS, the savings target of 3% was agreed for 2011/12, recognising
that a higher level of savings may be required in future years, pending the outcome of the
national review of Council Housing Finance.

The savings target has been set at a level above that required in order to create policy space of
£75,000 per annum on an ongoing basis. Any additional savings identified would increase the
level of funding for key policy initiatives, or be utilised to reduce pressure to achieve savings in
future years. This has formed the basis for the detailed budget work for 2011/12, which is
summarised below.

Under the current funding system for local authority council housing, the HRA is subject to an
annual subsidy determination that sets the level of management, maintenance and major
repairs allowance for the following year, while also determining the level of average rent to be
set. This report incorporates the Draft HRA Subsidy Determination, which was issued later than
anticipated on 5" November 2010.

Rent Restructuring

In April 2011 the tenth phase of rent restructuring, the Government’s system (initially
introduced in April 2002), of calculating the rent of council dwellings based on both average
manual wages and property values will be implemented.

A Government review, after the introduction of rent restructuring, necessitated recalculation of
target rents using revised figures for average property valuations, average sector rents and
inflation. This had the effect of increasing average target rents for the authority. The DCLG also
introduced a cap on the average rent increase for the authority of 5% for 2006/07 and 2007/08,
with the maximum level of rent increase that any tenant can receive remaining at inflation (RPI
at September) plus half percent (0.5%) plus £2.00 per week to protect individuals from huge
increases.

The Government initially expected that the transition from rent levels at the outset, to formula
rents, would take up to ten years to complete, and April 2011 should have seen the achievement
of this. However, in April 2008, the initial ten-year period was extended by 5 years, from
2011/12 to 2016/17, in April 2009 by a further 7 years to 2023/24 and in April 2010 the
remaining period was reduced to 2012/13.
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11.10

11.11

11.12

11.13

11.14

11.15

11.16

Following release of the Draft Housing Revenue Account Subsidy Determination for 2010/11,
anticipated to be the last that the Council will receive, it is proposed by the Department for
Communities and Local Government (CLG) to use the level of inflation (RPI) at the preceding
September, in this case 4.6%. The proposal, as in the previous 3 years, is to again move the
intended date of rent convergence, this time to 2015/16.

Assuming an inflation factor of 4.6% (RPI at September 2010) as the base rate at which guideline
rents will be increased and taking into account the proposed change in rent convergence to
2015/16, Cambridge City Council would see an overall increase in guideline rent of 6.89% from
April 2011. This in turn drives the increase that local authorities apply to actual rents.

Taking into account the limit on individual rent increases of inflation at 4.6% plus 0.5% plus
£2.00 per week, and a revised intended rent convergence date of April 2015, there will be a
significant increase in individual rents from April 2011. This is in direct contrast to 2010/11,
where the negative inflation factor at September 2009 resulted in no individual increase of more
than £2.00 per week from April 2010. Rent convergence is unlikely to be achieved at a local level
based upon average rent calculations until 2017/18, assuming the existing constraint upon rent
increases continues to apply. The average rent increase for Cambridge City Council tenants for
2011/12 will be 7.45% or approximately £5.59 per week.

Any loss to local authorities, as a direct result of the constraint applied in individual rent
increases, continues to be compensated in the form of caps and limits adjustments to the
guideline rent, which in turn determines the value of guideline rent payable to the CLG as part of
the subsidy calculation. In 2010/11, the value of this constraint (caused by negative inflation and
a movement in the convergence date) coupled with the previous decision by CLG to pay this
compensation a year in arrears, caused a significant impact on cashflow projections for the HRA,
which in turn impacted on revenue resources available to finance capital investment in our
housing stock. A positive inflation factor for 2011/12, combined with the decision to extend the
rent convergence period by a further 3 years has a positive cashflow impact for the Council from
April 2011. On the assumption that the improved base rental position will form part of the
revised opening debt settlement under the new self-financing regime, thus increasing our
opening debt value, it is proposed to retain the cashflow benefit in housing revenue account
reserves for 2011/12.

At HMB on 8 February 2010, it was agreed that future Leasehold Administration Fees would be
presented for approval as part of the budget report. Officers from Legal Services and Leasehold
Services have calculated the time and resources required to carry out work for individual
leaseholders in respect of pre-sales enquiries and notices of assignment. It is proposed that the
current fee of £50.00, which has not increased for several years, be increased to £75.00 in
respect of both. This will take effect from April 2011, and the table of fees is shown as part of
Appendix B.

Garage Rents are to be subject to an inflationary increase of 2.73%, in line with an average of
employee and building cost inflation applying to the HRA.

Service charges for gas maintenance, door entry systems, lifts and electrical and mechanical
maintenance will be increased by a maximum of inflation at 4.6% plus 0.5%, if required, to
continue to recover full estimated costs.

New service charges for disabled adaptations will not be introduced, and service charges for
stair lifts will cease to be applied, with effect from 4 April 2011, with any existing charges being
terminated from this point.
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11.17 Caretaking, communal cleaning, estate services, grounds maintenance, window cleaning,
temporary housing premises and utilities, sheltered scheme premises, utilities and catering
charges continue to be recovered at full cost.

Revised Budget 2010/11

11.18 Appendix K sets out the proposed revised revenue budget for the HRA, and the table below
presents the overall position in comparison with the budget at September 2010.

Table 27 : HRA Revised Budget Comparison 2010/11

2010/11 Budget
Budget Revised Budget
Sep 2010 £ Feb.2010 £
Total HRA deficit for the year 1,739,480 1,506,500
Variation on previously reported projection (232,980)

11.19 The budget at September 2010 represented a planned use of reserves of £1,415,180. The
proposed revised budget reduces this use of reserves by £232,980 in 2010/11.

11.20 Major variances have been identified in the following areas:

HRA General (£94,600) — Savings in employee costs and training as a result of vacancies
and reduced working hours. Savings in the project management costs associated with
the upgrade of Orchard, where Serco support days are being used to meets the needs of
the project. Reductions in business running costs as a result of effective procurement.

HRA Special (£87,100) — Underspending in employee costs due to vacancies, reductions
in spending in respect of sheltered schemes either de-commissioned or decanted / being
decanted awaiting refurbishment / redevelopment.

HRA Repairs (£17,070) — savings in employee costs, delivered by holding a vacancy in
the Technical Services team, pending restructure of the service (£29,950), partially offset
by virement from the Summary Account in respect of the Property Services SLA for
repairs to commercial HRA properties.

HRA Summary Account (£34,210) — Additional rent income anticipated in 2010/11
(£24,240) and also leasehold service charge income due to the charging of full
management costs (£20,910). This is partially offset by an estimated reduction of
£23,820 in garage and commercial property rent income predominantly due to increased
void levels. A budget amendment of £12,880 reflects the opposite side of the virement
into HRA repairs in respect of the Property Services SLA above.
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11.23

11.24

11.25

11.26

11.27

11.28

11.29

2011/12 Budget

A summary of the budget for the Housing Revenue Account is shown in Appendix J. This
includes the effects of the proposed savings and bids together with the impact of the proposed
new charges.

The proposed savings and bids, identified during the budget process to date, are detailed in
Appendix L. The savings identified during the budget process for 2011/12 total £741,510, against
a target of £214,690, which was set at a level to allow £75,000 policy space.

A number of unavoidable revenue bids have also been identified, which total £114,230. These
include reductions in anticipated income from Supporting People, via service charges for stair
lifts and in rental income for garages and commercial properties.

Development bids of £283,000 have been identified against the policy space in the Housing
Revenue Account of £75,000, both to meet the additional investment required to undertake
photo-voltaic installations on key HRA dwellings and to equip us to respond effectively to the
Government’s changes in council housing finance.

The net result of all savings, unavoidable bids and PPF bids is an over-achievement in savings of
£204,590. This, coupled with cash limit adjustments of £84,830, predominantly to remove the
ongoing impact of time limited bids approved in prior years, results in a reduced need to call
upon reserves in 2011/12 of £289,420.

A cash limit adjustment of the £289,420 is therefore proposed, to reflect the reduced use of HRA
balances in 2011/12, thus retaining the anticipated positive in year cashflow impact of the
proposed changes in the Government’s rent restructuring policy as part of the subsidy
determination.

In 2011/12 this figure increases to £587,340 and a similar approach to retaining the anticipated
in year surplus is proposed in recognition that the calculation of the opening debt settlement
under self-financing will be revisited by CLG to include the higher base rental position.

The table below details the impact on the Housing Revenue Account of the Draft Housing
Subsidy Determination received on 5th November 2010. Based upon the Draft Determination,
Cambridge City has received increases in both management and maintenance allowances, the
former of which was greater than anticipated. Both changes locally, compared to the national
picture, in respect of reported crime and an increase in the number of relets and terminations in
HRA property have contributed to the increase in management allowances. The level of major
repairs allowance has not received an increase in line with expectations, due predominantly to
changes in the geographical cost adjustment factor applied in the formulae used to calculate
allowances.

Guideline rents are increased by 6.89% locally before caps and limits adjustments. The increase
in guideline rent will be 5.66% after caps and limits adjustments are applied. Based upon the
draft determination, the period for rent restructuring convergence will be extended, with
convergence anticipated in 2015/16.

February 2011 Page 68 Section 11



2011/12 Budget-Setting Report

11.30

11.31

11.32

11.33

11.34

Table 28 : Key HRA Revenue Subsidy Elements

2010/11 2011/12 Change
Subsidy Element
£ £ £ %
Maintenance Allowance 1,033.34 1,048.73 15.39 1.49%
Management Allowance 545.67 573.01 27.34 5.01%
Guideline Rent (3,997.12) (4,223.58) (226.46) 5.66%
Net Position (2,418.11) (2,601.84) (183.73) 7.6%

The Major Repairs Allowance has a proposed increase of 1.71%, resulting in an allowance of
£691.09 in 2011/12 compared with £679.55 in 2010/11.

An overall summary of the position, for 2011/12 to 2015/16 is shown below. This shows a
balanced revenue position, where, with the exception of 2011/12 where additional balances are
intentionally retained, all available surpluses and revenue balances are assumed to utilised to
fund capital expenditure.

In considering and recommending a budget for the HRA for 2011/12, officers have taken account
of anticipated financial pressures associated with the Housing Revenue Account for 2011/12 and
beyond, and the outcome of the 2011/12 Housing Revenue Account Subsidy Determination. The
revenue expenditure associated with the management and maintenance functions for our
housing stock is subject to a comprehensive annual review, with on-going target savings at 3.8%
required for the long-term, to enable delivery of a sustainable HRA for 25 years and facilitate
investment in our Housing Capital Programme through Direct Revenue Financing of Capital.

Table 29 : Net Effect of 2011/12 HRA Revenue Proposals

2011/12 2012/13 2013/14 2014/15 2015/16
Forecast Forecast Forecast Forecast Forecast

£ £ £ £ £

Total deficit / (surplus) for the

year for the HRA 139,450 500,000 22,000 0 0

The HRA projection shows a balanced revenue position, where all available surpluses and
revenue balances are being used to fund capital expenditure in accordance with the
assumptions made as part of the revised 20 Year Housing Revenue Account Projections, reducing
balances by £139,450 in 2011/12, £500,000 in 2012/13 and £22,000 in 2013/14, reaching the
target level of £3 million by the end of 2013/14.

The assumptions made within the Housing Revenue Account budgeting model to produce the
projections below, include general inflationary increases of 3.2% for 2011/12 and future years,
interest on balances of 0.69% for 2011/12, increasing to 1.81% for 2012/13, 3.31% for 2013/14
and 3.75% from 2014/15. The assumption of a real increase in building costs of 1% has been
removed for 2011/12 and 2012/13 in light of the decision to retain responsive repairs in house,
with a proposed pay freeze for two years. Subsidy allowances for management and maintenance
are adjusted, assuming that government targets will be met by 2015/16.
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Process Issues

11.35 Housing Management Board considered the detailed budget report for the Housing Revenue
Account (HRA) on 11 January 2011, with Community Services Scrutiny Committee considering
the capital position on 13 January 2011. The recommendations approved by the Executive
Councillor for Housing will be reported to Council on 17 February 2011.

11.36 Given the statutory ring-fenced nature of the HRA, the decisions taken do not impact directly on
either the General Fund or the setting of the Council Tax.
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12.9

Asset Management

Asset Management Group (AMG)

The Council’s Asset Management Group (AMG) have a number of key roles to play in terms of
the asset management aspects of the annual budget process.

The remit for the AMG includes monitoring the use of existing assets and identifying the need
for new assets on a corporate basis. It also maintains an overview of the availability of capital
funding and the agreed asset disposal programme. In addition it has a role in providing a
corporate overview of the achievement of the Capital Plan.

Capital Monitoring

The AMG review all new non-ICT capital proposals and the associated project appraisals (ICT
proposals being reviewed by the ICT Steering Group) to ensure that they provide a clear business
case and are in line with the Council’s overall strategy as well as the individual service strategy.

The Group is also the forum for monitoring progress against the approved Capital Plan, and an
enhanced capital monitoring system was approved in August 2007 to reflect lessons learned
from experiences in the previous year relating to the early identification of schemes which are
slipping against the approved timescales.

Monthly monitoring reports are based around a simple ‘traffic light’ approach to indicate
whether schemes are progressing to budget and timetable, enabling exceptions to be identified
and required remedial action to be considered. Reports are produced on a monthly basis, for
consideration by Departments, with overview reports at identified key stages being made to
AMG and CMT.

The process has identified a number of areas of slippage, totalling £3.52m, within the General
Fund Capital Plan in the current year. These are being reported to the relevant scrutiny
committees in this cycle of meetings, and have been incorporated in the capital sections of this
document. The financial implications have been built into the overall projections in this
document.

This system assists in earlier identification of potential slippage, allowing effective actions to be
considered and implemented. It has also resulted in improved information to feed into the
capital financing decision process (and hence into projections of external interest receipts).

AMG has also had a role in overseeing existing Capital Programmes, ensuring that appropriate
time limited Programmes continue to meet the aims set out in their remits and to determine
whether future funding would be appropriate and justifiable.

The majority of the programmes come to an end at 31 March 2011 as outlined in the section on
Capital (Section 13). As shown at Page 126, Table 26, of the MTS 2010, programme reviews
were taken to the January scrutiny committee cycle.
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12.18

Property Portfolio Review

The significant growth requirement around the City has provided the Council with opportunities
to bring forward land for development (commercial and / or housing), with possible additional
capital receipts or to meet other objectives of the Council. This may result in significant
opportunities for capital reinvestment over the medium-term as the receipts are realised or
enable delivery of other objectives through partnerships or collaborative agreements.

Major sites identified through the Property Portfolio Review include land at Orchard Park and
Clay Farm for housing, and land at Cowley Road for commercial uses. Smaller sites have also
been identified but with potential to generate reasonable capital receipts or provide land for the
Council’s own purposes such as Council house building. Given the pressure for development,
other windfall sites may be identified, e.g. the redevelopment on land currently occupied by low
density housing that is in need of renewal, infill sites.

The Property Portfolio Review also considers under-utilised property and allows consideration of
more beneficial uses. The Guildhall Project, for example, freed up space for commercial
development and allowed for reinvestment in improving both service delivery and the Council’s
property.

The current year’s Property Portfolio Review is underway looking at the majority of the Council’s
commercial assets and other key asset groups such as public conveniences, car parks, swimming
pools and community centres. This will challenge the reasons for holding such properties,
identify those where more detailed review is necessary or where assets may be suitable for
community transfer. This should lead to future asset disposal and reinvestment opportunities as
well as more localized / individualised property strategies at property, not portfolio, level.

Some potential strategic acquisitions have also been identified through this process and these
are reported through the Asset Management Group. The Property Portfolio Review should help
to identify possible funding solutions for these by disposal of under-performing properties with
reinvestment into strategic acquisitions.

Current market conditions mean that in the short term, decisions not to sell may be made
pending an improvement in the market or alternative approaches to open market sale may be
considered.

As receipts from disposals cannot be guaranteed until buyers are found and legal agreements
concluded, possible usable receipts are not taken into account for funding purposes until a sale
is contractually committed. On completion of a sale, the receipt would be applied in line with
the Council’s financing strategy, effectively replacing existing use of reserves in the first instance.
This prudent approach allows the Council to manage the financial risks around disposals and this
is especially necessary in uncertain market conditions.

Figures for rental income built into the forecast allow for changes due to the projected disposals.
Detailed findings from the review are normally reported through the Asset Management Group
with larger development or collaboration opportunities reported to the Strategy and Resources
Scrutiny Committee.

When planning any further asset disposals, the revenue impact of the disposals (i.e. the
potential loss of net rent income from the asset against the income which would be received
from the investment of the set-aside portion of the receipt) is also taken into account.
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12.25

A key part of the Property Portfolio Review, complete in 2010, has been the Asset Register — a
reference guide to all commercial and administrative buildings within the City. Key data is
included for each individual property including a brief description, building size and energy
consumption as well as standard data such as the site address.

This will provide an enhanced basis not just for identifying any under-performing assets, but also
the priority requirements for repair or reinvestment in assets as well as those where investment
can address poor environmental performance.

The review process has highlighted a number of assets which the Council has identified for
disposal, and these are outlined below:

Table 30 : Assets Scheduled for Disposal

Anticipated
Point of Fund Asset Comments
Disposal

Former agricultural green belt,
2011/12 GF Land at Clay Farm now within Southern Fringe. Part
affordable housing.

On hold pending outcome of

Hold GF Site K1, Orchard Park review of self build scheme

Cowley Road Park & Ride

2013/14 GF Subject to Area Action Plan

Site
Former nursery school, Possible market disposal or
AL HRA Wadloes Road transfer to RSL

Prospective sale, subject to
Uncertain HRA  127/159 New Street planning permission being granted
for two developments

The asset disposal schedule is reviewed by the Council’s Asset Management Group on a monthly
basis, and provides a key context for medium and long-term capital financing decisions.

The Council’s Office Accommodation Strategy will come to the fore during 2011/12 as
restructured departments move to premises more suited to their service needs. The aim of the
strategy is to reduce the need to rent or lease premises resulting in direct cost savings to the
Council. In addition, work is continuing to review options for the future provision of depot
facilities for the Council.

The ongoing economic downturn will impact significantly on the level of receipts that may be
achieved on disposal of assets and this will need to be factored in to any decisions regarding
future disposals.

The Council maintains a policy of identifying possible strategic acquisitions where such
acquisitions may benefit the Council’s asset base or development potential.
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Capital Plan

Financing Strategy

The Local Government Act 2003 introduced changes to the financing of capital expenditure,
including the abolition of credit approvals and a new prudential capital finance system, which
was introduced from 1 April 2004.

Under the new system a local authority is free to make its own borrowing decisions based on
what it can afford.

Members will recall that the Council is currently debt-free, in that it has no external borrowing.
However, any potential advantage to the Council in undertaking Prudential Borrowing is
regularly reviewed as part of the annual budget process, and in conjunction with any
appropriate new capital proposals.

The Council is planning to undertake a modest level of prudential borrowing, in 2010/11, in
relation to its successful bid for Homes and Communities Agency funding towards the cost of
building 7 new units of affordable housing. The cost of these units, together with an additional
unit to be funded entirely from Council resources, is estimated to be £1,022,000. This will be
funded from grant, £295,000, and Council resources, £444,000, with the balance from prudential
borrowing £283,000.

However, it is likely that the Council will have to undertake significant borrowing as part of the
financial transactions which will result in the ending of the current HRA subsidy system and the
move to a self-financing approach for the HRA from 2012/13.

The September 2009 MTS removed the previously identified potential requirement for £1.1m of
prudential borrowing for a 3-year period from 2010/11 in order to release Direct Revenue
Financing and so meet anticipated cashflow pressures. This position will continue to be subject
to review in light of the affordability of revenue contributions, pressures on capital and the
objectives of the Council.

The main advantages offered through borrowing under the prudential framework would appear
to be in terms of :-

a) Rescheduling capital expenditure - where existing levels of revenue used to directly
fund capital schemes are used instead to meet the costs of borrowing, allowing a
significant initial amount to be spent. The downside of this is that it is primarily a
one-off move, bringing forward expenditure or facilitating a single expenditure on a
significantly higher level than could otherwise be afforded.

b) Spend-to-Save schemes - where the capital investment achieves revenue savings,
which could wholly or largely meet the ongoing revenue costs associated with the
level of borrowing required.

c) Short-term borrowing — to replace Direct Revenue Financing for capital in order to
maintain recommended minimum levels of General Fund working balances.
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The new prudential framework seeks to formalise and standardise good practice, particularly in
terms of making clear the revenue consequences of capital spending decisions. To this end a set
of Prudential Indicators are to be approved and published by authorities each year [shown in
Appendix M (a)].

The City Council has always ensured that revenue implications and affordability are central to
decisions on capital, and that the decision-making process this year does not require any
additional Council Tax increase to meet specific new approvals.

The updated overall availability of funding through to the year 2014/15 is shown at Appendix R.

Capital Plan

The current approved Capital Plan is shown at Appendix N. This includes items that have been
approved by the Leader (out of cycle) since the MTS 2010, as shown in Table 8 of Section 4.

A more detailed breakdown of the Housing Capital Programme, which includes both Housing
Revenue Account and Housing General Fund expenditure is shown in Appendix S. The 10-year
programme was reviewed substantially in November 2008, following the Subsidy Determination
for 2008/09, and will be reviewed again once the outcome of the consultation on the Future of
Council Housing Finance is received from Treasury / CLG (expected in Spring 2010). Particular
pressures exist in 2010/11 and 2011/12 in respect of the need to respond to fire safety risk
assessments and undertake the required remedial works.

Lead Officers have reviewed the current year variations for each scheme and programme.
Where adjustments (reprofiling) are required, then proposals for re-phasing of expenditure and
related funding are being submitted for approval, as shown in Appendix N.

In addition to the plan, an overview of the current approved Hold List is shown at Appendix P. A
review of the Hold List has been undertaken as part of the budget process.

The Hold list currently contains only one item, works at Park Street Car Park, which are
scheduled as required until 2011/12. Subject to items proposed in the January 2011 committee
cycle, no new bids for items to add to the Hold List have been raised.

A listing of the capital bids, which have been submitted by spending committees, is shown in
Appendix Q. This includes schemes that have existing funding provision from Repair & Renewal
Funds or Developer Contributions.

Relevant bids have been considered by each of the key officer working groups (AMG, CUGG, ESG
and ICT Steering Group) as part of the budget process.

The Capital Plan will be updated for any items approved as outlined in paragraphs 13.12 and
13.15 above.

In considering the bids, the context of funding availability must be considered. The requirement
for additional funding for each category of Capital bid is shown below, compared against the
total funding available :
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Table 31 : Capital Funding Availability Compared with Bids

2012/13
£000

2010/11 2011/12

£000 £000
Funding required for :
Post MTS Approved Bids 0 0
Unavoidable 0 0
Bids with Funds 0 0
Bids Bequmng 5 815
Funding
Sub-total 7 815
Funding Available (238) (975)
add Funding no longer
. 0 0
required
Revi |
evised (Surplus) / (231) (160)

Shortfall in Funding

437
437

(1,380)

(943)

2013/14
£000

287
287

(1,380)

(1,093)

2014/15
£000

287
287

(1,380)

(1,093)

13.20 When making decisions about affordability it is important to take into account the potential
pressures that could arise from the reviews of existing Capital Programmes as they reach the
end of their approved timescales. The table below highlights the significant number of reviews
due in preparation for 2011/12 - timing designed to link with the start of the next Government
Spending Review period, and the associated indications of revenue funding for the next 3 years.

Table 32 : Approval Periods for Current Non-Housing Capital Programmes (including bids & re-

phasing proposals)

Capital Ref Description

PROO3 City Centre Management Programme

PR0O06 Safer City Programme

PROO7 Cycleways

PRO10 Environmental Improvements Programme (Area
Committee allocations to be agreed)

PRO10a Environmental Improvements Programme - North

PRO10b  Environmental Improvements Programme - South
Environmental Improvements Programme -

PRO10c West/Central

PRO10d Environmental Improvements Programme - East

PRO10di Environmental Improvements Programme -

Riverside/Abbey Road Junction

2010/
11
£000

21
22

311
105

142
72

90
279

577

2011/
12
£000

20
17
240

200

49
83

85

2012/ 2013/ 2014/
13 14 15
£000 £000 £000

20
17

100

200

tba

tha

tha

20 20

17 17
100 100
200 200
tba tba
tha tha
tha tba

97 tba tba tba
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Capital Ref

PRO10j

PRO10k

PRO14
PRO16
PRO17
PRO18

PRO19

PRO20
PRO22
PRO23

PRO24

PRO25

Description

Environmental Improvements Programme -
Fitzroy/Burleigh Street

Environmental Improvements - Wulfstan Way
Local Centre

Environmental Safety Fund
Public Conveniences
City Services - Vehicle Replacement Programme

Bus Shelters

Car Parks Infrastructure and Equipment
Replacement Programme (also see individual
schemes)

ICT Infrastructure Programme
Local Nature Conservation

Admin Buildings Asset Replacement Programme

Commercial Properties Asset Replacement
Programme

New Town Community Development Capital
Grants Programme

Capital-Programmes

2010/ 2011/ 2012/ 2013/ 2014/
11 12 13 14 15
£000 £000 £000 £000 £000

33

1

25----
1

147 350

s I
1,178 612 540 960 750

4 722 269 244 789

689 642 300 560 540

1 1 1

179 68 52 41 70
26

4,187 3,877 1,738 2,222 2,486

13.21 When compared with the projected funding available for capital expenditure the overall position
is projected to be (including bids and rephasing):-

Table 33 : Commitments Against Available Capital Funding —2010/11 to 2014/15

Factor 2010/11 2011/12 2012/13 2013/14 2014/15
£000 £000 £000 £000 £000
Schemes 3,264 9,380 1,699 5 0
Programmes 20,635 17,807 9,571 10,154 10,520
Total Spend 23,899 27,187 11,270 10,159 10,520
Available Funding (24,130) (27,347) (12,213) (11,252) (11,613)
(Surplus) / Shortfall in (231) (160) (943) (1,003) (1,003)
Funding
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13.27

13.28

The significant level of funding available from 2012/13 onwards reflects the completion of a
number of capital programmes following reviews which were reported to Scrutiny committees
this year. It should be noted, however, that this level of available funding is also dependent on
the continued affordability of an annual contribution of £1.38m from revenue each year to
support capital spending.

Work is being progressed to review the Council’s office accommodation requirements, which will
also reflect the implications of the Customer access project. This will feed into the scheduled
review of the Office Accommodation Strategy in 2011/12, supporting the strategic aim of
reducing the need to rent / lease premises resulting in direct cost savings to the Council. In
addition, work is continuing to review options for the future provision of depot facilities for the
Council.

The first of these reviews relating to Programmes listed above is being submitted for PRO06
Safer City as part of the January 2010 committee cycle, although consideration of any extension
and associated funding is intended to be included in the September 2010 MTS.

Asset Management Group has requested that all lead officers submit reports to scrutiny
committees in time to enable relative consideration and prioritisation of any requests for
continuation as part of the September 2010 MTS.

The overall position is that all of the bids submitted requiring new funding can be
accommodated, if they are deemed to be appropriate and desirable.

It is recommended that any capital approvals should be limited to the revised level of
uncommitted capital funding level available, as a basis for the consideration of bids
recommended to Council.

The Environmental Strategy Group have also made recommendations on Capital Bids in terms of
their contribution to the Climate Change agenda, in order to aid consideration of the items.
These are shown in Appendix T.
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14.8

Treasury Management

Background

Under Section 3(5) of the Local Government Act 2003 and supporting regulations, the Council
must ‘have regard to’ the CIPFA Prudential Code and the CIPFA Treasury Management Code of
Practice to set Prudential and Treasury Indicators (including an ‘Authorised Limit’ for borrowing)
for the next three years, in order to ensure that its capital investment plans are affordable,
prudent and sustainable.

The Prudential and Treasury Indicators, together with the Council’s approved lending list, are
incorporated into the Treasury Management Strategy Statement, Annual Investment Strategy &
Minimum Revenue Provision Policy Statement in Appendix M(b).

The following paragraphs detail the position in relation to the Council’s Icelandic bank
investments (largely unchanged from that reported in the MTS) and the ongoing review of
treasury management matters.

Icelandic Investments

Cambridge City Council is one of at least 123 local authorities directly affected by the collapse of
Icelandic banking institutions during 2008/09. The Council had a total of £9 million in short term
investments (i.e. those with maturity periods of up to one year) with two of the affected banks
(Landsbanki Islands hf and Heritable Bank Plc).

The Council continues to work with the Local Government Association (LGA) and the legal
advisors they have engaged, on behalf of the affected authorities, to seek maximum recovery of
the amounts owed.

The security of these investments is uncertain but it is likely that the Council will be not recover
all of its investments, together with accrued interest owed. At this stage the extent of financial
loss cannot be finally determined but an estimate of the level of impairment of these
investments has been made, taking account of the latest information available from the LGA,
respective administrators and based on advice issued by the Chartered Institute of Public
Finance and Accountancy (CIPFA) Local Authority Accounting Panel. The latest information and
advice, on which budget preparation has been undertaken, is as follows:

Heritable Bank Plc

The City Council had a total of £4 million deposited with Heritable Bank Plc. which was placed in
administration on 7 October 2008.

The latest creditor progress report was issued by the administrators Ernst and Young LLP in
August 2010. Projections suggest a base case return to creditors of 79 to 85 pence in the pound.
The higher value is based on winding up the administration in 2012 rather than 2010; 2012 being
the preferred option of local authority representatives on the creditors committee.
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14.13

14.14

Having reviewed the content and advice contained in the latest LLAP Bulletin issued, the Council
considers that a recovery at the top end of the estimate is the most likely outcome and
recognised an impairment, in the 2009/10 statutory accounts, based on an 85% recovery and
assuming the following remaining repayment dates and percentages. These assumptions have
also been used in forecasting cash flow and interest receipts as part of the budget process :

December 2010 - 5%
March 2011 - 5%
June 2011 - 5%
September 2011 - 5%
December 2011 - 5%
March 2012 - 5%
June 2012 - 5%
September 2012 - 5%

Up to the end of November 2010 the Council had actually received interim dividends
representing 45.39% of the total claim on Heritable Bank Plc which included interest accrued to
6 October 2008.

Landsbanki Islands hf

The City Council had a total of £5 million deposited with Landsbanki Islands hf. Following steps
taken by the Icelandic Government in early October 2008 the management of the affairs of what
has become Old Landsbanki was placed in the hands of a Resolution Committee.

Old Landsbanki affairs are being administered under Icelandic law and decisions on the priority
status of local authority deposits will be made by the Icelandic courts.

In calculating the expected recoverable amount in respect of these deposits the Council has
made the following assumptions in respect of timing of recoveries.

October 2011 - 2217%
October 2012 - 8.87%
October 2013 - 8.87%
October 2014 - 8.87%
October 2015 - 8.87%
October 2016 - 8.87%
October 2017 - 8.87%
October 2018 - 19.47%

This schedule is based on expected total dividends of 94.86 pence in the pound. However,
failure to secure priority status would have a significant impact on the amount of the deposit
that is recoverable and, if not achieved, the recoverable amount may only be in the order of 38
pence in the pound.
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Impairment Charge to the General Fund

The Council has taken advantage of the Capital Finance Regulations, issued in March 2009, to
defer the impact on the General Fund of the impairment of these investments. Under the
regulations the Council must transfer the balance of the impairment (held temporarily on the
Financial Instruments Adjustment Account) to the General Fund no later than 31 March 2011.

This requirement, together with the impact on the Council’s receipts from investments, have
been taken into account in the preparation of the 2010/11 and 2011/12 budgets and future year
forecasts.

Treasury Management Review

At their meeting of 27 May 2010, Council adopted the revised CIPFA Treasury Management
Code Of Practice. This Code re-affirmed the requirements for Council to receive, after year-end,
an Annual Report on the previous years treasury activities but also introduced a new
requirement for Council to receive a Mid-year Review Report on the current years activities

In addition, the Code required Council to instigate a formal scheme of delegation for the
implementation and monitoring of treasury management policies, strategies, practices, activities
and performance and for the execution and administration of treasury management decisions.
A reminder of this Council’s scheme can be found in Annex 4 & 5 of Appendix M(b), “Treasury
management Strategy Statement, Annual Investment Strategy & Minimum Revenue Provision
Policy Statement”.

Regular reviews of treasury management are also being undertaken involving the Leader and
Executive Councillor for Customer and Democratic Services. These reviews utilise a ‘Position
Statement’ document, completed at the end of each month, which highlights such issues as
current investment activity and the investment rates achieved.
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Equalities Impact Assessment, Uncertainties and Risk Assessment

In meeting the adopted principles of prudence and sustainability, a key consideration is the level
of risk and uncertainty faced by the Council. This is particularly an issue in light of the current
economic environment.

Equalities Impact Assessment

Under equality legislation, local authorities have legal duties to pay ‘due regard’ to the need to
eliminate discrimination and promote equality with regard to race, disability and gender,
including gender reassignment, as well as to promote good race relations. The Equality Act 2010
introduces a new public sector duty which extends this coverage to age, sexual orientation,
pregnancy and maternity, and religion or belief.

The law requires that this duty to pay ‘due regard’ be demonstrated in the decision making
process. Assessing the potential equality impact of proposed changes to policies, procedures and
practices is one of the key ways in which public authorities can show ‘due regard’.

As a key element of considering the changes proposed in this Budget-Setting Report, an Equality
Impact Assessment has been completed covering all of the Budget 2011/12 proposals. This is
shown in Appendix X.

The assessment identifies the impact that financial proposals could have on equality groups,
together with mitigation arrangements. It also includes an action plan identifying how

disadvantage or negative impact can be addressed, together with timescales and details of lead
officers.

Section 25 Report
Section 25 (s. 25) of the Local Government Act 2003 requires that the Chief Financial Officer

(CFO) must report to the authority, when it is making the statutory calculations required to
determine its Council Tax or precept, on the following :

a) the robustness of the estimates made for the purposes of the calculations, and

b) the adequacy of the proposed levels of financial reserves.

The majority of the material required to meet the requirements of the Act has been built into
the key reports prepared throughout the corporate budget cycle, in particular :

a) The Medium Term Strategy (MTS) [2010]

b) The budget reports to the January cycle of meetings (including revised budgets for
2010/11) and Portfolio Plans to be reported in the March 2011 cycle.
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This reflects the fact that the requirements of the Act incorporate issues which the Council has,
for many years, adopted as key principles in its financial strategy and planning; and which have
therefore been incorporated in the key elements of the corporate decision-making cycle.

This also reflects the work in terms of risk assessment and management which is built into all of
the key aspects of the Council’s work.

The Section 25 report will be included in the final version of this document at Appendix Y.

Uncertainties

The September 2010 MTS highlighted a range of issues which could potentially impact on
spending plans but which were effectively unquantifiable at that stage.

In recommending final spending plans for 2011/12 these items have been reviewed to
determine which are still an issue, and to what extent any issues should form part of the context
for the decision on an appropriate level of Reserves to be maintained.

Risk Assessment

Risk analysis and a determination of the adequacy of the level of reserves are key elements
within the statement which Directors of Finance are now required to provide, under section 25
of the Act, in conjunction with the final budget and Council Tax recommendations.

As with any major Council project, a risk assessment is prepared and reviewed during the course
of the development of the budget. This provides a basis to consider the impact and potential
mitigation for key factors, and identifies potential areas for sensitivity analysis to determine the
degree of exposure to risk.

This also draws on a review of the wider risks, which are highlighted in the Council’s Risk and
Assurance framework. The highest rated risks have been reviewed to assess whether there is a
direct financial implication, and whether proposals within the budget would serve to increase or
decrease the currently assessed risk rating.

The key risk themes which were identified as part of the latest Stage Review of risks in the
current annual cycle related to:

e The Economic Downturn - Impact on Council services, activities and finances

e Growth delivery and funding

e Management and delivery of key projects

e Health & Safety

e Impact of, and compliance with, legislation

As set out in the September 2010 MTS, key risk areas relate to the impact of the dramatic
economic downturn, on both the delivery of Council services and to the Council’s financial
position, and the continuing pressures through a potentially protracted period of economic
recovery.
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15.18 An assessment of the key areas of financial risk to the Council has been undertaken and the
results are included in Appendix U, in the form of a sensitivity analysis. In addition a review of
the timing of ‘Significant Events’ over the MTS period has been undertaken and is included in
Appendix V.

15.19 One of the key aspects of the Council’s financial planning is to ensure that an appropriate level
of reserves is maintained to facilitate temporary use of reserves to be employed to create the
time in which to effect the necessary changes in spending plans in a managed way in instances
where unforeseen eventualities occur.

15.20 The Council’s financial strategy includes a requirement to demonstrate financial sustainability.
This is confirmed through the use of the longer-term 25-year budget model, which demonstrates
that there is no underlying reliance on contributions from Reserves in the long-term to support
the indicated level of Council Tax.
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Local Government Finance Settlement 2010

The Provisional Local Government Finance Settlement was announced on Monday, 13 December
2010. By this time the majority of the detailed work on developing budget proposals for
2011/12 had been completed, based on the targets set within the September 2010 MTS. The
previous sections outline the resulting position.

This section reviews the content of the Provisional Settlement, where it is relevant to the City
Council, identifies the implications for the Council’'s financial strategy and plans and
recommends actions required.

Although it had been expected that the Settlement would give details of the proposed grant
allocations at local authority level for a 4-year period from 2011/12, it actually only contained
detailed information for the first 2 years of that period.

Whilst some of the supporting detailed information was released on the day, other key elements

are still awaited; and this has meant that there have been no published briefing documents or
commentaries at this time.

Implications of the Provisional Settlement for Cambridge City Council

The announcement contained three main areas of importance for the City’s financial planning :

Specific Grants

The announcement included details of 3 areas of Specific Grant which the Council will receive.
These are :

Table 34 : Provisional Settlement - Special Grants 2011/12 and 2012/13

Specific Grant Allocation Allocation
2011/12 2012/13
£ £

Preventing Homelessness 575,470 575,470

HB & CTB Admin. Grant 822,952 tba
Details awaited - 35,360
Council Tax Freeze in 2011/12 169,780 -
Total 1,568,202 610,830

This appears to indicate that the compensation for the Council Tax freeze in 2011/12 is only
being paid as a Specific Grant in the first year. It is not clear how this is proposed to be paid for
the remaining 3 years of the Spending Review period, but there had been earlier indications of a
switch to payment through Area Based Grant.
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Concessionary Fares

The Settlement also includes the financial adjustments associated with the transfer of this
function from District Councils to County Councils.

This has been reflected in two adjustments to grants:

¢+ the removal of the Special Grants relating to the function
¢+ an adjustment to Formula Grant entitlement

Whilst the funding provided through Special Grants could be easily identified and reversed, the
key question was what level of adjustment would be made to the main Formula Grant.

Formula Grant had been increased in both 2001 and 2006 to reflect the revised national scheme,
which had been introduced on those dates. Mindful that the Government had stated that the
scheme would be fully funded, the City Council has identified the adjustments made (distinct
changes to the prior year adjusted base position for that purpose) and has long maintained that
this amount has been significantly less than the cost of the scheme.

The table below shows the costs and funding of the scheme since 2006/07, together with the
shortfall in funding which the Council has had to meet from other sources.

Table 35 : Concessionary Fares Funding Implications 2006/07 to 2010/11

Concessionary Fares 2006/07 2007/08 2008/09  2009/10 2010/11
£ £ £ £ £
Cost of Scheme 870,000 913,500 2,678,071 3,135,060 3,184,860

less Government funding:
- Formula Grant (515,470) (527,740) (536,150) (538,820) (541,520)
- Special Grant - - (645,210) (660,430) (1,988,689)

Cost to City Council (i.e. net
shortfall in Government 354,530 385,760 1,496,711 1,935,810 654,651
funding)

This represents a total financial burden on the Council of £4,827,462 over the period from
2006/07 to 2010/11.

The reduction in the net shortfall in funding for 2010/11 represents an additional Special Grant
of £1.31m which was agreed (for that year only), following a concerted campaign for a review of
the equitability of funding by adversely affected authorities (including the City).

For the financial projections in the September 2010 MTS, the Council assumed that the financial
adjustments associated with the move of the function to the County would not address the full
extent of the funding shortfall, although this was the basis for the Council’s response to
consultation on the matter.
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Instead it was assumed that, in effect, the net burden on the Council would continue at no more
than that for 2010/11, on the basis that the Government had accepted the case for the
additional funding in that year. This was deemed to represent a prudent approach in the
absence of any better information.

The Provisional Settlement includes an adjustment of £1,434,700 to Formula Grant to reflect the
transfer of this function to the County. This results in a continuation of a financial burden of
some £894k per annum from 2011/12 for the City.

This reduction of £1,434,700 to Formula Grant has been made, despite the fact that the original
amounts added to Formula Grant for this function in 2001 and 2006 only amount to £541,520
(even when increased to 2010/11 equivalent levels).

The inequity of this approach will form the basis for lobbying by the Council for this proposed

methodology to be changed, and work is underway to identify other adversely affected
authorities to ensure effective joint lobbying can commence at the earliest possible point.

Formula Grant

The Settlement announcement includes details of the cash changes to Formula Grant for the
Council for 2011/12 and 2012/13.

The impact of this is shown below:

Table 36 :Provisional Formula Grant Settlement for 2011/12 and 2012/13

Formula Grant 2011/12 2012/13
£ £
Prior Year Adjusted Base (i.e. after adjustments 10,961,863 9,408,249

including Concessionary Fares)

Formula Grant entitlement 9,451,103 8,435,883
%’age Reduction (year-on-year) (13.78%) (10.34%)
%’age Reduction from 2010/11 Adjusted Base (23.04%)

In the September 2010 MTS the Council had assumed a 30%