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1. National Position and Government Funding

1 National Position and Government Funding
1.

Autumn Budget 2017

The Chancellor of the Exchequer, Phillip Hammond, delivered his budget on 22 November
2017. The key national headline factors discussed in his speech are set out below.
Economic Forecasts
Forecasts of growth in gross domestic product have been downgraded since the Budget
delivered in the Spring of 2017 (having already been reduced from the forecast made in the
Autumn Statement 2016).

GDP Growth Forecasts
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Inflation, as measured by the Consumer Prices Index (CPI), is expected to remain above the
Bank of England’s target rate of 2% until 2020/21.
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Inflation Forecasts
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Compared to the Spring Budget 2017 forecast borrowing is significantly lower in the near term
due to a combination of stronger than expected receipts, lower spending and classification
changes1. Over the medium term the impact of a weaker economic outlook will see borrowing
higher than was previously forecast. Debt is forecast to peak in 2017/18 at 86.5% of Gross
Domestic Product (GDP) and then fall in every year thereafter reaching 79.1% of GDP in
2022/23.
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Primarily that of English Housing Associations that are now considered to be in the private not public sector
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Local Government
The following announcements made as part of the budget have a direct or indirect impact on
local government.
Business Rates
The Budget contained a number of changes to business rates
1) From April 2018 CPI will be used to uprate the multiplier for business rates rather than
RPI (Retail Prices Index). This brings forward a change that had already been
announced as being effective from April 2020. This change reduces the rate of increase
in rates from 3.9% (September 2017 RPI) to 3.0% (September 2017 CPI). However this
is still higher than the 2017/18 increase of 0.8% and higher than the previous two years
when the increase was capped at 2%.
The measure will result in lower business rates bills for business than would otherwise
have been the case but also lower business rates income for local authorities. However
the Chancellor stated that authorities will be compensated for this lost income. The
change should therefore be revenue neutral for local authorities in 2018/19 and 2019/20.
2) The business rates revaluation cycle will switch from five to three years following the
next revaluation. This should mean that the next revaluation after the planned 2022 one
will be 2025.
3) The £1,000 discount to business rates bills for public houses with a rateable value of
less than £100,000 has been extended for one year.
4) The Chancellor confirmed that a further 100% business rates retention pilot will cover
London in 2018/19 and indicated that new pilots for 2018/19 would be announced
following the Department of Communities and Local Government’s (CLG) assessment
of applications (see below under Local Government Finance Settlement 2018/19).
Council Tax
Local authorities will have the power to increase the council tax empty homes premium to
100%. This is unlikely to be available until some point during 2018/19.
Regions and Devolution
A £1.7 billion Transforming Cities Fund to support intra-city transport links was announced.
Half of this funding will be allocated to the six existing combined authorities with the remainder
being made available, via competition, for transport projects in cities.
A new devolution deal for North of the Tyne and a second deal for the West Midlands have
been agreed.
Housing
A number of new measures were announced to support the Government’s target of 300,000

4

ay

1. National Position and Government Funding

new homes being constructed each year from the mid-2020s. These include
1) £1.1 billion for a new Land Assembly Fund intended to facilitate the unlocking of
strategic sites
2) A further £2.7 billion for the Housing Infrastructure Fund
3) Housing Revenue Account borrowing caps will be lifted by up to a total of £1 billion
across the country between 2019/20 and 2021/22.
4) £8 billion of financial guarantees to support private house building and the purpose-built
private rented sector.
5) Stamp duty for all first-time buyer purchases up to £300,000 abolished.
6) Development of a central register of residential planning permissions to improve
information on where permissions are and progress on delivery.
Other announcements
1) An extra £42 million of Disabled Facilities Grants in 2017/18.
2) A package of measures to support the continued roll out of Universal Credit
3) A national living wage of £7.83 per hour from April 2018 an increase of £0.33 or 4.2%
Preparing for EU exit
The Budget report states
1) To support the preparations, nearly £700 million of additional funding has been provided
to date. Details of additional departmental funding will be set out as part of the 2017/18
Supplementary Estimates2 process in the usual way.
2) The Budget sets aside a further £3 billion to ensure that the Government can continue
to prepare effectively for EU exit. £1.5 billion of additional funding will be made available
in each of 2018/19 and 2019/20.
3) Departmental allocations for preparing for EU exit in 2018/19 will be agreed in early
2018. Ahead of these allocations, Government departments will continue to refine their
2018/19 plans with the support of HM Treasury and the Department for Exiting the
European Union. Details of additional departmental funding will be set out as part of the
2018/19 Supplementary Estimates process in the usual way. Departmental allocations
for 2019/20 will be agreed later in 2018/19, when there is more certainty on the status
of our future relationship with the EU.

2

Main Estimates are the documents which contain the detail of Government spending plans for a particular year.
There is a separate Estimate for each Government Department. Changes are presented at the end of each year
through Supplementary Estimates. Each must be authorised by Parliament before they take effect. In the early
part of the year, funding is provided through an advance, known as the Vote on Account.
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Local Government Finance Settlement 2018/19

Introduction
On 19 December 2017, the Secretary of State for the Department for Communities and Local
Government, Rt. Hon. Sajid Javid MP, made a statement to Parliament on the local government
finance settlement 2018/19. The proposals were subsequently finalised on {to be confirmed}.
The headline announcements (relevant to this authority) in his statement were
1) Confirmation of the continuation of the 4 year deal agreed in 2016/17
2) The launch of a consultation on a review of relative needs and resources with a view
to implementation in 2020/21.
3) Alongside the implementation of this new methodology the aim is for local authorities
to retain 75% of business rates from 2020/21
4) The announcement of 10 new 100% retention of business rates pilots. The Essex bid
was unsuccessful.
5) No changes to the New Homes Bonus arrangements
6) A consultation on fair and affordable options for dealing with negative revenue support
grant
7) The council tax referendum limit is raised to 3% for 2018/19 and the government’s
core spending power figures assume that this will be the case for 2019/20 as well.

6

ay
3.

1. National Position and Government Funding
Local Government Funding – Nationally

Core Spending Power
Core Spending Power is the Government’s measure of resources potentially available for the
provision of General Fund services, at both national and local level. For 2018/19, the
assessment takes account of the Settlement Funding Assessment (SFA) (see below), council
tax, the Improved Better Care Fund, New Homes Bonus, Rural Services Delivery Grant and
the Adult Social Care Support Grant and, in broad terms, the figures remain unchanged from
those indicated for 2018/19 in the 2017/18 settlement. The table below shows the national
picture for Core Spending Power between 2015/16 and 2019/20. It shows an increase of 1.5%
for 2018/19 and an overall increase for the period of 2.14%.
National Core Spending Power 2015/16
to 2019/20
2015/16

2016/17

2017/18

2018/19

2019/20

£m

£m

£m

£m

£m

Settlement Funding Assessment

21,415

18,767

16,782

15,824

14,773

Council Tax
Improved Better Care Fund

22,036
0

23,247

24,666

26,600

28,047

0

1,115

1,499

1,837

1,200

1,485

1,252

946

900

16

81

65

65

65

Transition Grant

0

150

150

0

0

Adult Social Care Support Grant

0

0
43,730

241
44,271

0
44,934

0
45,622

New Homes Bonus
Rural Services Delivery Grant

Core Spending Power

44,667

Change £

-937

541

663

688

Change %

-2.10

1.24

1.50

1.53

Cumulative change %

-2.10

-0.89

0.60

2.14

The table masks the continuation of the major shift away from central support to ‘self-financing’.
While council tax is forecast to rise by 27% in the years to 2019/20 the total of all other elements
of core spending power will fall by 11%. It should be noted that the figures assume that all
authorities will increase their council tax by the maximum amount permitted (or this authority
this is any sum that represents an increase over 2017/18 of less than 3%. It should be noted
that the figures assume the same referendum limit applies for 2019/20) Moreover, after
adjusting the 2015/16 figures for the impact of inflation (using actual CPI outturns and
forecasts) the spending power of core funding in 2019/20 will be 4.2% less than that in 2015/16
in real terms.
The table below shows the change in figures from those published at the 2017/18 final
settlement.
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Change in National Core Spending
Power 2017/18 to 2020/21

2017/18

Settlement Funding Assessment

2018/19

2019/20

£m
150

£m
225

£m
189

Council Tax

43

518

418

1,010

674

337

New Homes Bonus

0

8

0

Rural Services Delivery Grant

0

15

0

Transition Grant

0

0

0

Adult Social Care Support Grant

0

0

0

1,203

1,440

944

Improved Better Care Fund

Core Spending Power

The increase in council tax is largely a reflection of the raising of the referendum limit to 3%
and assuming that all authorities will avail themselves of this opportunity (for both 2018/19 and
2019/20). It does not, therefore, represent an increase in government funding. The Council
does not benefit directly from the increases in the Better Care Funding stream as this goes to
social care authorities.
Settlement Funding Assessment
The Settlement Funding Assessment amount consists of three funding streams:
(i) Business Rates Retention
(ii) Revenue Support Grant
(iii)Tariff/Top-up adjustment amounts (2019/20 only)
The diagram below shows how the Settlement Funding Assessment is formed nationally.
Settlement Funding Assessment Breakdown
SFA

Business Rates
Retention

Revenue Support
Grant

Top-up / Tariff Adj

An explanation of the issues relating to each of these elements is provided below.
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Business Rates Retention
In terms of the figures announced at in the settlement, the business rates retention system has
remained stable since its launch in 2013/14. In each subsequent year, the safety net level has
remained at 92.5% of baseline need, the levy ratio has remained at 1:1 (with a maximum levy
of 50%) and all three headline amounts (Baseline Need, Business Rates Baseline and Top
Up/Tariff amounts) have increased in line with inflation (or an adjusted version of it).
There have been changes to the amount of reliefs offered by government and the cost of these
(in terms of lost business rates revenues) has been refunded to authorities through Section 31
grant. For 2018/19, whilst this pattern is largely repeated, there are two areas of particular
interest within the scheme.
Business Rates Retention: Inflation
It was government’s intention to change the basis of determining the annual increase to the
business rates multiplier in 2020/21. This would have seen the CPI inflation figure used instead
of RPI. In the 2017 Autumn Budget, the Chancellor announced that this change would be
brought forward to 2018/19.
The change resulted in a reduction to the increase to the business rates income element of the
Core Spending Power, from what should have been 3.9% (September RPI) to 3.0%
(September CPI). As in previous years (when a cap of 2.0% was placed on the increase), it
is expected that this shortfall of 0.9% will be refunded through S31 grant (initially based on
NNDR1 estimates and eventually based upon NNDR3 actuals). The change should therefore
be revenue neutral in 2018/19.
Business Rates Retention: Revaluation 2017
The 2017/18 NNDR Baseline figures (and therefore top up/tariff amounts) included provisional
adjustments for Revaluation 2017. These adjustments were part of the government’s
methodology for making the impact of Revaluation 2017 revenue neutral for local authorities.
Now that the government has the 2016/17 NNDR3 amounts, these provisional amounts have
been amended (alongside the amounts for 2018/19 and 2019/20).
Revenue Support Grant Allocations
The RSG allocations previously announced at the 2016/17 settlement are unchanged.
Top Up/Tariff Adjustments (Negative RSG)
These adjustments were first introduced in the 2016/17 settlement. They reflected the need to
remove funding from authorities (due to the Spending Review 2015 funding reductions) that no
longer had Revenue Support Grant.
The Secretary of State confirmed that a consultation will take place in Spring 2018 on these
amounts, with the outcome feeding into the 2019/20 local government finance settlement. The
Secretary of State stated “… I can confirm that my department will be looking at fair and
affordable options for dealing with Negative RSG”.
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Council Tax
Referendum limits 2018/19
The Secretary of State has announced that councils will be able to raise their council tax by an
additional 1% in 2018/19 to reflect the level of inflation. For 2018/19, there will therefore
continue to be differential limits that will trigger the need for a council tax referendum.
For upper tier authorities wishing to use the social care precept at the maximum, a referendum
will be triggered where council tax is increased by 6% or more above the authority’s relevant
basic amount of council tax for 2017/18.
For district councils, increases of less than 3% or up to and including £5 (whichever is higher)
above the authority’s relevant basic amount of council tax for 2017/18 can be made without
triggering a referendum.
For the remainder of authorities, including the Greater London Authority, a referendum will be
triggered where council tax is increased by 3% or more above the authority’s relevant basic
amount of council tax for 2017/18.
The government indicates that it has concluded that it should be for each Mayor to “balance
their ambitions and other resources” and decide the level of the first precept they set in
2018/19. So, no referendum limit will apply for Mayoral Combined Authorities.
For Police and Crime Commissioners a referendum would be triggered if the relevant basic
amount of council tax for 2018/19 is more than £12 greater than that for 2017/18. The limit for
fire authorities is 3%.
Town and Parish Councils
Parish councils have not been subject to the referendum limit previously and were not subject
to it as a group for 2017/18.
In the technical consultation on the 2018/19 Local Government Finance Settlement, published
in September 2017, the government indicated that it was reviewing whether Town and Parish
councils were demonstrating restraint in setting their local precept.
In the settlement, the government announced it will defer the setting of referendum principles
for town and parish councils for three years. This is conditional upon the sector taking all
available steps to mitigate the need for council tax increases. Such steps include the use of
reserves where they are not already earmarked for other uses or for “invest to save” projects
which will lower ongoing costs.
New Homes Bonus
The amounts take into account the changes previously announced as part of the 2017/18 Local
Government Finance Settlement, these being:
•
•
•

Funding reduced from 6 years to 5 years’ worth of payments in 2017/18
Funding will then reduce to 4 years’ worth for 2018/19 onwards
A deadweight (initially set for individual authorities at 0.4% growth) with only growth
above this level rewarded.
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•

A significant reduction in funding for the scheme i.e.
2017/18
2018/19
2019/20

£1,493m
£946m
£900m

Further information on the New Homes Bonus is found in Section 7.
Fair Funding Review
The government has published the consultation paper “Fair funding review: a review of relative
needs and resources”3, technical consultation on relative need. Responses are due by 12
March 2018. The paper is at a high level and only discusses the principles of scheme design.
It does not address transitional arrangements and how the system will take into account locally
raised resources. Officers are currently drafting a response.
Business Rates Retention
Reset
The Secretary of State stated that local business rates retention would move from 50% to 75%
in 2020/21. This is understood to mean all authorities would be at 75%, rather than the 75%
being an average.
The Secretary of State also confirmed that a reset of the business rates retention system will
take place in 2020/21. This will see NNDR Baselines adjusted to better reflect how much local
authorities are actually collecting in business rates (the current ones are based on the amounts
collected in 2010/11 and 2011/12).
Business Rate Pilots
An Essex bid to take part in the Government’s 100% business rates pilot programme, in which
the Council participated, was unsuccessful.
However, the Secretary of State stated that “We received so many applications to take part
that we will continue to pilot the business rates retention programme in 2019 to 2020. Full
details will be published in due course.” This could mean a further bidding round for pilot status
is operated for 2019/20.

3

The consultation paper can be found here
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/669440/Fair_funding_review_con
sultation.pdf
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4.

The Local Government Finance Settlement – Basildon

Core Spending Power

Core Spending Power
30.000

25.000

£m

20.000

15.000

10.000

5.000

0.000
2017/18

2018/19

Settlement Funding Assessment

Council Tax

2019/20
NHB

Total

When council tax is removed from core spending power Basildon loses 24.6% funding between
2017/18 and 2018/19. This is the 11th worst impact out of the 380 authorities in England.
In preparing these figures the Government has recognised the significant impact that reduced
funding is having on local services. The Government has moved from a position of encouraging
freezes in council tax to one of recognising the need for tax to rise to protect services. In this
regard it has assumed that Council Tax will rise by the maximum permitted without the
requirement for there being a referendum being triggered i.e. by 3%. This is 1% more than the
previous limit and the government figures assume that this limit will also be applicable for
2019/20. The medium term financial strategy assumes, therefore, that it will also be applicable
for 2019/20.
The forecast for NHB is lower than that made in the last budget due to the number of new
homes provided in the Borough not meeting the deadweight level. (See Section 7).

12

ay

1. National Position and Government Funding

Settlement Funding Assessment

Settlement Funding Assessment
7.000
6.000
5.000

£m

4.000
3.000
2.000
1.000
0.000
2017/18

2018/19

2019/20

-1.000
-2.000
Revenue Support Grant

Baseline Funding

Tariff/ Top Up Adjustment

Total

This is broadly as expected. It represents an 11% fall in resources between 2018/19 and
2017/18 and a cumulative fall of 24.2% over the three year period.

Change in SFA 2017/18 to 2019/20
0.0%
-5.0%
-10.0%
-15.0%
-20.0%
-25.0%
-30.0%

The table above compares change in the Council’s settlement funding assessment to other
classes of authority and England as a whole. It confirms that the general pattern of resource
reductions remains unchanged from last year with district authorities bearing a greater relative
decrease than other classes of authority and Basildon being impacted greater than districts as
a whole.
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Retained Business Rates
The table below sets out the key components of the Business Rates Retention Scheme as they
apply to Basildon (excluding the impact of the Pool, see Section 6).
Element

2017/18

Baseline Funding Level (£m)
Baseline Business Rates (£m)
Tariff / Top Up (£m)
Levy Rate (pence in the £)

14

2018/19

2019/20

5.32

5.50

5.69

29.97

30.94

32.04

-24.65

-25.44

-26.35

50.00

50.00

50.00

2. Medium Term Financial Strategy
2 Medium Term Financial Strategy
1.

Introduction

The fundamental aims of the Council’s Medium Term Financial Strategy (MTFS) are to:
1) Maintain a sustainable financial position against a background of continuing
financial uncertainty and reduced government funding.
2) Support the vision ‘Basildon Borough Council is committed to improving the lives of
its residents across our five towns and creating opportunity and prosperity for local
people and businesses’ through appropriate allocation of the resources available to
deliver the promises in the Corporate Plan4.
3) Maximise opportunities to increase or use resources more effectively and mitigate
the risks arising from both the uncertainty over future funding and the actions that
are proposed to meet the resource gap.
This section sets out the key considerations for the MTFS together with the budget position
through to 2021/22. The forecasts should be treated with caution because
1) Although Revenue Support Grant (RSG) has been fixed until 2019/20 it is not yet
clear what will happen thereafter.
2) The Government is continuing its review of the New Homes Bonus (NHB) and a
consultation on its future operation i
3) s expected.
4) It is still expected that increased retention of business rates locally (at 75%) will be
from 2019/20.
5) The structure of the 75% retention proposals are still only at formative stage.
6) The business rates retention system will be reset for 2020/21 creating uncertainty
over levels of growth that will be retained by local government.
7) The outcome of the Fair Funding Review will not be known for some time to come.
Although a technical consultation on the operation of revised finding mechanisms
has been announced and the Government has signalled its intention to implement
the outcomes from 2020/21.
The MTFS continues to require the delivery of efficiency savings. While the approaches to
addressing the budget gap described later in the report mean that the budget for 2018/19
has been balanced without the need for further efficiency savings (a significant
achievement) such an outcome is dependent on the delivery of income generation targets
and there remains a deficit in future years rising from £1.5 million in 2019/20 to £3.0 million
in 2021/22 and £7.4 million in 2027/28.
2.

Basildon’s Budget 2018/19 and Medium Term Financial Forecast

The Medium Term Financial Forecast reflects the latest outturn projections regarding the
delivery of the 2017/18 budget and key elements are explained in detail as follows
•
•
4

General Fund Revenue Budget in Section 4
General Fund Capital Programme in Section 11

http://www.basildon.gov.uk/corporate-plan
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•
•
•

Housing Revenue Account in Section 5 and the separate report on the Housing
Revenue Account budget
Capital, Treasury and Investment Strategy in Section 11
Funding Framework in Section 13

The following key strategies and programmes support delivery of the medium term financial
strategy
•
•
•
•

The Fees and Charges Strategy (see below)
The Value for Money Strategy (see below)
The Commercial Asset Acquisition Strategy5
The Sempra Homes6 business plan

It is anticipated that the estimated outturn position for spending in the year will be a net
reduction in spending against budget of around £5.2 million comprising approximately £1.7
million of savings and efficiencies, £1 million of contingencies and provisions no longer
required, and £2.5 million of technical, corporate adjustments. While this reflects the position
at this time, work continues in respect of identifying efficiencies and there are a number of
technical financial transactions that may produce a further variation in spending. Any variation
resulting from this activity at the year-end will be reported to Members in June 2018 with
recommendations from the Section 151 Officer regarding the allocation of any surplus or deficit
balances.
Taking into account all of the uncertainty and risk factors outlined above, the current budget
and forecast shows a balanced budget in 2018/19. This is a significant achievement but the
phasing of reductions in Government grant means that there is still a significant gap in 2019/20.
The forecast deficit in that year is £1.5 million.
The Council is continuing to develop its MTFS to deliver its corporate plan outcomes while
addressing the budget gap and mitigating risk. The budget gap will be addressed primarily
through the ongoing review and redesign of services that includes, for example, identifying
opportunities for income generation (the commercial programme), cost-cutting and entering
into shared services. With the size of the budget gap increasing over the forecast period, it is
not possible to rule out the need for difficult decisions to be taken concerning levels of service
provision.
The Section 151 Officer has made a statutory assessment of the adequacy of reserves taking
into consideration the risk and uncertainties facing the Council (see Section 14). This includes
an assessment of the risks posed by the Council’s increasingly ambitious and commercial
approach to meeting resident needs and financial imperatives.
Given potential volatility in the Council’s income and the inherent risks and uncertainties in the
assumptions used to prepare the MTFS, it is necessary to ensure that reserves and
contingencies are maintained at adequate levels throughout the forecast period (see Section
8 Reserves and Section 14 Chief Finance Officer’s Report).

5
6

http://www.basildonmeetings.info/documents/s85856/Commercial%20Asset%20Acquisition%20Strategy.pdf
http://www.semprahomes.co.uk/
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3.

Ten year forecast

A 10 year forecast for the General Fund is set below. It shows what has been achieved to date
and what work plans are looking ahead. It can be seen that the deficit is forecast to rise to £7.4
million by 2027/28.
The key assumptions used to arrive at this conclusion are
1) Inflation on costs will be in the region of £1 million per annum. This includes a pay award
assumption of 2.5% per annum.
2) The cost to the Council of pensions will continue to rise.
3) Council tax will increase by 2.99% in 2019/20 and 1.99% per annum thereafter
4) The tax base will grow by 300 band D equivalents per annum.
5) The reductions in Government controlled funding sources will continue as per the trajectory
of recent years.
Any one of these, or all, may prove to be incorrect but they provide a basis on which to plan
for the future in a very uncertain funding climate. As noted above it is impossible to predict with
certainty government policy on austerity, the implications of Brexit or any other national or
international events that may affect funding. The key message is that the Council needs to
continue to transform the way that it delivers services for the foreseeable future to ensure
financial sustainability.
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GENERAL FUND MEDIUM TERM FINANCIAL
STRATEGY (MTFS)

2018/19
£000

2019/20
£000

2020/21
£000

2021/22
£000

2022/23
£000

2023/24
£000

2024/25
£000

2025/26
£000

2026/27
£000

2027/28
£000

-

2,179

3,873

4,366

4,366

4,366

4,366

4,366

4,366

4,366

Less Commercial Asset Acquistion

300

450

450

450

450

450

450

450

450

Less Sempra Homes

403

403

403

403

403

403

403

403

403

1,476

3,020

3,513

3,513

3,513

3,513

3,513

3,513

3,513

1,044

2,389

3,442

4,497

5,853

6,918

Additional income from Council Tax continuing to
increase by 1.99% p.a

(341)

(688)

(1,040)

(1,402)

(1,770)

(2,143)

Effect of Council Tax Base changes

(101)

(205)

(319)

(432)

(548)

(675)

-

212

665

665

665

665

- RSG

15

29

44

60

75

91

- NHB

(190)

(190)

(190)

(190)

(190)

(190)

- Business Rates, baseline assumptions

(117)

(236)

(357)

(481)

(607)

(736)

3,823

4,824

5,758

6,230

6,991

7,443

Target

Budgeted Target

-

Changes in inflation assumptions
- Inflation inc. Pay Award at 2.5%

Use of BRER
Changes in Government Grants

Revised Target

-

1,476

3,020
18

3,513

2. Medium Term Financial Strategy
The actions taken to address the budget gap forecast for 2018/19 and to reduce the gaps in
future years are set out below. It is important to note that delivery of this plan is dependent on
the delivery of targets in respect of income generation as identified in the top half the table.
Failure to deliver these targets will means that savings will have to be found elsewhere to
compensate.
Position to date
2017/18

2018/19

2019/20

-

4,141

6,371

Support Services Savings

294

1,033

1,033

Homelessness Reductions

689

744

275

Additional Revs & Bens - savings and shared service

235

348

348

-

405

407

Budget Gap at start of year

Commercial Delivery Plan
Commercial Assets (target)

-

300

600

Sempra Homes return (net)

-

-

403

Use of BRER previous years growth

-

212

665

Capital Financing Provisions/Investment Income
Insurance charges/reduced provision
Additional 1% Council Tax 2018/19 and 2019/20

309

235

332

-

200

200

-

157

326

Fuel Savings

110

110

110

Pension provisions not required

102

110

117

-

278

278

Increased income from car parking income and shops
Increase in Fees & Charges (2.6% in 2018/19, 2.0% in 2019/20)

-

80

142

1% reduction on Supplies & Services

-

58

119

Council tax Sharing Agreement extended for 18/19 only

-

300

Other inflationary changes above original forecast (cost)

4

(35)

(127)

Changes in taxbase and other funding assumptions (cost)

-

(54)

(38)

Appenticeship Levy (cost)

-

(125)

(125)

Planning Policy (provisional cost)

-

(215)

(170)

1,743
Balance remaining

(1,743)

-

4,141

4,895

-

1,476

It can be seen that budget gap of £4.1 million forecast for 2018/19 has been eliminated.
However, the figures for Assets (the return from the Commercial Asset Acquisition Strategy)
and the return from the commercial programme represent targets for those activities. In addition
the budget for 2019/20 is also dependent on returns from Sempra Homes Ltd. There is a risk
that those targets are not met. Should this be the case it will be necessary to meet any shortfall
either by making in year budget savings or using reserves. Reserves would then need to be
replenished by increasing savings targets in future years.
Value for Money Strategy
The Value for Money Strategy approved as part of the 2016/17 budget report remains in place.7
7http://www.basildonmeetings.info/documents/s79071/Enc.%202%20for%20Budget%20and%20Council%20Tax

.pdf
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Fees and Charges Strategy
The Fees and Charges Strategy approved as part of the 2017/18 budget report remains in
place.8
Strategy to address future budget deficits
The strategy to address future budget deficits includes consideration of the following proposals
1)
2)
3)
4)
5)

Continuation of the commercial programme
New ways of working, organisation design and restructuring
Business rate retention 100% pilot (for 2019/20 if available)
Business rates growth
Acceleration of commercial asset acquisition strategy (and potential increase in
borrowing)
6) Focus on housing delivery to increase New Homes Bonus including the HRA and
Sempra programmes
7) Continuing programme of budget/service reviews in line with the delivery model
including waste strategy.

8http://www.basildonmeetings.info/documents/s85677/Enc.%202%20for%20Budget%20and%20Council%20Tax

%20201718.pdf
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3 Budget Consultation
1.

Business Ratepayers

In reaching a decision on the Borough’s council tax requirement the Council is required to take
into account any comments received from the Borough’s business rate payers. Since the
introduction of the Business Rates Retention Scheme in April 2013, the Council has a
significant direct interest in supporting the growth of the existing business base and attracting
new businesses to the Borough. All members of the Basildon Business group were supplied
with information on the Council’s financial position and budget setting process to facilitate their
ability to raise queries or provide comments. One response was received commenting on the
need for investment in the borough’s highways infrastructure.
2.

Budget and Council Tax

This year the consultation with regard to the Council’s key spending priorities, services, and
the level of council tax has been conducted via an online survey available on the Council’s
website. The survey commenced on 17 October 2017 and was concluded on 5 November
2017. The survey exercise was supported by publicity via Facebook, Twitter and in the
Borough Diary. 241 participants completed the online survey.
Participants were asked to indicate which services they felt the Council could spend less, more
or the same on. An overview of the highest response rates for each option are listed below:

Rank

Spend Less

Spend the Same

Spend More
Youth
engagement
and
activities,
promoting
(186
development activities for
young people (75 participants
- 33.9%)

1

Theatre (101 participants - Household
Waste
45.5%)
participants - 83.8%)

2

Inclusion
and
diversity,
supporting the development
of community groups and Household recycling collection
promoting
community (175 participants - 78.8%)
cohesion (99 participants 44.4%)

3

Housing advice and support to
Household
green
waste Street cleaning, including
provide
affordable
collection (170 participants - Pride Teams (68 participants accommodation and choice (
76.9%)
30.9%)
98 participants - 44.1%)

Regeneration, investing in the
physical development of the
borough (70 participants 31.3%)

Participants were also asked to indicate which statement best represented their view on setting
the council tax for 2018/2019. An overview of response rates are detailed below:
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Rank

Response Rate

Statement

1

96 participants Increase council tax a bit and protect the
– 40.3%
most important services where possible

2

Keep council tax at the same level, with
42 participants
some reduction in the level of services
– 17.6%
(because costs and demand are rising)

3

Increase council tax by as much as is
39 participants needed to maintain all Basildon Council
– 16.4%
Services at existing levels (this could
result in a local referendum)

4

Increase council tax more significantly in
24 participants
order to improve services (this would
– 10.1%
result in a local referendum)

5

14 participants Lower council tax and reduce the level of
– 5.9%
services

Participants were invited to consider different income generating ideas and how they felt about
each statement. The findings were as follows:
•

•

•

•

170 (74.9%) participants either strongly agreed or agreed with the statement
‘Increase investments in commercial buildings to make money that can be
used to fund local services’, only 23 (10.1%) participants disagreed or strongly
disagreed;
160 (70.8%) participants either disagreed or strongly disagreed with the
statement ‘Introduce charges for services that the council has the option to
provide such as garden waste collections’, with 48 (21.2%) agreeing or
strongly agreeing with the statement.
140 (61.9%) participants disagreed or strongly disagreed with the statement
‘Increase existing car parking charges where we already charge a fee’, 43
(19%) participants strongly agreed or agreed with the statement. However, 109
(48%) participants either strongly disagreed or disagreed with the statement
‘Introduce car parking charges in car parks that are currently free’ and 96
(42.3%) of participants strongly agreed or agreed with the statement.
120 (52.9%) of participants strongly agreed or agreed with the statement ‘As well
as building more affordable homes, invest more in building homes for
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private rent and sale to generate income’, with 69 (30.4%) either disagreeing
or strongly disagreeing with this statement.
These findings were presented to the Chairs of the Committees on 29 November 2017 for their
consideration.
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4 General Fund Revenue Budget
1.

Revised Budget and projected revenue outturn position 2017/18

A process of continuous review of expenditure/income against service budgets is carried out
by officers throughout the year, with performance up to 30 September 2017 reported to the
four main committees in November/December 2017.
It is anticipated that the estimated outturn position for spending in the year will be a net
reduction in spending against budget of around £5.2 million comprising approximately £1.7
million of savings and efficiencies, £1 million of contingencies and provisions no longer
required, and £2.5 million of technical, corporate adjustments. The forecast reserves position
is, therefore, higher than previously anticipated and balances have been reviewed and
reallocated (see Section 8).
Work will continue through to 31 March 2018 to identify any further possible efficiencies and
there are potentially some technical accounting adjustments outstanding that may result in a
further level of reduced spending at the year-end. Any surplus or deficit at the year-end will be
reported to Members in June 2018 with recommendations from the Section 151 Officer
regarding the appropriate allocation of such balances.
There will also be a requirement for a significant carry-over of resources into 2018/19 in order
to deliver the ongoing schemes and investment initiatives required to support the Corporate
Plan and to meet ongoing risks and commitments.
2.

Budget 2018/19

Draft budgets for 2018/19 and financial forecasts to 2021/22, along with the proposed fees and
charges, were presented to the each of the four main committees in November/December
2017. In addition, a budget workshop was held for each committee to give Members an
opportunity to find out more information in respect of the services relevant to their respective
committees. A briefing session was held for all Members on 10 January 2018 setting out the
medium term financial position. The four committees endorsed their respective budgets and
recommended to the Policy and Resources Committee that they be included in the overall
budget to be formally approved by Council on 8 February 2018.
Fees and charges applicable for the 2018/19 financial year were approved by the relevant
service committees.
As in previous years, in addition to the total service budgets a general contingency provision
has been provided on the basis of a cumulative £200,000 per annum. In addition there is a
provision of £500,000 per annum to meet the impact of legislative changes both past changes
e.g. universal credit and potential future ones. For 2018/19 £200,000 of this sum is earmarked
to meet costs connected with ensuring that the Council is compliant with the General Data
Protection Regulation (GDPR)9.
Other significant changes affecting the overall budget position for 2018/19 and the forecast to
2021/22 include the continued reduction in Government grant (as outlined in Section 1) and
changes in the net movement in reserves. Information on changes in assumptions regarding
use and level of reserves showing the projected balances in hand at 31 March 2018 is shown
9

https://ico.org.uk/for-organisations/guide-to-the-general-data-protection-regulation-gdpr/
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in Section 8. As already stated the 2018/19 budget is balanced with no requirement to make
further efficiency savings during the year. Further detail on how the gap for 2017/18 was closed
is set out in Section 2. However the gap in 2019/20 is £1.5 million, rising to £3.0 million in
2020/21 so work must continue to identify how these gaps might be filled.
3.

Council Tax levels 2018/19

The assumed levels of resources available to local authorities (as set out in Section 1) include
an assumption by the Government that councils will raise council tax levels by the full amount
allowed within the referendum threshold to 2019/20. The law requires a referendum to be held
and to approve any proposal to increase council tax above the referendum limit. For Basildon,
the referendum limit for 2018/19 would apply at 3% or more. This represents a 1% increase
over previous years and it has been assumed that it is also applicable for 2019/20. The limit is
different for adult social care authorities, for Police and Crime Commissioners, for district
councils where the band D council tax is currently less than £5, and for local precepting bodies
there is no limit.
A 2.98% increase in council tax is recommended. This means that for 2018/19 a Band D charge
would rise from £262.98 to £270.81. This equates to approximately 15 p per week. For the
majority of households, however, the increase will be lower than this as over 60% of our homes
are at Band C or below and over 40% of households receive some reduction in or assistance
with their council tax payments. While the level of council tax is a matter for member decision
it is imperative that due weight is given to the ongoing sustainability of the decision on the
council’s medium term financial position particularly given the significant uncertainty around
other sources of funding.
4.

Revenue Spending Plans

A summary of the revenue expenditure on General Fund services and forward forecast to
2021/22 is shown in the tables below.
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BUDGET SUMMARY - DRAFT

Community
Community Facilities
Community Centres & Halls
Community Involvement
Development & Regulation
Development Management
Building Control
Land Charges
Parking & Enforcement
Taxi & Private Hire Licensing
Industrial & Commercial Premises
Council Tax & NNDR Cost of Collection
Housing Benefit & Council Tax Support
Electoral Expenses
Environment
Refuse Collection & Recycling
Street Cleansing
Environmental Health
Churchyard Burial Grounds & Cemeteries
Other Environment
Central Stores
Transport & Plant
Housing
Housing Options
Private Sector Housing
Community Safety
Leisure
Parks, Opens Spaces & Recreation Grounds
Country Parks
Sporting Village
Leisure Facilities & Services
Towngate Theatre
Catering

Actual

Original
Budget

2016/17
£'000

2017/18
£'000

2018/19
£'000

2019/20
£'000

2020/21
£'000

2021/22
£'000

682
372
646
1,700

600
318
658
1,576

824
312
647
1,783

795
314
644
1,753

798
316
646
1,760

801
318
648
1,767

930
166
(59)
(108)
(7)
(3,438)
767
226
318
(1,205)

690
213
(53)
(71)
(2,771)
706
(230)
224
(1,292)

750
229
(66)
(255)
10
(2,821)
1,084
(212)
346
(935)

758
228
(65)
(259)
9
(2,828)
1,099
(203)
346
(915)

768
228
(64)
(263)
5
(2,825)
1,119
(189)
346
(875)

778
228
(62)
(268)
2
(2,823)
1,141
(175)
346
(833)

4,036
1,586
1,264
42
873
145
7,946

4,338
1,673
1,284
97
847
180
8,419

4,222
1,641
1,288
100
905
189
8,345

4,294
1,669
1,295
98
839
191
8,386

4,320
1,692
1,306
96
850
193
8,457

4,347
1,717
1,317
94
860
195
8,530

1,437
24
239
1,700

1,846
250
202
2,298

1,924
208
2,132

1,946
179
2,125

1,855
180
2,035

1,868
182
2,050

3,189
629
1,497
809
746
72
6,942

2,987
839
1,513
780
645
20
6,784

3,100
790
1,799
995
728
7
7,419

3,114
796
1,817
1,008
709
4
7,448

3,131
802
1,820
1,010
713
6
7,482

3,150
809
1,823
1,012
717
8
7,519
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2016/17

Original
Budget
2017/18

2018/19

2019/20

2020/21

2021/22

£'000

£'000

£'000

£'000

£'000

£'000

Actual

Regeneration & Partnerships
Planning Policy, Housing & Regeneration Strategy
Development & Investment
Economic Development
Basildon Town Centre
Regeneration Delivery
Corporate & Central
Democratic Representation
General Administration & Corporate Core
Emergency Planning & Business Continuity
Central Expenses
Corporate Staffing
Insurance Pool
Capital Financing
Other Corporate Expenses
Sempra Homes
Commercial Asset Acquisition
Management & Administration
Management & Administration Support
Customer Service Centre
Office Accommodation
Recharges to Services
Contingency
TOTAL GENERAL FUND EXPENDITURE
(EXCLUDING EFFICIENCIES)

5.

Estimates

750
100
709
237
1,356
3,152

472
177
352
228
1,543
2,772

1,263
231
538
206
958
3,196

812
233
380
208
905
2,538

708
236
384
207
913
2,448

714
239
388
206
923
2,470

966
2,840
132
242
2,502
(1,391)
(1,873)
1,389
5,051

969
3,633
141
1,365
5,487
(2,440)
807
11,862

954
2,291
141
1,332
893
(2,784)
819
278
(300)
3,624

958
2,727
142
1,332
899
(2,729)
619
(1,563)
(600)
1,785

963
3,299
143
1,332
2,776
(2,666)
616
(1,286)
(750)
4,427

968
3,814
144
1,332
2,791
(2,589)
614
(1,432)
(750)
4,892

15,822
2,767
2,254
(20,843)
-

15,303
2,483
1,874
(19,660)
-

13,710
2,389
1,816
(17,915)
-

13,721
2,355
1,829
(17,905)
-

13,827
2,373
1,830
(18,030)
-

13,928
2,394
1,841
(18,163)
-

(38)
25,248

200

200

400

600

800

32,619

25,764

23,520

26,334

27,195

Robustness of the Forecast

The underlying spending plans for the forecast to 2021/22 are considered to be robust subject
to the issues identified in Section 14 (Chief Finance Officer’s Report). The figures in the overall
forecast presented below for 2018/19 represents the Government grant funding notified to the
Council in the Local Government Finance Settlement. For future years the forecast has been
based on the indicative figures that the Government produced with the Settlement adjusted
using the best assumptions that can be made at this stage.
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6.

Overall Revenue Forecast Position to 2021/22

The summary revenue budget and forecast to 2021/22 is shown below.
Original

Estimates

Budget
2017/18

2018/19

2019/20

2020/21

2021/22

£m

£m

£m

£m

£m

32.62

25.76

23.52

26.33

27.19

0.00

0.00

-1.48

-3.02

-3.51

32.62

25.76

22.04

23.31

23.68

0.00

-0.70

0.00

0.00

0.00

-7.00

4.91

1.51

0.00

0.14

Budget Requirement

25.62

29.97

23.55

23.31

23.82

Government Grant

-1.38

-0.96

0.42

0.54

0.55

Business Rates

-6.28

-7.18

-5.61

-5.72

-5.83

New Homes Bonus

-3.44

-1.77

-1.48

-0.79

-0.75

1.11

-3.78

0.00

0.00

0.00

15.63

16.28

16.88

17.34

17.79

59,466

60,135

60,534

60,977

61,337

262.98

270.81

278.91

284.40

290.07

1.99

2.98

2.99

1.97

1.99

At 1st April (General and Earmarked)

19.36

19.11

23.32

24.83

24.83

Transfers to/(from) Reserves (net)

-7.00

4.21

1.51

0.00

0.14

12.36

23.32

24.83

24.83

24.97

Total General Fund net expenditure
Efficiencies target / Budget ‘Gap’
Sub-total
Contributions to/(from) Reserves
General Reserves
Earmarked Reserves

Net deficit / - surplus on Collection Fund
COUNCIL TAX REQUIREMENT
COUNCIL TAX BASE
(No. of Band D equivalent dwellings)
AVERAGE COUNCIL TAX AT BAND D
Basildon Borough only
% increase
RESERVES

RESERVES AT 31 MARCH

The table ignores Town and Parish Council Tax requirements (See Section 15).
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COUNCILTAX REQUIREMENT 2018/19
The disclosure of the following calculation is required by Section 31A of the Local Government Finance Act 1992, as amended.

£
Gross Expenditure on Council Services (incl. Housing Revenue Account)

£

155,280,000

Allowance for Contingencies

200,000

Non-domestic Rating Expenditure (tariff)

24,692,454

Non-domestic Rating Expenditure (levy)

1,697,454

Local Precepts (set by Town, Parish and Village Councils)

422,847

Contribution to Reserves

2,847,734

Transfer to Collection Fund in respect of estimated Council Tax

11,217

185,151,706

deficit at 31 March 2018

Gross Income on Council Services (incl. Housing Revenue Account)

(128,357,000)

Non-domestic Rating Income (local share)

(33,571,744)

Revenue Support Grant

(282,016)

Section 31 Compensation

(114,258)

Other Specific Grants

(558,917)

New Homes Bonus

(1,766,501)

Transfer from Collection Fund in respect of estimated Business Rates

(3,793,264)

(168,443,700)

surplus at 31 March 2018

COUNCIL TAX REQUIREMENT

16,708,006

ANALYSIS OF GROSS EXPENDITURE AND INCOME BY MAIN SERVICE

SERVICE

Community

GROSS

GROSS

EXPENDITURE

INCOME

£000

£000

NET
EXPENDITURE
£000

2,354

-571

1,783

Development & Regulation

64,435

-65,370

-935

Environment

12,495

-4,150

8,345

Housing

2,454

-322

2,132

Leisure

9,746

-2,327

7,419

Regeneration & Partnerships

3,491

-295

3,196

Corporate & Central
Total General Fund Services
Total Housing Revenue Account

Total Expenditure and Income on Council Services
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7,247

-3,623

3,624

102,222

-76,658

25,564

53,058

-51,699

1,359

155,280

-128,357

26,923
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5 Housing Revenue Account (HRA)

The implementation of HRA self-financing from 1 April 2012 significantly changed the financing
of the HRA and under these arrangements Basildon no longer has to make annual subsidy
payments to the Government. Instead, the Council paid a one-off debt settlement of £51.511
million to the Government on 28 March 2012. This debt settlement represented the discounted
value of the “housing business” over a 30 year period based upon assumptions made by the
Government about the income and costs of running the housing stock.
The interest cost and repayment of this debt are funded from the HRA but, as stated, offset by
the removal of the annual subsidy payments. The total Housing capital financing requirement
that the Council now manages is £205 million and the amount of debt that is permitted to be
supported from the HRA is limited by Regulations to £222 million.
In response to the above the Council prepared a 30 year financial strategy for the HRA which
is updated annually and this together with the HRA budget reflect the ring-fence arrangement
that separates the HRA from the General Fund that continues to operate.
The HRA and General Fund (GF) debt are managed separately and any long term borrowing
undertaken by the Council in the future will be allocated to one or other of the funds. The
assumption is that the HRA is always fully borrowed so any gap between the actual amount of
borrowing attributable to the HRA and its debt requirement is funded from reserves and other
balances and, to the extent that these are GF balances, an interest charge is debited to the
HRA.
One of the key effects of the implementation of self-financing for the HRA is a transfer of
Treasury Management (TM) risk, specifically interest rate risk, from central to local government
as explained in the Treasury Management Section below. It should, however, be noted that all
debt is secured on all the revenues of the Council and that the Section 151 Officer retains
responsibility for the overall TM strategy.
The most significant impact on the resources available to the HRA followed the budget
delivered by the Chancellor of the Exchequer on 7 July 2015, which provided for a reduction in
rents by 1% for four years from 2016/17, this fundamentally changed the Government’s
previous rent policy which had stated that rent increases in the social housing sector should
be limited to the Consumer Price Index (CPI) plus 1%. This could reasonably have been
interpreted as up to 3% per annum (the Bank of England’s target for CPI being 2%). This has
resulted in a major reduction in the resources available to the HRA of some £20 million over
the four years the rent reduction applies. This reduction in available resources is exacerbated
by the continuing level of right to buy sales.
The Government have now announced that from 2020/21 rents can revert to the previous policy
and be increased by CPI plus 1%. This allows for a more optimistic forecast of the resources
available to the HRA than was made last year
The details of the above and all other changes to the HRA budget including the forecast HRA
reserves are set out in the report elsewhere on this agenda.
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6 Business Rates Retention
1.

The business rates scheme

The rates retention scheme was introduced in April 2013 to allow a share of any growth to be
retained locally in order to incentivise authorities to use their ‘levers’ of growth – for example,
economic development initiatives and planning powers – to grow their rating lists and reduce
voids. All principal authorities except the police service are included in the scheme.
There are essentially two elements to rates retention:
1)

Business Rate element
As only the billing authority collects business rates, a proportion (set at 10%
in shire areas) is shared with any upper tier authorities. A central share (50%)
goes to the Exchequer to help meet the cost of Revenue Support Grant
(RSG), New Homes Bonus (NHB) and other specific grants (see Section 2 of
this report). This leaves a local share for the billing authority. These elements
constitute the retained rates income of the relevant body.
It follows that billing authorities in two-tier areas like Essex retain only 40% of
any income growth. While this limits the incentive, it also cushions the risk of
losses if there is a decline in income.
Another important aspect is that any growth in the local share is subject to a
levy payable to the Exchequer. In Basildon’s case, the levy rate is 50%,
though the effect is reduced by membership of a business rates pool of
authorities (see later).

2)

Funding element
At national level, total funding must remain within the expenditure control
limits set by the Government and all authorities must receive funding
commensurate with their needs assessment. So a further redistribution
provides a top-up for authorities whose expected rating income under the
scheme (business rates baseline) is less than their assessed need (funding
baseline). The top-up is funded by charging a tariff to authorities who are in
the reverse position and stand to gain compared to their assessed need.
Normally, billing authorities like Basildon pay a tariff and upper-tier authorities
receive a top-up to their rating income.
A safety net is available where, despite top-up/tariff arrangements, an
authority’s actual rates income falls by more than 7.5% below its funding
baseline in any year.

The business rate and funding baselines and the top-up and tariff amounts are all uplifted each
year by the percentage increase in the small-business rate multiplier, to keep the relationships
the same, year by year, in real terms.
2.

Concessions to ratepayers

Having set up the retention scheme as part of the core long-term funding system for local
authorities, there had to be a parallel system of compensation for losses of income by
authorities due to Government policy decisions affecting ratepayers. Examples of such policies
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are where increases to the multiplier were capped in 2014/15 and 2015/16 at a level below
inflation. Another is a more generous small business rate scheme from April 2017.
These and other concessions made by the Government result in losses in rate income for local
authorities, so revenue grants are paid each year under Section 31 of the Local Government
Act 2003 to cover each authority’s share of the losses incurred.
3.

Pooling

The Government being responsible for the 50% central share and the Safety Net are two ways
the scheme protects authorities from adverse movements in rating income. Another way is for
authorities in an area to pool their business rates risks and opportunities. This can also reduce
the levy rate payable on growth, leaving a greater proportion of income with the Pool for
economic investment or distribution among the member authorities.
In September 2013, Basildon joined with Thurrock Borough Council and the London Boroughs
of Havering and Barking & Dagenham to form a four-borough pool from 1 April 2014. Under
the arrangement, the levy rate on the total growth earned by the Pool has been only 4.2%.
Basildon participated in an Essex wide bid to be a pilot pool in 2018/19 for 100% business
rates retention. This bid was unsuccessful but one outcome of the process is that the pool
referred to in the previous paragraph ceases to exist at 31 March 2018. The Council will instead
participate in an Essex wide pool that includes all those authorities that were included in the
bid.10
The Council expects to receive an additional £0.9 million in 2018/19 from participating in the
pool. The factors that make forecasting business rates income at the Borough level difficult are
also present at the pool level. Any gains are transferred to the Business Rates Equalisation
Reserve and, as with growth generally, any potential gains from participation in the pool over
the forecast period are not recognised at all in the budget due to the level of uncertainty
surrounding business rates volatility (see next paragraph). Such gains are, however, released
to revenue on a smoothed basis over a number of years (See Section 8).
4.

The Growth Incentive

Rating income can be volatile from year to year. Various factors affect business rates yield,
the main one being the value of the rating list which can move significantly as occupiers come
and go, as properties are demolished or improved, as areas are regenerated and as new retail,
commercial or industrial developments open for business. The yield also reflects changes in
the value of reliefs granted, e.g. to charities, small businesses and for empty property, and
Government rules can change. The central share picks up 50% of any difference and 10% will
be borne by upper-tier authorities, but the other 40% will directly affect Basildon Borough’s
income (subject to the Safety Net and the Levy).
This of course presents both a risk and an opportunity. The more a local authority can do to
incentivise business growth (to the extent it increases the value of rateable property), the
greater the scope for its total rating income to grow (or for any decline to be stopped or
reversed). Just as the New Homes Bonus provides an incentive for planning authorities to
identify land for housing development (see Section 7), so the council has a direct financial

10

Essex County Council, all the district level authorities and Southend.
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incentive to zone areas for business development, subject of course to other considerations
affecting the Council’s overall planning, housing, and economic development policies.
Members have a key influence on the future finances of the Council, depending on how they
take policy decisions in the future. Care should be taken to identify the risks and opportunities
of those policies, including planning policies, on General Fund resources arising from their
impact on business rate income.
5.

2017 Revaluation

Still the single most significant unknown at present arising from the 2017 revaluation is the
extent to which businesses will appeal, and be successful in their appeals, against their new
valuations. This is a national problem affecting all billing authorities. The Government have
recognised this by adding a premium to the multiplier in order to restore the statutory neutral
effect nationally when total rateable values are found to have reduced when all appeals against
the List are settled.
An assessment by a firm of external advisers suggests that, on average, appeals against the
new valuations on Basildon’s rating list could be successful to the extent of 4.68%, therefore
very close to the Government’s estimate. Experience of appeals against the 2010 List however
shows that initial estimates can be very far from reality, which is why our budget forecasts do
not recognise gains from business rates until the accounts each year are finalised.
6.

100% Retention

Under these proposals, local government will be able to keep all the business rates collected
from businesses, meaning that power over £26 billion of revenue from business rates will be
devolved. It is important to understand that this does not mean that the authorities that collect
them will retain all the business rates. It means that nationally the resources generated by
business rates will all be made available to local authorities. By way of example, under the
current arrangements this Council collects approximately £82 million of business rates. Of this,
50% is retained for local authorities generally, but this Council retains only £5.3 million (not £41
million). The difference is distributed to precepting bodies and to local government in general
via the top-up and tariff system.
As already stated the bid for an Essex wide pilot was unsuccessful and it appears that the
Government now intends that there be a 75% retention system as a step towards 100%
retention. There remains insufficient detail at present to assess how this might impact on the
revenues of the Council. It is not clear that the retention of business rates will replace pound
for pound the loss of other sources of income. The Government has announced that it will run
further pilots for 100% business rates retention in 2019/20.
7.

Budget and Forward Forecast

For the purpose of setting budgets, each billing authority is required to produce each year an
official estimate of its net rate income for the year ahead and of the amounts payable to the
Government and each precepting authority (i.e. the central and local shares). Each authority
affected will use that estimate to calculate the expected growth or decline in its retained income
compared with its business rates baseline for the year. The statutory pro forma is to be
completed by 31 January each year and certified by the Chief Finance Officer as the best
estimate he can make on the information available to him.
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The table below shows revised figures for the current year and the amounts certified as the
best estimate for 2018/19. It is too early to present realistic estimates for 2019/20 or later years
due to the volatility of business rates income and uncertainties around the cost of settling
appeals by ratepayers against their rateable values. The budget forecast reflects the
Government’s baseline only at this stage beyond 2017/18.
2016/17

2017/18
(est.)
£000

2018/19
(est.)
£000

2019/20
(est.)
£000

2020/21
(est.)
£000

2021/22
(est.)
£000

Estimated retained rating income

£000

Gross rating income (as billing authority)

91,872

77,234

80,032

81,398

82,449

83,677

36,749

30,894

32,013

32,559

32,980

33,471

546

1,555

1,560

1,586

1,605

1,629

37,295

32,449

33,573

34,145

34,585

35,100

-26,170

-23,972

-24,692

-25,240

-25,694

-26,208

-5,218

-5,324

-5,484

-5,606

-5,707

-5,821

5,907

3,153

3,397

3,299

3,184

3,071

-2,953

-1,576

-1,698

-1,650

-1,592

-1,535

2,953

1,576

1,698

1,650

1,592

1,535

Local share (40%) plus renewable energy (100%)
Section 31 Compensation

Retained rating income

Less: Tariff

Less: Funding baseline (Budget amount)

Net growth

Less: Levy (@50%)*

Growth (above baseline) **
* before pooling adjustment
** Indicative for 2018/19 onwards

The provision for appeals held in the Council’s balance sheet at 31 March 2017 was £3.12
million. This represents 40% of the value of the provision for the Borough as a whole meaning
that the total provision at that date was £7.8 million. The figure is an estimate of the loss in
business rates income that is expected to occur as a result of all current appeals against
valuations and appeals that have not yet been made but are expected to be made. The majority
of these appeals are against the 2010 list but there are a handful of appeals still unresolved
from the 2005 list. This gives an indication of the length of time it currently takes to resolve
appeals. It also highlights the uncertainty that surrounds business rates in general since one
or two big appeals can consume any forecast growth in any particular year.
8.

Business Rates Equalisation (BRE) Reserve

While the net rating income shown above is the estimated gain to Basildon for the particular
year, the accounting arrangements mean that the General Fund receives the benefit of it from
the Collection Fund over up to three years, as the figures move from the original estimate, to
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a revised estimate the following year and to outturn in year three. Such timing differences are
adjusted for (equalised) in the BRE Reserve.
The Reserve also provides a vehicle through which volatility in rating income from year to year
can be managed. These risks have been outlined above and are included with other financial
risks within Section 14. It is proposed that some of the growth held in the reserve be used to
fund revenue activity on a rolling smoothed basis. This is set out in Section 8.

35

7. New Homes Bonus
al Council

7 New Homes Bonus
1.

Changes to the scheme from 2017/18

In 2017/18 the following changes were made to the scheme
•

a move to 5 yearly payments (originally 6) for new and existing allocations in 2017/18 and
then to 4 years from 2018/19.
the introduction of a national baseline for growth in Housing of 0.4%, with effect from
2017/18, below which allocations will not be made.
the retention of the option of making adjustments to the baseline in future years to reflect
significant and unexpected housing growth.

•
•

The impact of these changes for Basildon has been significant contributing to a reduction in
NHB of £1.7 million from 2017.18 to 2018/19. This is one of the factors in Basildon being the
11th worst affected authority nationally in terms of reductions in government funding.
2.

How the scheme works at local level

Like business rate retention, this is an incentive scheme and the incentive is strongest where
planning decisions are made. In two-tier areas like Essex, the Government reflects this by
weighting all claims 80% towards the lower tier (District/Borough level) and 20% to the upper
tier (County Council level). There are two elements to the funding:
1) Effective stock
This measures the net growth from year to year in the number of dwellings in
each council tax band. It also reflects changes in the number of dwellings
empty for two years or more. The incentive on local authorities is therefore
not only to build additional homes but also to bring empty homes back into
use. All figures are expressed as Band D equivalents in council tax terms.
Entitlement is paid at the level of the national average Band D council tax for
the previous year, which in 2017/18 was £1,591. From 2017/18, it is limited
to the numbers provided above the assumed normal growth rate of 0.4% per
annum11.
2) Affordable Housing
This measures the gross increase in the supply of affordable housing and is
payable at the rate of £350 per home (with no deduction for assumed normal
growth).
3) Basildon’s entitlement for 2018/19
This is set out in the table below. As it can be seen the increase in effective
stock in the year was below the 0.4% assumed growth meaning that the
Council will not receive any bonus in respect of this element of the scheme.
This outcome was influenced in part by changes in the Valuation Office
Agency’s (VOA) procedures that meant that properties that the Council could
reasonably have expected to count towards the bonus did not. The Council
11

Equivalent to about 300 properties per annum for the Borough
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made representations to the Government concerning this but no account was
taken of them in the final settlement.
At
Band D
290

Net increase in Effective Stock

-3

less assumed 0.4% growth

1,591

Average national Band D Council Tax £

0

Total NHB for growth £
Add Affordable Housing units 14 @ £350 per unit £

4,900

Total funding £

4,900
-980

Less 20% to Essex County Council £

3,920

Total retained funding £

Committed and Forecast Entitlement
Based on the outcome of previous years and a forecast for future years the following provision
is made in the budget and forward forecast:

2017/18
£000

2018/19
£000

2019/20
£000

2020/21
£000

2021/22
£000

2013/14

981

0

0

0

0

2014/15

696

0

0

0

0

2015/16

437

437

0

0

0

2016/17

956

956

956

0

0

2017/18

370

370

370

370

0

2018/19

0

0

0

0

0

2019/20

0

0

153

153

153

2020/21

0

0

0

259

259

2021/22

0

0

0

0

334

3,439

1,763

1,479

782

746

Annual Claim

3.

How the Bonus may be used

The money raised from the New Homes Bonus may be used for any General Fund revenue or
capital purpose. It may be spent in-year, used to support ongoing revenue services, for
targeted revenue or capital investment, or it may be placed in reserves. The government
consider it to be part of Core Spending Power.
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8 Reserves
1.

Background

Section 5 of the Council’s Financial Regulations sets out the arrangements for managing and
establishing reserves. Section 32 of the Local Government Finance Act 1992 requires local
authorities to have regard to the level of reserves needed for meeting estimated future
expenditure when calculating their Council Tax Requirement.
The Section 151 Officer is responsible for providing advice so that decisions taken on reserves
represent proper stewardship of public funds. Reserves should be set at a level at least
sufficient to meet any unexpected increase in expenditure or shortfall in income in the ensuing
year that cannot be met from within the approved budget. Any decision that fails to take into
account his advice may require a report to be made to the Council under Section 114 of the
Local Government Finance Act 1988.
The Local Government Act 2003 includes a duty on the Section 151 Officer to report, at the
time the council tax is set, on the robustness of the budget calculations as well as the adequacy
of the Council’s reserves and other matters (see Section 14 Chief Finance Officer’s Report).
The level of reserves is also a factor the external auditor will consider in appraising the
Council’s financial resilience. In providing advice to the Council on the level of reserves, the
Section 151 Officer has also had regard to professional guidance provided by CIPFA.
When reviewing medium-term financial plans and preparing annual budgets, Members should
consider the establishment and maintenance of reserves.
Proposed Level of Reserves
Reserve balances are determined each year with regard to the current risks prevalent and
foreseen at that time. Section 14 sets out the Section 151 Officer’s view of the risks and
uncertainties that the Council is currently facing. The reserve balances at 1 April 2018 allow
for the effect of the 2016/17 outturn position and the forecast outturn for 2017/18.
1)

General Fund Reserves
General Fund reserves include a general reserve (General Fund Activities)
together with a number of separately identified earmarked reserves allocated for
specific purposes.
a)

General Fund Activities

Members have to make a balanced judgement as to the level of unallocated
reserves to set for general purposes at March 2019. They should take into
account the Council's overall financial strategy for the year and the implications
for the forward financial position. This is important given the uncertainties
surrounding future years’ expenditure and income levels, inflation, interest rates,
legislative changes, partnership schemes, other external factors, level of
Government grant, and areas of identified risk. In addition, the Council’s major
development and regeneration programmes (including the Basildon Town Centre
project) and the budget gap from 2019/20 need consideration.
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Consideration of the impact of such risks must also recognise the sensitivity of
the Council’s net budget position where a movement of around only £160,000 is
equivalent to a 1% increase in council tax.
b)

Contingency Reserve

The Contingency Reserve is an earmarked reserve within the General Fund set
up to help meet any exceptional unbudgeted costs or additional investment in
services. The facility is called upon
a) where the Council consider that normal reserves, including the annual
budgeted contingency provision, could not reasonably meet the need.
b) or where the financial implications, including future ongoing interest charges,
are justified by the merits of a particular case such as specific investment in
services or capital investment in the Council’s infrastructure.
The Reserve would also be used where balances on other specific reserves
proved to be insufficient to meet the cost of the event for which the reserve was
established e.g. Council falls into safety net arrangements for business rates.
The reserve is being used in the years 2018/19 to 2019/20 to smooth the charge
to general fund revenue made in respect of pension deficit contributions to the
Essex Fund (as described in the 2017/18 budget report).
Use of Contingency Reserve to
smooth pension deficit payment
£
2017/18

2,901,000

2018/19

-1,411,000

Credit to reserve

2019/20

-1,490,000

Credit to reserve

Total

c)

Release from reserve

0

Insurance Pool Reserve

The Council has adopted the principle of self-insuring certain risks to services.
In this regard it maintains two fund balances, a provision to meet the estimated
cost of known self-insured liabilities (i.e. claims received but not yet settled) and
an earmarked reserve that is maintained at a level sufficient:
•
•
•

to meet any future claims for risks that are self-insured
to cover any exposure to new risks arising prior to external insurance
cover being put in place, e.g. new claims
to meet the potential clawback should there be further claims under the
Scheme of Arrangement by the scheme administrator in respect of
Municipal Mutual Insurance (the previous national insurer for local
government which ceased trading in 1992 but still has unsettled claims
exceeding the net value of its assets)
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•

•

to enhance the Council’s flexibility of approach when responding to
changes in the external insurance market
to provide a general contingency against unforeseen circumstances
relating to claims against the Council for any form of negligence or liability.
However, the sums available as a contingency have been forecast to fall
over the period to 2019/20. This will, however, be reviewed each year and
the contingency will be reinstated to its original level if necessary

The level of these reserves and provisions is assessed every three years for
adequacy by an independent actuary. The most recent actuarial review was
undertaken in 2015 and the next is due in 2018.
d)

Employment Rationalisation Reserve

The Employment Rationalisation Reserve was established to fund any potential
costs associated with redesigning the organisation including the impact of
reducing staff numbers.
e)

Asset Management Reserve

The Council has earmarked a proportion of the General Fund reserves to either
meet one off expenditure for the refurbishment of assets, or the costs of
borrowing should such expenditure be financed in that way. This reserve will also
be used to support the regeneration of Basildon town centre and other
regeneration activities. The Council’s asset management requirements are
currently under review and will subject to a report to members during the 2018/19
financial year.
f)

IT Initiatives Reserve

The Council has earmarked a proportion of the General Fund reserves to meet
investment in information technology. These resources will be used to support
the digital transformation and development of the organisation. These
arrangements are currently under review and will be the subject of a report to
members in due course.
g)

Treasury Management Reserve

The Treasury Management Reserve has been established to manage the risk of
volatility in interest rates. This reserve will be reduced to £0.5 million at the end
of the current financial year.
h)

Commercial Development Reserve

Intended to provide resources to fund the development of the Commercial
programme. This reserve will be used in full by the end of 2017/18.
i)

Business Rate Equalisation Reserve

As mentioned in Section 6 there are still significant uncertainties regarding the
financial impact of the localisation of business rates arrangements. The Business
Rate Equalisation Reserve was created to absorb or equalise any such adverse
impacts. It also accounts for timing differences between the statutory basis for
accounting for business rates and the accounting basis.
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Accumulated growth of in excess of £6 million above the baseline sums has been
credited to this reserve. £3.3 million of this will be released to support revenue
activity in equal instalments over the next 5 years. A view will be taken on an
annual basis as to the level of funding that can be released to support revenue.
j)

Sempra equalisation reserve

A reserve used to equalise the use of surpluses generated by Sempra activity.
k)

Commercial Asset equalisation reserve

A reserve set aside to manage fluctuations in income generated by commercial
asset acquisition activity.
The General Fund and Housing Revenue Account (HRA) Revenue Reserves forecast is set
out in the table on the next page:
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2017/18

2018/19

2019/20

2020/21

2021/22

2015/16

2016/17

Close

Close

Transfer

2017/18

Transfer

2018/19

Transfer

2019/20

Transfer

2020/21

Transfer

2021/22

General Fund Reserves

£000

£000

£000

£000

£000

£000

£000

£000

£000

£000

£000

£000

General Fund Activities

12,048

9,406

-5,706

3,700

-700

3,000

0

3,000

0

3,000

0

3,000

Contingency Reserve

7,262

7,581

-6,913

668

926

1,594

1,416

3,010

0

3,010

0

3,010

Insurance Pool

3,500

4,670

-692

3,978

-298

3,680

-180

3,500

0

3,500

0

3,500

Invest to Save

1,360

1,735

-1,735

0

0

0

0

0

0

0

0

0

Employment Rationalisation

1,469

1,808

-808

1,000

-500

500

0

500

0

500

0

500

0

313

-313

0

0

0

0

0

0

0

0

0

IT Initiatives

692

1,419

1,531

2,950

0

2,950

0

2,950

0

2,950

0

2,950

Treasury Management

370

850

-350

500

0

500

0

500

0

500

0

500

1,598

1,802

198

2,000

0

2,000

0

2,000

0

2,000

0

2,000

Sempra Equalisation

0

214

500

714

-500

214

938

1,152

661

1,813

807

2,620

Commercial Asset Equalisation

0

0

300

300

0

300

0

300

0

300

0

300

4,835

3,324

-17

3,307

5,278

8,585

-665

7,920

-665

7,255

-665

6,590

33,134

33,122

-14,005

19,117

4,206

23,323

1,509

24,832

-4

24,828

142

24,970

8,798

4,760

-760

4,000

0

4,000

0

4,000

0

4,000

0

4,000

10,793

22,851

-2,272

20,579

-1,359

19,220

-2,831

16,389

-2,894

13,495

-2,016

11,479

600

600

0

600

0

600

0

600

0

600

0

600

20,191

28,211

-2,272

25,179

-1,359

23,820

-2,831

20,989

-2,894

18,095

-2,016

16,079

Earmarked:

Commercial Development

Asset Management

Business Rates Equalisation
Total
Housing Revenue Account
Reserves
General Activities
Earmarked:
Asset Management
Treasury Management
Total
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2)

HRA Reserves
The HRA is ring-fenced within the General Fund and has its own identified
reserves. It is essential that the HRA maintains sufficient reserves to manage the
operational and strategic risks that it faces particularly given the rent reduction
imposed by the Government for the four years from 2016/17. The Section 151
Officer has proposed that a minimum balance of £4 million should be kept in the
HRA reserve. In addition, with a total debt of £206 million, a 1% increase in
interest rates across the 30 years could cost the HRA an estimated £600,000
over the forecast period, i.e. £150,000 per annum. For this reason a Treasury
Management risk reserve with a balance of £0.6 million has been established.
Any surplus over and above these reserves will be transferred to an asset
management reserve for investment in the housing stock depending on the
circumstances prevalent at that time. The forecast HRA reserves are shown in
the table above.

3)

Other reserves
In addition to the revenue reserves outlined above the Council holds capital and
other reserves for various purposes. A brief description of each of these reserves
is set out below.
Capital Reserves
a)

Regeneration Account

The Council is required to maintain a Regeneration Account for the period of the
regeneration of Basildon town centre. The Council will receive agreed land value
for its assets within the masterplan area that are taken forward for development
and, if applicable, a share of development surplus during the course of
regeneration. These receipts are to be credited to the Regeneration Account.
Amounts held in the Regeneration Account are to be used solely for the purpose
of the regeneration of Basildon town centre as the Council deems necessary and
at its sole discretion.
b)

Sporting Village Lifecycle Fund

Under the agreement with SLM Ltd for the management of the Sporting Village
the Council is required to set aside sums in a fund for the replacement of plant
and equipment within the facility over the 30 year life of the asset. These sums
are held in this fund and are payable to SLM once work has been undertaken
according to an agreed schedule. The fund is not available for any other purpose.
c)

Capital Receipts

The sums that the Council receives from the disposal of its assets are only
available, with a few exceptions, to use for capital purposes. Such receipts are
held in this reserve until they are used to finance capital expenditure. The reserve
holds receipts that can be used for any purpose and receipts that can only be
used for HRA purposes (including receipts that can only be used for the
acquisition and construction of new affordable housing). Capital receipts may
also be used to repay debt.
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d)

Capital Grants

This holds the balance of grants received for specific purposes which remain
unspent at the year-end.
e)

Major Repairs Reserve

A resource set aside to finance capital expenditure on dwellings and other
property held in the HRA. The amount set aside each year is equivalent to the
depreciation charge on dwellings made in that year.
The balances on these reserves at 31 March 2017 are set out below.
Balance
at 31
March
2017

Capital Reserves

Regeneration Account

3,310

Lifecycle Funds

1,609

Capital Receipts

29,989

Capital Grants

4,689

Major Repairs Reserve

2,942

Total Capital Reserves

42,539

The balance on the capital receipts reserve is comprised largely of receipts from
right to buy sales. Of the balance at 31 March 2017 £14.4 million can only be
used for the provision of replacement affordable housing (or be returned to the
Government). The balance of un earmarked right to buy receipts will be used to
supplement the HRA capital programme over the next few years.
Other Reserves
These are sometimes called adjustment or unusable reserves. In general they
absorb the differences between:
1. the expenditure actually incurred by an authority in providing services
(applying accruals accounting), and
2. the expenses it is required or permitted to charge against the General Fund
balance each year under council tax setting rules;
meaning that they are not available to use for any other purpose.
a)

Revaluation Reserve

Gains on the revaluation of non-current assets not yet realised. Will only be
recognised on disposal of the asset and if the gains crystallise they will be part
of the capital receipt, if any, received on disposal.
b)

Capital Adjustment Account

Capital resources applied to meet past capital expenditure. An accumulation of
the use of capital receipts and capital grants to meet capital expenditure as it is
incurred plus minimum revenue provision to reduce any borrowing incurred.
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c)

Financial Instruments Adjustment Account

Premiums arising from the early redemption of debt not yet charged to revenue.
d)

Deferred Capital Receipts Reserve

Proceeds from the sale of non-current assets not yet received.
e)

Pensions Reserve

Represents the value of any surplus or deficit at the year-end on the Pension
Fund attributable to the Council. This is currently a deficit and future contributions
to the fund are set by the fund actuary at a level designed to eliminate the deficit
over a 14 year period.
f)

Collection Fund Adjustment Account

The difference between the Council’s share of actual council tax and business
rates income for the year and the statutory amount that can be released to the
General Fund. These balances unwind over a two year period but the account is
constantly adjusted when differences arise.
g)

Unpaid Absences Account

Value of officers’ remuneration for annual leave not yet borne by the General
Fund or HRA balance under statutory regulations.

Balance
at 31
March
2017

Other Reserves

£000
Revaluation Reserve

185,033

Capital Adjustment Account

370,962

Pensions Reserve

-133,473

Collection Fund Adjustment Account
Other unusable reserves
Total

2,390
120
425,032
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9 Council Tax Base
1.

Council Tax Base calculation

Under Section 33 of the Local Government Finance Act 1992 (as amended) and supporting
regulations, the Council must make an annual calculation of its tax base. The tax base is the
total number of properties on which council tax will be charged expressed as a Band D
equivalent, after allowing for discounts, exemptions and losses on collection. The method of
calculation is prescribed in the Local Authorities (Calculation of Council Tax Base) (England)
Regulations 2012.
The tax base is used in the calculation of the Council Tax Requirement, to produce the standard
amount of council tax for a Band D property, in relation to both the Borough and the major
precepting authorities.
The tax base calculation for 2018/19 has been made under delegated authority by the
Corporate Director in their capacity as Section 151 Officer, in consultation with the Chairman
of the Policy and Resources Committee. Before allowing for the impact of the Localised
Council Tax Support scheme (LCTS) and deducting losses on collection, the calculated tax
base for 2018/19 is 67,596.1 Band D equivalent properties,
The tax base then has to be adjusted to reflect the estimated impact of the Localisation of
Council Tax Support (LCTS). Council tax demands are sent out net of any support awarded
(see paragraph 3 below) and this has reduced the tax base by the equivalent of a further
6,884.3 Band D properties.
The estimated number of Band D properties must then be reduced by an assumed collection
rate that takes into account the economic climate. On this basis, the tax base collection rate
has been estimated at 99.05% for 2018/19 (equivalent to a reduction of 576.8 Band D
properties). This reduces the tax base to 60,135 Band D properties (compared to 59,466 for
2017/18).
2.

Council Tax Technical Changes

No changes have been made for 2018/19 to the discounts available in 2017/18.
3.

Localisation of Council Tax Support Scheme

Support under LCTS is treated as a discount reducing the tax liability itself, so the council tax
demand only shows the net figure payable, in much the same way as single person discounts
and exemptions for empty homes operate.
The LCTS scheme adopted by the Council on 14 December 2017 for 2018/19 remains
largely unchanged from the 2017/18 scheme with the exception of the inclusion of
•

Every live LCTS claim will receive the full 75% of a maximum Council Tax Band
D liability, where a disabled person resides and they are entitled to a qualifying
state disability benefit. For disabled customers making a new claim for LCTS
there will be an easier assessment process.
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A summary of changes in the scheme costs over the years is shown below, together with an
indication of the impact on each authority affected:

Annual cost (£000)
Preceptors
2014/15
Actual

2015/16
Actual

2016/17
Actual

2017/18
Actual

2018/19
Estimated

Basildon Council
including parishes

2,020

1,893

1,858

1,811

1,895

County Council

8,463

7,930

7,944

7,822

8,266

Police and Crime
Commissioner

1,123

1,074

1,069

1,056

1,105

517

485

476

464

486

12,123

11,382

11,347

11,153

11,752

Fire Authority
Total

Exceptional Hardship Funding
Funding capped at approximately £25,000 per annum was agreed by the precepting authorities
with any excess cost borne by the billing authority’s General Fund. The funding will be used
only in the most exceptional circumstances and when all other attempts to recover the
particular outstanding council tax debt have been exhausted.
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10 Collection Fund
1.

Background

The Collection Fund is the account into which all council tax and business rate income is paid
before being distributed to precepting authorities and central government. It is managed by
this Council as the billing authority. The precepting authorities for this purpose are Essex
County Council, the Police and Crime Commissioner for Essex, Essex Fire Authority, and the
local precepting authorities (parish, town and village councils) operating within the Borough
boundary and the Borough Council itself.
Within the Collection Fund, the accounts for council tax and business rates are separated.
2.

Distribution of Collection Fund Balances

Council Tax and Business Rate income for any particular year is distributed over a three year
cycle as shown below, based on information known at the time of calculating the Council Tax
Requirement.
A surplus on the Collection Fund arises when actual income collected is greater than the
original estimate; conversely when, actual income is lower than estimated a deficit on the
Collection Fund occurs. This surplus or deficit is distributed at a later stage with the difference
between the original estimate and the revised estimate being accounted for in the following
year and the difference between the revised estimate and the actual outturn being accounted
for in the year after that.
It is estimated that by 31 March 2018 the balance on the Collection Fund in total (i.e. including
that attributable to preceptors and Government) will be £0.07 million deficit for council tax, and
£8.3 million surplus for Business Rates.
The £8.3 million surplus for business rates comprises £9.0 million outturn surplus for 2016/17
(largely as a consequence of the withdrawal of a major appeal) and £0.7 million deficit revised
estimate for 2017/18.
The tables below set out the distribution of the Collection Fund balance in respect of all
preceptors and the Government.

Council Tax

Surplus/(deficit)

2016/17

2017/18

2018/19

£000

£000

£000

2014/15

80

0

0

2015/16

1,060

1

0

2016/17

0

1,750

-597

2017/18

0

0

528

1,140

1,751

-69

187

287

-11

BBC Share of surplus/(deficit)
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Business Rates

Surplus/(deficit)

2016/17

2017/18

2018/19

£000

£000

£000

2014/15

-6,733

0

0

2015/16

-1,218

-3,494

0

2016/17

0

-9

9,003

2017/18

0

0

-695

-7,951

-3,503

8,308

-3,180

-1,401

3,323

BBC Share of
surplus/(deficit)

The allocation of the surplus between all precepting authorities is set out in the table below:
Allocation of Council Tax Balance in
2018/19

Estimated (Surplus)/Deficit
31 March 2018

%

£m

Essex County Council

69.57

0.048

Police and Crime Commissioners for Essex

10.14

0.007

4.35

0.003

Essex Fire Authority
Basildon Borough Council
Total

Allocation of NDR Balance in 2018/19

15.94

0.011

100.00

0.069

Estimated (Surplus)/Deficit
31 March 2018
%

Central Government

£m

50.00

-4,741.9

Essex County Council

9.00

-853.9

Essex Fire Authority

1.00

-94.7

40.00

-3,793.5

100.00

-9,484.093

Basildon Borough Council
Total

Business Rates Retention Scheme
Basildon is the billing authority for business rates in the Borough. The Collection Fund passes
50% (the central share) to the Government with the other 50% (the local share) being retained
locally. This means that the risks affecting collection rates, rateable value adjustments and
appeals, new premises, demolitions, discounts and reliefs, and rewards are borne by the
Borough (40%), Essex County Council (9%) Essex Fire Authority (1%) and the Government
(50%). The police service is not part of the rates retention scheme, so the Police and Crime
Commissioner for Essex does not participate in this part of the Collection Fund. Any year-end
surpluses and deficits on this part of the Fund will be accounted for and adjusted in the following
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year in proportion to the Central and Local Shares. The details of the scheme are set out in
Section 6 above.
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11 Capital, Treasury and Investment Strategy
The Council is required by Regulation to have regard to the Prudential Code when carrying out
its duties under Part 1 of the Local Government Act 2003. Following consultation during 2017,
the Chartered Institute of Public Finance and Accountancy (CIPFA) published a revised
Prudential Code (2017 Edition) and Treasury Management Code of Practice (2017 Edition), in
January 2018. One of the main aspects of these revised Codes is to bring together elements
of Capital Expenditure with the Treasury Management Strategy into a single Capital and
Investment Strategy, for the approval by Full Council. This strategy document therefore sets
out the capital and treasury management strategy for 2018/19 and includes a capital
programme and prudential indicators for the forecast period of 2018/19 to 2021/22.
In addition to these revised codes, The Department for Communities and Local Government
(CLG) has issued a consultation on a revised Prudential Framework, the regulations under
which the Council is able to borrow and invest surplus cash flows, and revised Statutory
Guidance on the Minimum Revenue Provision (MRP). The consultation has closed but it is not
clear when the final guidance will be issued.
In response to the timing of the issue of the revised codes and the uncertainty created by the
absence of any finalised guidance from the government CIPFA’s Treasury and Capital
Management Panel have issued a statement stating that the expectation is that any changes
in reporting required be made as soon as possible but expect that all changes should have
effect from 1 April 2019.
The remainder of this strategy document includes all of the information necessary to meet the
requirements of these revised guidance documents and Officer’s understanding of the
proposed revisions to statutory investment and MRP guidance.
The obligations on the Section 151 Officer in relation to the Capital Programme and for
Treasury Management Activities are set out in Sections 4 and 14 of the Financial Regulations
respectively.
Both the Capital Programme and other Capital Expenditure as outlined in Section 1 – Capital
Programme and Section 2 – Other Capital Expenditure of this strategy are supported, at
least in part, by borrowing. Where the cost of borrowing is in relation to Other Capital
Expenditure, this is covered in Section 2 and the costs are shown in the summaries provided
and on these services’ own Budget Book pages. Borrowing in relation to the general Capital
Programme is shown within the Capital Financing estimates and as part of this Budget Book
page.
Information in relation to the affordability and sustainability of any new borrowing is contained
within Section 3 - Treasury Management and supported by the indicators as outlined in
Section 6 – Prudential Indicators. The creating of the provision to deal with the repayment
of any borrowing is within Section 5 – Minimum Revenue Provision. All indicators provided
within this section have regard to the total borrowing and treasury management requirements
of the Council, regardless of the purpose.
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Section 6 – Prudential Indicators
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Introduction
Definition of Capital
The Local Government and Housing Act 1989 requires all expenditure to be charged to
revenue unless an exemption can be found, the main exemption being that the expenditure is
for capital purposes. In broad terms this means expenditure incurred on the acquisition or
creation of tangible assets, such as houses, buildings and vehicles. This is opposed to revenue
expenditure which is what is spent on the day-to-day operation of services such as employee
costs and supplies and services.
The Local Government Act 2003 extends the definition for the purposes of the capital
expenditure to allow expenditure on computer software and on the making of loans or grants
for capital expenditure by another body to be treated as capital expenditure of the local
authority.
These Statutory Regulations have been absorbed into CIPFA’s Accounting Code for Local
Government Accounting (the Code) and where appropriate form the basis of statutory
overrides to International Accounting Standards used within company accounts. For this
reason, as well as the Capital Programme produced and approved as part of the annual Budget
Setting report, there will also be other activities that are required to be accounted for as Capital
Expenditure in addition to the annual programme.
Treasury Management
The proposed Treasury Management arrangements are in accordance with both statutory
requirements, non-statutory guidance published by Government and best practice as identified
by CIPFA.
All decisions on overall Treasury Management (TM) policy and the setting of annual TM
Strategies are determined by Full Council. The same process will apply to changes to the
relevant policy or strategy during the course of a year. Thus all matters relating to borrowing,
investments and debt repayment are determined by Full Council. The Audit and Risk
Committee is responsible for scrutiny of policy and performance in this area.
The major influencing factors for TM arrangements during 2018/19 are considered in Section
3.
The objective of the strategy is to establish a framework under which officers can carry out
treasury activities. The control framework is established initially by what is permitted within the
approved strategy, but further levels of control exist within the operational aspects of the
activities. This means that just because something is permitted by the strategy, it does not
necessarily follow that the activity will take place. The Section 151 Officer has the responsibility
for this day to day decision making with the primary objective of acting in the best interest of
the Council’s finances at all times.
Investment Activities
The Local Government Act 2003 gives a local authority power to invest “for any purpose
relevant to its functions under any enactment, or for the purposes of the prudent management
of its financial affairs.”
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There is no provision in the Act for the Secretary of State to regulate the way in which an
authority exercises its investment powers. It does however require authorities to “have regard”
to such guidance as the Secretary of State may issue and to such guidance issued by others
as he may specify. For this purpose, the Secretary of State has formally endorsed CIPFA’s
TM Code of Practice and has supplemented the Code with additional guidance. Local
authorities are therefore required by statute to have regard to both sets of guidance in their
investment activities.
The investment arrangements for 2018/19 are set out in Section 4.
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Section 1 – Capital Programme
General Fund Capital Programme
The General Fund capital programme for 2018/19 and forward forecast to 2020/21 is
summarised below.
The Local Government Act 2003 requires the Council to have regard to the ‘Prudential Code
for Capital Finance in Local Authorities’ when making decisions concerning the resourcing of
its capital programme. The Government provides no support for borrowing to resource General
Fund expenditure. The programme is, therefore, financed in the main by locally generated
resources consisting of borrowing, capital receipts, government grants, partnership funding
and other capital contributions (e.g. under Section 106 agreements).
The capital programme as shown below includes borrowing in each year. The Section 151
Officer will consider the most effective way to finance each year’s programme in the light of the
financial circumstances prevailing at the time (this may include the use of revenue contributions
if appropriate).
Estimates
2017/18

2018/19

2019/20

2020/21

2021/22

£000

£000

£000

£000

£000

EXPENDITURE
Housing

800

800

800

800

800

Leisure

160

140

0

0

0

Corporate & Central

487

487

487

487

487

50

50

50

50

50

1,497

1,477

1,337

1,337

1,337

Capital Receipts

-150

-150

-150

-150

-150

Government Grants

-550

-800

-800

-800

-800

Direct Revenue Funding

-160

-140

0

0

0

New unsupported borrowing

-637

-387

-387

-387

-387

-1,497

-1,477

-1,337

-1,337

-1,337

Contingency Provision
Total Expenditure
RESOURCES

Total Resources

The programme provides for, in addition to a contingency:
•

Disabled Facilities grants

•

Improvements to the Council’s assets

•

Annual provision for maintenance and repair of former HRA assets

•

Play equipment and resurfacing works
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The capital programme may require amendment during the year to take account of any
activities approved during the year and the Funding Framework.
HRA Capital Programme
A 30 year Asset Management Strategy was prepared in 2011/12 and this was a key input into
the 30 year financial strategy. This Strategy has been reviewed in the light of the significant
change in available resources. Modelling the resources available in the 30 year HRA financial
forecast demonstrates that the demands of the Asset Management Plan can be fully met
throughout the 30 year planning period.
As a result of this the priorities of the capital programme identified last year following the
complete review and preparation over a ten year period taking into account not only the need
to maintain the stock to the agreed standard but also the need to improve and maintain the
overall estates and environment can be continued. The programme has also been linked to the
revenue repairs budget and in particular the planned maintenance programme to ensure that
the overall programme of works are aligned and prioritised taking into account the overall
capital and revenue resources available. Also taken into account in the preparation of the
programme is the deliverability of the programme given contractor resource availability,
procurement timescales and human resource availability for project and contract management.
Notwithstanding the above the acquisition and development of new dwellings is considered to
be an integral part of the Council’s strategy and for three years from 2018/19 a sum of £12.9
million has currently been set aside to meet this objective. However, with the re-profiling of the
programme and the adjustments made to the overall resources available to the HRA, it would
now be possible to increase this sum of £12.9 million to £45 million over the period 2018/19 to
2022/23. This will allow the use of some £13.5 million of retained Right to Buy receipts.
The other major source of funding for the capital programme is the depreciation charged to the
HRA however, it is also possible to make revenue contributions to capital expenditure. The
draft revenue budget identifies the proposed level of contribution in each year and assumes
that any balance in the general and earmarked reserves above the £4.6 million considered to
be prudent by the Section 151 Officer is transferred to an Asset Management Reserve and
made available, by Committee or Council decision, to supplement the capital programme.
There is no additional borrowing required for the HRA Capital Budget over the forecast period.
The capital programme is set out below.
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Estimates

Original
Budget
Item

2017/18

2018/19

2019/20

2020/21

2021/22

£'000

£'000

£'000

£'000

£'000

EXPENDITURE
3,425
6,500
1,610
250

3,425
6,500
1,610
250

3,425
6,500
1,610
250

3,425
6,500
1,610
250

3,425
6,500
1,610
250

11,785

11,785

11,785

11,785

11,785

100
1,190
100
236
100
1,950

100
1,190
100
236
100
1,950

100
1,190
100
236
100
1,950

100
1,190
100
236
100
1,950

100
1,190
100
236
100
1,950

3,676

3,676

3,676

3,676

3,676

15,461

15,461

15,461

15,461

15,461

Inflation @ 2%

309

309

624

946

1,274

Fees on Capital @ 5%

773

773

773

773

773

16,543

16,543

16,858

17,180

17,508

4,300

9,000

9,000

9,000

9,000

20,843

25,543

25,858

26,180

26,508

-11,663
-3,010
-6,170

-13,100
-6,300
-3,443
-2,700

-13,100
-6,300
-3,758
-2,700

-13,100
-6,300
-4,080
-2,700

-13,100
-6,300
-4,408
-2,700

-20,843

-25,543

-25,858

-26,180

-26,508

-

-

-

-

-

Internal Works
External Works
Common Parts Works
Associated Assets Works

Sub- Total
Future Major Works
Improvement Works
Estate Works
Contingent Major Works
Exceptional External Works
Other Capital Works

Sub- Total
Capital Total (Excluding Inflation & Fees)

Capital Total (Including Inflation & Fees)

Acquisition & New Build
Overall Programme
LESS RESOURCES
Major Repairs Allowance
Revenue Contribution to Capital Outlay
Capital Receipts - General
Capital Receipts - Retained 1-4-1
Total
NET POSITION
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Section 2 – Other Capital Expenditure
Part of the reason for the changes seen in the regulations for 2018/19 is to ensure that the
Council provides clarity over ‘other’ investments that might otherwise not be captured in either
the treasury management or investment strategies. This type of investment could include, for
example, the purchase of Investment Properties (held on a commercial basis to generate
income or for capital appreciation purposes), or the issue of loans of other financial support to
third parties, including wholly owned subsidiary companies.
At its Cabinet meeting in March 2017, the Council approved two additional borrowing
requirements, one for up to £80 million for the purchase of a commercial asset portfolio (Minute
2017/141) and £117 million to support the activities of the Council’s subsidiary company,
Sempra Homes Limited (Minute 2017/146).
Unlike the Investment Strategy (as outlined in Section 4), which focuses on the prudent
investment of surplus cash flows, by following the factors of Security, Liquidity and Yield in that
order, investment in commercial operations, by their nature, need a different objective. Whilst
seeking to maintain the level of investment, the focus is on Yield (the level of financial return)
and the investments are not likely to be liquid (the speed at which the investment can be
converted into cash). Details of how the Council will seek to manage the risks associated with
this approach are outlined below. Even with these in place though, there is the possibility that
the security of the sum invested could be affected by changes in the underlying value of any
assets that have been purchased with that investment. Details of how these fluctuations are to
be dealt with are included in Section 5 – Minimum Revenue Provision in the paragraph
headed ‘MRP for Investment Properties’ and in the subsequent proposal.
The investments in commercial property and in the Council’s subsidiary company are not
regarded in the regulations as ‘treasury’ activities and are therefore accounted for as capital
expenditure. As they are both funded from borrowing, the cost of servicing these debts falls on
the General Fund and are included in the budgets to be approved by Full Council in each
financial year of the life of the loan. It is essential that, at the very least, these activities provide
an income to the General Fund which is sufficient to cover these costs, but preferably to also
create a surplus that can be used to support the provision of services. However, in complying
with the regulations, it is necessary to recognise the risks around these activities and in
particular that the income generated by these schemes may not be sufficient to cover the costs
incurred.
The Council uses a number of mechanisms to reduce these risks, including the following:
a) Project cost modelling – in this exercise, the income and expenditure cash flows for the
life of the project are modelled. These are based on a number of assumptions which
may include the borrowing rate, term of the borrowing, rate of inflation etc. These costs
are then converted into a ‘present value’ (taking out the impact of inflation and the
opportunity cost of income that could be generated if the funds had simply been
invested for a return), using an appropriate discount rate, the effect being as though all
of the costs and income generated by the project occurred on day 1. This total is known
as the Net Present Value.
Other investment appraisal techniques are also used including
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1) Payback
2) Internal rate of return
3) Comparison to a benchmark yield
b) Use of specialist advisors – as part of these activities, the Council employs the use of
specialist advisors, who know and understand the market in which the activities operate
and provide the Council with appropriate advice and data on which to base many of the
assumptions used within the modelling.
c) Both of the main activities undertaken by the Council in this area are subject to a
strategic framework in which to operate. There is a Commercial Asset Acquisition
Strategy that clearly sets out the parameters around which investments will be
considered and a Commercial and Strategic Asset Acquisition Sub-Committee, with
Member involvement for scrutiny and approvals. Sempra Homes operates within an
approved Business Plan which sets out how the company meets local housing need
and the financial framework and levels of support required from and the consequential
financial returns to the Council as the Parent company.
d) Use of earmarked reserves – these activities are rarely consistent in terms of costs and
income and while these are modelled as accurately as possible, there will be
fluctuations that are unknown at the outset. Where, for example, costs are incurred for
building prior to income generation, these are appropriately modelled, however, in any
financial year, the costs or surpluses generated are unlikely to match the modelling
exactly. One of the methods that will be used by the Section 151 Officer to protect the
Council from these fluctuations is the use of Earmarked Reserves. In this instance any
surpluses above projections, may be transferred into a reserve to offset any future
deficits that may be experienced. In this way, the Section 151 Officer can take a view
annually of the extent to which surpluses generated can be used to fund services whilst
being mindful of the risk to future budget setting of any negative events in any of these
more commercial areas.
The Commercial Asset Acquisition and Sempra Homes estimates have been included in the
budget for 2018/19 and the forecast period. A summary of activities in these areas is included
below. The Sempra Homes business plan is being considered by the Housing and Community
Committee on 27 February 2018.
Commercial Asset Acquisition
Estimates
2017/18

2018/19

2019/20

2020/21

2021/22

£000

£000

£000

£000

£000

EXPENDITURE
Supplies & Services

0

75

150

188

188

Capital Costs

0

435

870

1,087

1,087

Income (Rents)

0

-810

-1,620

-2,025

-2,025

Total Surplus

0

-300

-600

-750

-750
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Sempra Homes
Estimates
2017/18

2018/19

2019/20

2020/21

2021/22

£000

£000

£000

£000

£000

EXPENDITURE
Capital Costs

0

900

1,652

2,063

2,391

Investment Income

0

-362

-2,455

-1,831

-1,884

Interest

0

0

-495

-1,248

-1,664

Recharges to Sempra

0

-260

-265

-270

-275

Total Surplus

0

278

-1,563

-1,286

-1,432

The returns from Sempra Homes will be used to support revenue activity on a smoothed basis
through the use of an earmarked reserve at a rate of approximately £600k a year.
Taking these services into consideration, the totals being available to fund services are
2018/19 £300k
2019/20 £1,225k
2020/21 £1,375k
2021/22 £1,375k
To the extent that these income streams are not realised, the Section 151 Officer will need to
find additional savings elsewhere in the General Fund budget or use Reserve balances to
maintain service levels. If any differences are deemed to be the result of timing issues, such
as slippage in build programmes, reserves would be replenished at a later date.
The capital costs highlighted in the above tables are to deal with the interest costs associated
with the borrowing requirements of the two activities over the forecast period. In terms of the
actual borrowing within the approved limits, this is forecast to be £51.7m in 2018/19, £24.2m
in 2019/20, £18.9m in 2020/21 and £5.0m in 2021/22, so by the end of the forecast period the
Council will have taken on £99.8m additional borrowing to generate the surpluses as outlined
in the tables.
The borrowing for Sempra Homes will be to either provide a loan directly to the Company, or
to purchase equity in it in the form of Shares. Guidance issued by Her Majesty’s Revenue and
Customs require a mix of debt and equity to be held for a subsidiary company by its Parent.
The borrowing for Commercial Asset Acquisition will be for the outright purchase of assets to
be held in the Council’s accounts as Investment Properties. All such borrowing will take place
in the context of the Council’s Funding Framework (see Section 13).
The provision for the repayment of borrowing is deal with within Section 5 – Minimum
Revenue Provision.
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Section 3 – Treasury Management
Treasury management is a key element of the Council’s overall financial management
arrangements. It relates to the Council’s borrowing and investment activities and the effective
management of the associated risks. These activities are strictly regulated by statutory
requirements and professional codes of practice, which require authorities to set local
parameters for their Officers to work within. This Council has adopted the CIPFA Code of
Practice on Treasury Management in the Public Services and as required by the Code, has an
approved Treasury Management Policy Statement and associated Practice Statements.
Under these arrangements, Full Council approves annually a strategy for the expected treasury
management activity in the forthcoming financial year. A further report is made after the yearend on the actual activity for the year and a mid-year report will also be made comparing
performance with the approved strategy.
This report summarises the current position with regard to the Council’s Treasury Management
arrangements and proposes a strategy for 2018/19. The report is structured under the
following paragraph headings:
1) HRA and General Fund ‘Pools’
2) Projected portfolio position
3) Debt requirement
4) Borrowing and Investment Strategy
5) Interest rate considerations
6) Debt limits
7) Debt rescheduling
8) Treasury Indicators
9) Proposed Treasury Management Strategy for 2018/19
10) Revisions to the Strategy
1.

HRA and General Fund ‘Pools’

HRA and General Fund debt is managed separately in two pools. The following principles are
adhered to:
•
•
•
•

There must be no detriment to the General Fund in this approach
Any allocation of debt should be broadly equitable between the HRA and the GF
Future charges to the HRA in relation to borrowing are not influenced by GF decisions,
giving a greater degree of independence, certainty and control
Cash resources (reserves and other cash backed balances e.g. provisions) which allow
borrowing to be below the capital financing requirement (see Section 3 below) are
separated between the HRA and General Fund

Where relevant the figures that follow are split between HRA and GF. It should, however, be
noted that all debt is secured on all the revenues of the Council and that the Section 151 Officer
retains responsibility for the overall TM strategy.
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2.

Projected Portfolio Position
The projected position for the Council’s debt and investments is set out in the table
below. The figures include the requirement for the Capital Programme and Other
Capital Expenditure. The Average Amount column is weighted according to expected
levels of activity during the year.
Apr-18

Estimated Net Overall Position 2018/19

HRA
£m

GF
£m

Mar-19
Total
£m

HRA
£m

GF
£m

Average
Total
£m

Total
£m

Long Term Borrowing (one year or more)
Public Works Loan Board fixed rate
Market Bonds
Total Long term
Short Term Borrowing (up to one year)
TOTAL BORROWING
Finance Leases
GROSS DEBT
Less Short Term Investments
NET DEBT

3.

209.8

8.7

218.5

203.3

51.7

255.0

236.8

0.8

0.0

0.8

0.8

0.0

0.8

0.8

210.6

8.7

219.3

204.1

51.7

255.8

237.6

0.0

0.0

0.0

0.0

0.0

0.0

0.0

210.6

8.7

219.3

204.1

51.7

255.8

237.6

0.0

4.4

4.4

0.0

3.7

3.7

4.1

210.6

13.1

223.7

204.1

55.4

259.5

241.6

0.0

-37.3

-37.3

0.0

-18.4

-18.4

-27.9

210.6

-24.2

186.4

204.1

37.0

241.1

213.8

Debt Requirement
The main purpose of borrowing and other forms of credit (such as finance leasing) is to
meet a shortfall in capital resources available to finance capital expenditure. In practice
however there is such a great variety of revenue and capital cash flowing in and out of
the Council’s bank account at any time that it is difficult to determine from an
examination of cash transactions just what the underlying debt requirement is. Another
method is needed.
The statutory measure for this is the Capital Financing Requirement (CFR), as defined
in the Prudential Code. By ignoring capital expenditure financed from capital cash
resources (e.g. capital receipts, grants and contributions, or from revenue or other
reserves), it represents the true capital shortfall at any time. Then, by plotting estimated
movements in capital expenditure and resources through the capital programme it is
possible to estimate the underlying debt requirement. In practice, the Council might not
actually incur borrowing in line with the CFR if, for example, it has surplus funds invested
externally that could be called back, but the starting point for developing a strategy for
borrowing has to be the CFR.
It is divided into two parts according to whether the capital shortfall relates to Housing
Revenue Account (HRA) expenditure or General Fund expenditure. The figures for
2018/19 are currently estimated as follows:
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Capital Financing
Requirement (CFR) 2018/19

Apr-18

Mar-19

Average

£m

£m

£m

General Fund

63.4

105.7

84.6

Housing Revenue Account

205.2

205.1

205.1

TOTAL

268.6

310.8

289.7

The current CFR forecast is based on the original capital budget as amended by carry
forwards.
4.

Borrowing and Investment Strategy
It will be noted that the amount of unfinanced capital expenditure represented by the
CFR is considerably in excess of the estimated actual debt requirement. The Council is
therefore borrowing considerably less than its implied need to borrow. This due to sound
and proactive treasury management activity where surplus cash resources available are
used to finance capital expenditure rather than investing them externally on the money
markets. The extent to which this is to be done is shown in the table below:
Temporary use of surplus cash

Apr-18

Mar-19

Average

Total
£m

Total
£m

Total
£m

Capital Financing Requirement

268.6

310.8

289.7

Less: Forecast Gross Debt

223.7

259.5

241.6

44.9

51.3

48.1

Surplus cash invested internally

The surplus cash being relied upon for this purpose consists of Council Tax and NNDR
income received in advance of payments to precepting authorities and the Government,
other timing differences between receipts from debtors and payments to creditors,
grants, subsidies and contributions received in advance of spend, and the general trend
for revenue and capital expenditure to be weighted more towards the second half of the
financial year. The surplus also includes the level of General Fund and HRA revenue
reserves and provisions.
It is assumed that the HRA is always fully borrowed and to the extent that the
combination of its reserves and borrowing exceeds its CFR it is assumed that it has
leant to the GF. The situation could arise where the HRA is borrowing from the GF.
Interest is charged on these internal borrowings at a rate considered to be appropriate
by the Section 151 Officer.
The main advantage of this strategy is the lower exposure to external debt, and at the
same time, lower exposure to counterparty risk in external investments at this time of
increased risk in the financial markets. This is a very considerable benefit, especially
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given the insistence in the statutory guidance that security of funds comes before any
considerations of liquidity or yield (return on investments). More is said about the effect
on investments below.
However no strategy is entirely risk free. The main risk of using cash surpluses
generated as described above is that some will be available only temporarily. When the
cash is required for other purposes the authority may be forced to borrow to replace
those funds at a time when interest rates are higher or other conditions are not
favourable (the interest rate projections on which the draft budgets and the forward
forecast have been based at this stage in the budget process are discussed below).
The alternative would be to externalise all or part of our surplus cash. This would leave
a cash shortfall to be met by further borrowing. It is ultra vires (beyond the Council’s
powers) to borrow specifically to lend on, but provided total debt did not rise above the
CFR and provided it was done for good TM reasons (such as to secure long-term
interest rates ahead of an expected increase), this would be a reasonable use of the
Council’s powers.
The Section 151 Officer retains within the limits set by this TM Strategy the flexibility to
adjust the balance between borrowing and investments to meet changing
circumstances. The preferred option on which the draft budget at the present time has
been prepared is however to, as far as possible, internalise all surplus funds and to start
to lock into the historically low long term rates for HRA borrowing.
5.

Interest Rate considerations
The borrowing portfolio consists of long-term debt, with short-term borrowing only be
entered into to cover cash flow shortfalls. Long-term borrowing at fixed rates of interest
gives certainty of cost, which is important to protect the revenue budget from volatility in
market interest rates, but as will be seen from the table below, projected short-term rates
offer a considerable saving at the present time below long-term borrowing rates:

2017/18

2018/19

Bank Rate

0.25%

0.50%

Investment Rate

0.30%

0.40%

Overdraft

1.10%

1.20%

1 year PWLB

1.00%

1.10%

5 year PWLB

1.70%

1.80%

10 year PWLB

2.30%

2.40%

25 year PWLB

3.00%

3.10%

50 year PWLB

2.80%

2.90%

Interest rates from the PWLB continue to be at historically low levels, despite the
increase in the Bank of England Base Rate. The significant continued turbulence in the
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global financial markets is contributing to low gilt yields and is, therefore, keeping PWLB
rates very low. PWLB rates have been discounted by 0.2% since November 2012, this
PWLB ‘certainty’ rate was made available to the Council following the provision of
information to CLG concerning our projected levels of borrowing.
As recommended by the TM Code, it is important to diversify borrowings to provide a
balance between interest rate risk and certainty. Some existing debt will be maturing
during 2018/19 and, taken with the borrowing requirements of the capital programme,
the recommended portfolio position reflects a mix of maturity periods, including shortterm. All decisions are taken by the Section 151 Officer or under delegated
arrangements approved by him, having regard to the issues discussed in this strategy
document and principles determined in consultation with our TM advisers.
The short-term rates shown above are projections of 3 month LIBOR12, which is closely
related to the cost of temporary borrowing. This is closely related to the 3mth LIBID
rate, which is a benchmark rate of interest for short term borrowing. In practice, the rate
of interest that could be earned on external investments could fall far short of this rate
because of the need to put security before yield and invest only in the safest
counterparties, who therefore pay a lower rate of interest.
To project interest rates with any certainty in the present economic climate continues to
be very difficult if not impossible. As a consequence a GF Treasury Management
Reserve was set up in 2011/12 to manage future interest rate fluctuations. The balance
on the reserve at 31 March 2018 is forecast to be £0.5 million. A similar reserve was
established for the HRA during 2012/13 with an initial balance of £0.6 million.
In terms of interest return from sums invested, these continue to be historically low
despite a rise in the Bank of England Base Rate in November 2017.
6.

Debt Limits
Local borrowing limits are set as part of the Council’s consideration of its annual
Prudential Indicators. The limits projected by the Council for 2016/17 and for 2017/18
are shown in the following table.
External Debt Limits 2018/19
(as approved by Council, February 2012)
Authorised Limit for external debt
Operational Boundary for external debt

2017/18

2018/19

£m

£m

325.0
425.0

325.0
425.0

The Authorised Limit is the limit placed by the Council on the absolute level of its gross
debt at any time. The Local Government Act 2003 stipulates that it must not be
breached at any time. The Operational Boundary on the other hand is a lower figure
reflecting the planned maximum level of debt at any time, the difference being designed
to give headroom to deal with unforeseen movements in cash flow. It will not normally
be a matter of concern if the Operational Boundary is breached temporarily due to
12

The LIBOR (London Interbank Offered Rate) rate is the average interest rate that leading banks in London
charge when lending to other banks.
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variations in cash flow. However, a sustained or regular trend above the Operational
Boundary would require investigation and appropriate action.
7.

Debt Rescheduling
This is the practice of repaying debt of one maturity early in order to borrow for a different
maturity period. The purpose might be to reflect changes in borrowing needs or to take
advantage of changes in interest rates. The lender will usually offer a discount, or
require payment of a premium, depending on the difference between the rate of interest
on the existing loan and that offered in the markets or by the PWLB for the remaining
term of that loan.
The question of whether the Council will pursue any debt rescheduling will always have
to take into account the net revenue effects of the premium/ discount against the
costs/savings to be made in the average rate of interest payable on the new loans. The
PWLB terms on which premature repayment can be made are generally unattractive.
Rescheduling should only be considered where the economics can be justified over the
term of the original or replacement loan. Another important consideration is the
respective financial implications for the General Fund and Housing Revenue Account.
Decisions on rescheduling will be made by the Section 151 Officer or under delegated
arrangements authorised by him. They will also only be taken in consultation with TM
advisers retained by him.

8.

Treasury Indicators

(1)

Interest Rate Exposures
The following indicators set upper limits to the Council’s exposure to the effects
of changes in interest rates, in 2018/19 and for the following two financial years,
as required by the Code.
The figures are calculated on the amount of borrowing net of investments at any
time, so, for example, a negative limit would indicate a weighting towards
investments.

(2)

Upper Limit on fixed interest rate exposure

125%

Upper Limit on variable interest rate exposure

+ 25%

Maturity Structure of Fixed Rate Borrowing
The following indicators are designed to limit the Council’s exposure to sums
falling due for replacement at about the same time. Variable rate debt, including
for this purpose any short-term borrowing, would present no problem in this
regard as it is likely to be replaced at similar rates of interest. Long-term fixed
loans however could be running at historical rates significantly different from the
market rate at the time of repayment, with consequences for the revenue
account.
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The limits refer separately to the maximum and minimum proportions of the
borrowing portfolio that may mature in each given time period. They have been
reviewed without change for 2018/19. The minimum amounts have been set at
0% since, in the long term, one of the objectives of the HRA business plan is to
repay the debt in full. The maximum limits have been kept at their limits to provide
flexibility in decision making over appropriate maturity periods for new debt.

(3)

Maximum

Minimum

Under 12 months

50%

0%

12 months and within 24 months

50%

0%

2 years and within 5 years

50%

0%

5 years and within 10 years

50%

0%

10 years and within 25 years

100%

0%

25 years and within 50 years

50%

0%

Total Principal Sums invested for periods longer than 364 days
The limit on the maturity of longer-term investments is designed to limit the need
to seek early redemption in the event of cash flow shortages and the possibility
of loss that might arise.
Principal sums invested for more than 364 days

9.

At the
discretion of
the Section
151 Officer

Proposed Treasury Management Strategy for 2018/19
Taking account of the above position, the Section 151 Officer recommends the following
strategy for 2018/19:
(1)

The overall direction of treasury management strategy will reflect the separation
of HRA and GF debt (the two pool approach).

(2)

The overall debt and investment position will be managed having regard to the
Prudential Indicators set by the Council and the treasury indicators set out above.

(3)

The Council will invest its monies prudently, considering security first, liquidity
second and yield last whilst also carefully considering its investment
counterparties. It will similarly borrow monies prudently to meet the Council’s
service objectives.

(4)

The gross level of borrowing will be maintained below the average Capital
Financing Requirement for the year.
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10.

(5)

Surplus funds (with the exception of funds required for liquidity purposes or for
internal investment) will be invested in accordance with the approved Investment
Strategy.

(6)

New borrowing will be diversified over a range of maturity periods, including
short-term (less than one year), having regard to longer-term projections of CFR,
liquidity considerations and expected movements in interest rates.

(7)

Opportunities for rescheduling debt will be kept under continual review according
to market and other relevant factors.

(8)

The treasury management strategy including the investment strategy, will be
continually reviewed in the light of changing circumstances, including legislation,
and within the limits set by this Strategy as set out above, the Section 151 Officer
will exercise his discretion to determine the extent to which surplus funds will be
used to minimise new borrowing and exposure to external investments.

(9)

Nothing in this strategy confers on the Section 151 Officer the authority to enter
into any derivative or derivative like contract without the permission of the full
Council.

Revisions to the Strategy
A revised Treasury Management Strategy will be prepared and submitted to Full Council
where the Section 151 Officer considers that circumstances have changed sufficiently
to require a variation to any of the provisions of this initial strategy.
Otherwise, the Section 151 Officer is free to work within the limits determined by the
strategy without reference to Full Council. He will, however, as a minimum, draw
attention to any such variation in his mid-year report and annual report on TM activity
for the year.
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Section 4 – Treasury Investment Activities
1.

Investments
Section 12 of the Local Government Act 2003 gives a general power to local authorities
to invest, “(a) for any purpose relevant to its functions under any enactment or (b) for
the purposes of the prudent management of its financial affairs.”
The Investment Strategy applies only to the temporary external investment of surplus
funds under Section 12(b). It does not apply to loans or investments the Council may
make under any other enactment, e.g. financial assistance on economic development,
house renovation or well-being grounds.
The strategy has been prepared having regard to statutory guidance given by the
Secretary of State and to CIPFA’s Treasury Management Code of Practice.

2.

General objective and order of precedence
The general objective is to invest surplus funds prudently. Accordingly, priority is given
to (1) security, (2) liquidity and (3) yield, in that order. The highest rate of return is sought
only after security and liquidity requirements are satisfied.
Paragraph 3 below deals with security issues, paragraph 4 with liquidity and paragraph
5 with achieving a satisfactory rate of return.

3.

Classes of Investment and counterparty limits
In terms of counterparty inclusion in the strategy, the first deciding factor will be the
Agency Ratings as outlined in Paragraph (1)(c) and (d). The ratings specified are the
minimum acceptable to the Council and therefore any counterparty that falls below these
ratings will not be considered further. Once this assessment is made, Link Asset
Services’ (formerly Capita Asset Services) Credit Policy, as explained below, is applied
to determine the maximum length of any transaction with each counterparty. This
applies to both Specified and Non-specified investments. In addition to these suggested
timings, there will always be an appropriate sum held ‘on call’ to ensure that the Council
can meet any immediate obligations as they arise.
Investments are classified as follows in the Secretary of State’s guidance:
•
•

“Specified” Investments, which offer high security and high liquidity. They are
always denominated in sterling and mature within one year.
“Non-specified” Investments, which are any other investments approved by the
authority in its Investment Strategy.

In recognition of the greater potential risk of non-specified investments, the strategy
accords a higher level of procedural formality to this second class of investment.
In the normal course of the Council’s investment activities, both specified and nonspecified investments will be used.
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The Section 151 Officer will continue to make prudent decisions, acting within the
parameters set out in this investment strategy, enabling the selection of a number of
high quality counterparties which will be kept under continuous review.
This Investment Strategy proposes the use of Link Asset Services’ Credit Policy as the
main measure of counterparty risk. This policy, developed over a number of years, uses
a variety of ‘stages’ to establish the creditworthiness of an organisation that the Council
may wish to invest money with. These stages include taking a view of the scores
allocated by the main Rating Agencies, which is the sole measure previously used by
the Council. The main difference with this approach however, is rather than a
counterparty being simply ‘in’ or ‘out’ of the Counterparty List based on their credit rating,
that risk is also managed with the length of fixed term investments, put simply, an
investment with a counterparty with a higher perceived risk will only be permitted for a
shorter period than those with a lower perceived risk. However, there will still be a
requirement for any counterparty used by the Council, to meet minimum requirements
before they are permitted on the Counterparty List and even then, it will be at the
discretion of the Section 151 Officer if they can actually be used. This methodology is
set out in further detail below.
Link Asset Services’ Creditworthiness methodology uses Sovereign and internationally
comparable institution-level ratings from all three major rating agencies, namely: Fitch,
Moody’s and Standard and Poor’s (S&P). Taking account of three agencies’ opinions
strengthens the methodology generally and allows for a view to be taken even when
institutions are not fully rated by all three major agencies.
The methodology is a multi-stage formula based analysis used to accurately predict
changes to the relative level of counterparty creditworthiness. The methodology has
been developed and tested over a number of years to give users a solid and consistent
basis for informing assessments around potential counterparty credit risk.
Stage 1 – Macroeconomic assessment
A view is taken regarding whether certain institutions or countries should be excluded
from analysis on the grounds of wider research that indicates unacceptable credit risk.
Stage 2 – Sovereign rating assessment
Although implied sovereign support is no longer factored into credit ratings as a result
of changes in the regulatory environment Link believe that some consideration should
be given to the strength of the sovereign in an effective creditworthiness methodology.
If the sovereign rating is below a minimum standard, then it is sufficient for that sovereign
and its associated institutions to be removed from consideration for inclusion on the
counterparty list.
Stage 3 – Core credit assessment (unadjusted score)
Credit rating feeds from Fitch, Moody’s and S&P deliver the rating data used for the first
cut of the formula-based assessment. Ratings from the three main agencies are
internationally comparable ratings ensuring consistency across countries. Depending
on the score, the entity is assigned a Suggested Duration. This suggested duration may
be adjusted by subsequent steps of the methodology.
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Stage 4 – Watch and Outlook adjusted assessment (W/O adjusted score)
The Link Asset Services Rating Methodology also takes into account negative and
positive rating Watches and Outlooks, by adding and subtracting points to the core credit
assessment scores of institutions.
Stage 5 – Credit Default Swap (CDS) adjusted assessment (CDS adjusted assessment)
CDS spreads are a derivative in which the credit exposure within a transaction is
transferred from one party to another. In the event of a default, the seller would need to
compensate the purchaser and this is priced into the transaction. CDS spreads therefore
reflect the up-to-date market perception relating to an entity’s credit quality. A
benchmark CDS index which measures the “average” level of the most liquid European
financial CDS spreads in the market.
Using CDS spread an institution can be classified as ‘in range’, ‘monitoring’ or ‘out of
range’. Dependent on their CDS spread score compared to market averages, a
‘monitoring’ score would lead to a lowered total and an ‘out of range’ score, leading to
removal from the lending list.
The result of this activity is that each of the Counterparties that meets the Council’s
minimum requirements is graded with a suggested maximum investment term. This
grading is colour coded and takes the following form:
Yellow
Purple
Blue
Orange
Red
Green

– 60 Months
– 24 Months
– 12 Months
– 12 Months
– 6 Months
– 100 Days

Within the above grading, Blue is used for UK nationalised or part nationalised financial
institutions and Yellow is for Government related/guaranteed entities, such as other
local authorities and Debt Management Office.
(1)

Specified Investments
Deposits may be made with institutions in any of the following categories all of
which are designated in the guidance as appropriate for the making of specified
investments:
(a)
(b)
(c)
(d)

the UK Government (via the Debt Management Office)
a local authority
any Money Market Fund of high credit quality
any other body of high credit quality

Deposits must be in sterling and may be placed in category (a) without limit and
in categories (b), (c) and (d) may not exceed £5 million at any time, with the
exception of the circumstances is outlined in Paragraph 4.
The Section 151 Officer defines “high credit quality” as satisfying certain
conditions at the time the deposit is made. The starting point is the institution’s
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Credit Rating, assessed as described below. Normally, no institution failing the
Credit Rating test will appear on the Council’s approved list. However, the
Section 151 Officer, or staff approved by him under delegated arrangements for
this purpose, will also have regard to other information concerning the institution,
actual or speculative, reasonably available to him at the time. Taking all relevant
information into account, an institution that passes the Credit Rating test could
be removed from the list and it is possible an institution that failed the test could
be promoted to the list on grounds of more positive information.
The Credit Rating test applied in 2018/19 would require an institution to meet
each of the following levels of rating by Fitch Ratings Limited, Moody’s Ratings
and Standard and Poor’s (S&P), or higher. If the institution does not meet all the
criteria from all three agencies, it will fail the test. All ratings must be institution
specific, i.e. an institution cannot rely on its parent institution’s ratings if its own
ratings do not meet the criteria. Only when these conditions are met will the timing
criteria be applied.
An explanation of the ratings of each agency is provided in the Appendix to this
document:
Moody’s
S&P
Fitch
(c) Any Money Market Fund
Long term Issuer Default rating
AAA
Aaa
AAA
(d) Any other body
Long term Issuer Default rating
Short term Issuer Default rating

BBB+
F2

A2
P-1

BBB+
A-2

The Section 151 Officer will maintain a list of institutions in categories (c) and (d)
that meet the ‘high credit quality’ conditions and will make deposits only with
those on the current list. The list may include rated building societies where they
meet the criteria of specified investment, i.e. denominated in sterling, with a
maturity of less than one year and in possession of a high credit rating from the
agencies.
The Section 151 Officer’s advisers constantly monitor credit ratings and other
relevant information and advise him as soon as there is a change. When the
credit rating of a listed institution moves below the minimum profile, other
information will be consulted and a decision made as to removal or not from the
approved list. Where an institution is removed, any existing deposits will run to
maturity, except where they are repayable “at call”, in which case they will be
called back immediately for same or next business day value.
(2)

Non-Specified investments
Subject to the conditions prescribed below, deposits may be made with
institutions in the following categories, as non-specified investments:
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(e)

a building society with assets valued in excess of £5 billion

The total of deposits with any one building society in this category may not exceed
£3 million at any time.
The Council’s criteria for selecting appropriate building societies (except rated
institutions which must meet the requirements of a specified investment) relate
first to their asset base and secondly to the application of Link Asset Services’
Credit Policy.
The credit standing of the Building Society sector relies on the high degree of
probity within building societies, the quality of their assets and the regulatory
system put in place by the Building Societies Act 1986 and carried out by the
Financial Conduct Authority. This being the case, their asset base is considered
a more appropriate measure of credit worthiness than credit ratings. Indeed,
many building societies of good standing have chosen not to apply for credit
rating. Accordingly, the Council will treat all investments with building societies
which do not have a rating in the category as “non-specified investments”. Where
the institution is rated by all three agencies it is treated as a “specified
investment”, and the basis of selection will be in accordance with the criteria
applied for specified investments, provided it meets the minimum asset base of
£5 billion.
In the same way however as is described for assessing the credit quality of
institutions in categories (c) and (d) above, a society in category (e) could be
removed from the list on the basis of adverse information and a society with a
lower asset base could be promoted to the list on the grounds of more positive
information. Relevant information may include credit ratings, where available,
and appropriate enquiries shall be made.
The asset values applicable to building societies will be reviewed at least once
each financial year using valuations published in the latest edition of the Building
Societies Association Factsheet or an equivalent publication.
The Section 151 Officer will maintain a list of institutions approved in this category
that meet these conditions and will make deposits only with those on the current
list.
(f)

the Council’s own bank

In the case where:
•
•
•

the Council’s own bank fails the Credit Rating test described in paragraph
(1) above,
no overriding information is available to the Section 151 Officer that
satisfies him or his delegated staff as to the high credit quality of the bank,
and
it is not possible on a particular day to place funds with an institution in
any of the categories (a) to (e)
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Should the total of deposits with the Council’s bank in this category at any time
exceed £5 million, the Section 151 Officer shall be informed immediately, with
the exception of the circumstances outlined in Paragraph 4.
(g)

Property funds

The Council may invest in property funds meeting the minimum criteria as
advised by the Council’s Treasury Advisors (Link Asset Services), and with the
approval of the Section 151 officer.
Property funds are a vehicle for investing funds and diversifying investments.
Property funds should be seen as a medium to long term investment to ensure
that the full benefit of the return is seen, and to also ensure that any entry and
exit costs are covered over the life of the investment. Any fund of this nature
incurs costs, and these vary depending on the type of fund. Property funds can
provide a regular return on the initial investment amount.
In addition to this the market value of the properties and the unit price held by the
Council can fluctuate. The unit price can fluctuate upwards as well as downwards
and variations between purchase price and latest valuation at the 31st March or
date of sale do need to be reflected in the Council’s accounts.
The use of these instruments can be deemed to be capital expenditure, and as
such will be an application (spending) of capital resources. This Council will seek
guidance on the status of any fund it may consider using to ensure that this is not
the case.
Such investments shall not exceed £5 million at any given time.
(h)

UK Government Gilts and Bills

A gilt is a UK Government liability in sterling, issued by HM Treasury and listed
on the London Stock Exchange. The term “gilt” or “gilt-edged security” is a
reference to the primary characteristic of gilts as an investment: their security.
This is a reflection of the fact that the British Government has never failed to
make interest or principal payments on gilts as they fall due. Treasury Bills are
bearer Government Securities representing a charge on the Consolidated Fund
of the UK issued in minimum denominations of £5,000 at a discount to their face
value for any period not exceeding one year. Although they are usually issued
for 3 months (91 days), on occasion they have been issued for 28 days, 63 days
and 182 days.
Such investments shall not exceed £5 million at any given time.
(3)

Longer-term deposits
Deposits and investments will be made for periods longer than twelve months
only in instances where the yield is sufficiently high and the investment will not
compromise the liquidity position of the Council. Such investments will only be
made with the express approval of the S151 Officer.
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(4)

All non-specified investments
Subject to the limits on individual institutions and on the liquidity requirements set
out in paragraph 4, it is permissible to have 100% of total deposits held in nonspecified investments.
Additional categories may only be added to the list of non-specified investments
following the procedure set down in paragraph 10 below, and following an
assessment of the risks to the security of the Council’s funds.

4.

Liquidity
The Council will carefully plan and monitor its principal cash flows in order to predict
shortages or surpluses for up to twelve months ahead. The forecast will be more
detailed for the immediate period ahead and will be continuously monitored and updated
as new information becomes available. The Section 151 Officer will ensure, under
delegated arrangements approved by him, that borrowings, investments and other cash
flows are managed to ensure there is appropriate operational liquidity, i.e. that there is
sufficient access to funds through borrowing and investments to enable the Council to
meet its liabilities as they fall due. In June 2012, the Council closed its overdraft facility
and as part of this measure the balance in the Special Interest Bearing Account (SIBA)
was included in the calculation of the overnight balance, with any shortfall or surplus in
the general account being automatically transferred into the SIBA. As a result of this,
there are occasions when, overnight, the balance on this account may exceed £5m by
a small amount, with this surplus being reinvested, if not required, the following day.
The maximum periods for which funds may be prudently invested will be determined at
all times by reference to the cash flow forecast. An agreed amount will always be kept
‘on call’ (available on the same day) to deal with any unforeseen cash flow pressures.
It is desirable from time to time to ‘forward deal’. This involves committing to the terms
of a future investment now rather than waiting until the date when the funds are expected
to become available and taking whatever the market has on offer at that time. This may
be useful in a number of ways, for example:
•
•
•

a few days ahead of a significant cash receipt to ensure effective use of funds on
the day
in connection with a restructuring of debt to accommodate temporary cash
differences on the day
to lock in to today’s favourable interest rates when the market is predicted to fall.

In all these cases, it is possible that liquidity is compromised if the cash flow projections
on which the deal is based do not materialise when the time comes to transfer funds.
Having regard to the effectiveness of cash flow forecasting and the flexibility to adjust
other cash flows to accommodate most variances as they happen, the Section 151
Officer considers that Officers should be permitted the flexibility to deal forward for
periods up to three months, subject to approval under an internal delegation scheme.
All forward dealing is subject to the constraints and limits put in place by the other
provisions of the Treasury Management Strategy.
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For the purpose of defining the term of an investment, it will be regarded as commencing
on the date that the commitment is entered into, rather than the date on which the funds
are paid over to the counterparty. This would prevent, for example, a twelve-month
fixed deposit being dealt in advance (as the term would extend over more than twelve
months), whereas a six-month fixed deposit dealt three months in advance would be
acceptable.
5.

Yield (i.e. Return on Investments)
Investments made where the return generated by the instrument may involve changes
in the value of the principal sum will be carefully managed.
The strategy for realising a return on investments, having regard to the levels of surplus
cash available, the climate for interest rates and other factors, is dealt with in the annual
Treasury Management Strategy.

6.

Investment Consultants
Accessing suitable sources of information, especially in relation to credit risk, are
essential elements of an effective TM operation. The Section 151 Officer retains the
services of specialist advisers for this purpose, as well as advice on borrowing,
regulation and other technical aspects of capital finance. The quality of the service is
controlled through regular monitoring and feedback, as well as through dialogue at
quarterly review meetings.
In relation to investments, the Council receives regular economic advice including
interest rate forecasts, a weekly and monthly newsletter, a regularly updated diary of
events affecting the money markets, technical advice on the TM Code of Practice and
the CLG statutory guidance as well as money market practice, assistance with
formulation of the Investment Strategy, the Treasury Management Strategy and the
Annual TM Report, access to their website, which provides a comprehensive source of
information and occasional technical papers, guidance on investment strategy, a
response to ad hoc queries, and a constant review of credit ratings tailored to the
Council’s lending criteria as approved in its Investment Strategy for the year. Training
courses for staff are available as well as regular seminars on topical issues.
Whilst a constructive and transparent partnership is encouraged, it is explicit in the
relationship that the service provider acts only as adviser and the Council and its Officers
are responsible for all decisions taken.

7.

MIFID II
On 3 January 2018 a revised version of the Markets in Financial Instruments Directive
(or MIFID II) came into force. Although a lengthy and complex piece of legislation, the
effect on the Council is relatively straight-forward. At commencement, the Council was
automatically enrolled into the regulations as a ‘Retail’ client. This gave the Council
some protections in its investment decision-making, but also imposed some restrictions
in activity, such as not being able to invest in Money Market Funds.
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Due to these restrictions, the Council has decided to opt-up to the next highest client
level, known as ‘Professional’. This level gives the Council access to all investment
vehicles it previously had, but it needed to meet certain criteria for this option to become
effective as follows:
Quantitative test
(a) Does the size of the local authority’s financial instruments portfolio (including both
cash deposits and financial instruments) exceed £10,000,000?
(b) Has the local authority carried out transactions (in significant size) on the relevant
market, at an average frequency of at least 10 per quarter for the previous four
quarters (i.e. at least 40 investments on the relevant market in the last year)?
(c) Does the person authorised to carry out transactions on behalf of the local authority
work or has that person worked in the financial sector for at least one year in a
professional position, which requires knowledge of the provision of services
envisaged?
There is a further qualitative test that covers, broadly, the governance arrangements,
risk management and expertise and experience of the staff that investment decisions
are delegated to.
The Council is able to meet all of these tests and are therefore considered by all the
Counterparties and their brokers to be a Professional Client.
8.

Investment Training
Training for Members will continue to be provided and will build upon that delivered
during 2017/18. Officer training will focus on need with the level and type of training
provided being dependent upon the role that any particular officer plays within the TM
function.

9.

Investment of Money Borrowed in Advance of Need
The Secretary of State recommends in his statutory guidance that the strategy should
state the authority’s policies on investing money borrowed in advance of spending
needs.
It is clear from paragraph 8(c) of the Treasury Management Strategy that average
weighted gross borrowing will be maintained below the Capital Financing Requirement
(CFR), which is the defined by the Prudential Code as the authority’s underlying need
to borrow. Any external investments are, therefore, the result of normal cash flow
management, with borrowing remaining below the level of the need to spend.

10.

Additional measures to reflect current market conditions
On 23 June 2016 the United Kingdom voted to leave the European Union following a
Referendum on the issue (known commonly as Brexit). Officers have, and will continue
to assess the impact of Brexit on treasury management activities. To date, it is only
where Brexit has had an effect on the wider economy, that this has had a subsequent
effect on the treasury function. This position continues to be monitored, however the
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delegation in place within the 2018/19 Strategy does provide sufficient authority to the
Section 151 Officer to react to these changing circumstances quickly and appropriately
as required.
11.

Revisions to the Strategy
It is recommended that the Section 151 Officer is free to work within the limits
determined by the strategy without reference to Full Council, following the lifting of
restrictions, including taking action on his own initiative at any time to restrict further the
provisions of the strategy and to subsequently lift such restrictions. He will however, as
a minimum, draw attention to any such action in his mid-year report and annual report
on TM activity for the year.
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Credit Ratings – Summary Definitions

Appendix

Long-term Issuer Default rating
This rating measures the ability of a financial institution to meet all of its most senior financial
obligations on a timely basis over the term of the obligation. It is therefore effectively a
benchmark for rating institutions’ probability of default.
•

For Fitch ratings: the top end of the scale is AAA (the lowest expectation of credit risk)
and ranges down to D (where the institution is in default and the potential for recovery
of funds in minimal).

•

For Moody’s ratings: the top end of the scale is Aaa (highest quality with minimal credit
risk) and the lowest related class is C (where the institution is in default and the potential
recovery is minimal).

•

For Standard & Poor’s ratings: the top end is AAA (the lowest expectation of credit risk)
and the lowest class is D (where the institution is in payment default).

Short-term Issuer Default rating
This rating is based on the liquidity profile of the institution and relates to its ongoing capacity
to meet financial obligations within a relatively short time horizon (normally less than 13
months).
•

For Fitch ratings: the scale ranges from F1 (highest) to D (actual or imminent payment
default)

•

For Moody’s ratings: the scale is from P-1 (highest, where the institution has the superior
ability to repay short-term obligations) to P-3 (the lower end of ability to repay short-term
obligations).

•

For Standard & Poor’s ratings: the scale is A-1 (highest) to D (imminent default in
payment)

Individual (Fitch), Strength (Moody’s)
These ratings are assigned only to banks and assess how a bank would be viewed if it were
entirely independent. Capita have advised that this “standalone” rating be removed as the
exclusion of sovereign status from the institutions has adversely affected the rating but does
not represent any intrinsic change.
•

Fitch ratings: The principal factors assessed are balance sheet integrity and profitability.
The range is from A (a very strong bank) to F (bank has defaulted or would have
defaulted without external support).

•

Moody’s ratings: range from A (strong intrinsic financial strength) to E– (in serious
difficulty).

•

Standard and Poor’s have no ratings criteria for this.

Capita will continue to publish these ratings, it is however intended to use the results of these
to inform investment decisions rather than dictate them.
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Section 5 – Minimum Revenue Provision
Regulations require local authorities to make “prudent provision” for the repayment of debt.
Statutory guidance was issued by the Secretary of State in 2008 and updated in 201013
concerning the “minimum revenue provision” (MRP), which is the minimum amount authorities
are now required to set aside from revenue each year for this purpose. Authorities are free to
set aside a greater amount than MRP, from revenue or capital resources.
Instead of a fixed statutory calculation as in the past, authorities now have options for
calculating MRP, and in line with other regulatory requirements relating to debt (e.g. the
Prudential Indicators), a “statement” setting out its policy on making MRP is required to be
adopted by Full Council prior to the commencement of each financial year. The MRP statement
may be amended by Full Council at any time before the end of the relevant financial year.
The measure of an authority’s debt for this purpose is the “Capital Financing Requirement”
(CFR), which is defined in the Prudential Code. This is the cumulative amount of capital
expenditure that has not yet been financed from capital resources (e.g. capital receipts, grants
and contributions, or from revenue or other reserves). It therefore represents the value of the
authority's outstanding borrowing and other sources of credit, such as finance leasing at any
time.
The CFR is divided into two parts according to whether the capital shortfall relates to Housing
Revenue Account (HRA) expenditure or General Fund expenditure.
General Fund Minimum Revenue Provision Policy
As regards General Fund debt, three options are now offered that the government considers
would satisfy the requirement to make a prudent provision for the repayment of debt:
•

Option 1 (the “regulatory method”)
Authorities may provide for debt repayment at the rate of 4% of the opening General
Fund CFR for the year. This option is available however only for expenditure incurred
prior to 1st April 2008 (or for future expenditure supported by government subsidy, if
any).

•

Option 2 (the “asset life method”)
This option is available for all General Fund debt, including debt relating to expenditure
incurred before April 2008. MRP is calculated according to the estimated life of the
asset on which the relevant expenditure was incurred. An equal amount of debt is
charged to revenue each year of asset life, commencing with the year following the year
the expenditure was incurred (or the year following the asset coming into operation, if
later).
There are different rules for special cases. In the case of expenditure financed from
leasing, the principal repayment inherent in the lease may be used. There are also
options for using an annuity approach in appropriate cases. For expenditure that cannot
properly have an asset life attributed to it (e.g. freehold land), or expenditure unrelated

13

At the time of the report the outcome of a consultation on further changes to the guidance is awaited. Officers
have taken into consideration their understanding of what the outcome might be in this policy.
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to a capital asset (e.g. grants for capital work by others), the guidance prescribes certain
maximum life assumptions.
•

Option 3 (the “depreciation method”)
This option is effectively the same as Option 2.

In addition to those suggested above, the Council can make an alternative provision as long
as this provision remains prudent. One of the options that is quite widely used is the annuity
method. This method charges more of the interest and therefore less of the principle in the
early years, which equalises at the halfway stage and then reverses for the later years of the
asset life. This better reflects the way that assets generally ‘wear out’ with a slower start and
greater deterioration at the end of the asset life.
MRP for Investment Properties
The asset life method would not be suitable for calculating MRP on such properties. They are
being held for both rental income and capital appreciation purposes and, in theory, would
generate a sufficient amount on disposal to repay any borrowing undertaken to finance their
acquisition. To set aside an MRP each year in such circumstances would be over-prudent.
The guidance from the Secretary of State includes as an option the depreciation method.
Essentially, the MRP chargeable would be equivalent to the depreciation charge in any year
for the underlying asset. As has already been established there is no requirement to depreciate
investment properties so there would be no MRP chargeable under this method. However, the
guidance also states that the MRP charge under the depreciation method ‘should include any
amount for impairment chargeable to’ revenue. This recognises that charges to revenue can
arise from changes in fair value not by depreciation.
Recognising such impairments as MRP is, however, problematic. The accounting requirements
recognise that fair values can rise as well as fall and provide for both impairments and
revaluation gains to be recognised in the revenue account. The statutory adjustment that
authorities are required to make applies to both impairments and revaluation gains. To simply
follow the guidance as written would mean that revaluation gains are ignored but impairments
are charged as MRP (despite the fact that an impairment may be the reversal of revaluation
gains from previous years). To recognise an impairment in full at the point that it arises also
ignores the long term nature of such investments where such reductions in value can be
reversed over the period that the asset is held (although the opposite position is just as
possible).
In addition an impairment does not necessarily affect the revenue generating potential of an
asset. Rents are, in general, fixed for periods of time and a downturn in the property market
would not immediately affect those rents. To recognise an impairment in full in one year ignores
this position.
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Proposal
Adopting a position where an impairment is not recognised would not be prudent but simply
following the guidance (or using the asset life method) would be over-prudent. The proposal
on MRP for investment properties is, therefore, that
1) A modified version of the depreciation option as set out in the guidance is adopted
2) The option is modified as follows
a. Impairments that are the reversal of previous revaluation gains will NOT be
recognised as MRP.
b. Impairments that are not the reversal of previous revaluation gains (i.e. the
revised value of the asset as a result of the impairment is less than the initial cost
of the asset) will be recognised in MRP over the estimated useful life of the asset
(as determined at the time of acquisition).
c. If a subsequent valuation takes the carrying value above the initial cost less MRP
provided to date then MRP would cease. The trigger for resuming MRP would be
an impairment that takes the carrying value below the sum of initial cost less MRP
provided to the date of the upward revaluation.
To effectively implement this approach such assets will be subject to annual valuations.
The following MRP policy is recommended for adoption for 2018/19. It is consistent with the
basis on which the draft budget for 2018/19 and the forward financial forecast to 2021/22 have
been prepared.
General Fund Minimum Revenue Provision Policy Statement
It is recommended that Minimum Revenue Provision in respect of 2018/19 be determined in
accordance with the following policy:
(1)

In respect of all non-housing capital expenditure incurred before 1 April 2008 or which
from April 2008 will be supported non-housing capital expenditure the regulatory
method.

(2)

In respect of investment properties acquired on or after 1 April 2017 the depreciation
method modified such that
1. Impairments that are the reversal of previous revaluation gains will NOT be
recognised as MRP.
2. Impairments that are not the reversal of previous revaluation gains (i.e. the
revised value of the asset as a result of the impairment is less than the initial cost
of the asset) will be recognised in MRP over the estimated useful life of the asset
(as determined at the time of acquisition).
3. If a subsequent valuation takes the carrying value above the initial cost less MRP
provided to date then MRP would cease. The trigger for resuming MRP would be
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an impairment that takes the carrying value below the sum of initial cost less MRP
provided to the date of the upward revaluation.
(3)

In respect of loans made to third parties for capital purposes no MRP will be made
except if the value of the loan is impaired in which case MRP will be made to the value
of that impairment in equal instalments over the remaining life of the loan.

(4)

For assets acquired under finance leases the principal repayment inherent in the lease
will be used as the basis for MRP in respect of those assets.

(5)

In respect of all other unsupported non-housing capital expenditure incurred on or after
1 April 2008, the asset life method on an annuity basis will be used.

(6)

The Section 151 Officer has the discretion to alter this approach should circumstances
dictate provided that the overall level of MRP charged in any given year remains prudent
and that any such changes are reported to Members in the Outturn report for the
relevant year.

HRA Minimum Revenue Provision Policy Statement
There is no statutory requirement to make a MRP in the HRA. There is, therefore, no
requirement to follow the CLG Guidance when considering an appropriate provision for the
HRA. It is, therefore, proposed that revenue provision for the repayment of debt in the HRA is
determined during the budget process and takes into account the revenue and capital
resources available for such provision after the priorities of the Medium Term Financial Strategy
have been taken into account.
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Section 6 – Indicators of Prudence
Indicators for Prudence
Estimates of capital expenditure
The local authority will make reasonable estimates of the total of capital expenditure that it
plans to incur during the forthcoming financial year and at least the following two financial
years. These prudential indicators will be referred to as estimates of capital expenditure and
shall be expressed in the following manner:
Estimate of total capital expenditure to be incurred in years 1, 2 and 3
Estimates of capital financing requirement
The local authority will make reasonable estimates of the total capital financing requirement at
the end of the forthcoming financial year and the following two years. These prudential
indicators will be referred to as the estimates of capital financing requirement and shall be
expressed as follows:
Estimate of capital financing requirement as at the end of years 1, 2 and 3
Indicators for External Debt
Authorised limit
The local authority will set for the forthcoming financial year and the following two financial
years an authorised limit for its total gross external debt, separately identifying borrowing from
other long-term liabilities. This prudential indicator will be referred to as the authorised limit and
shall be expressed in the following manner:
Authorised limit for external debt = authorised limit for borrowing + authorised limit for other
long-term liabilities for years 1, 2 and 3
Operational boundary
The local authority will also set for the forthcoming financial year and the following two financial
years an operational boundary for its total external debt, excluding investments, separately
identifying borrowing from other long-term liabilities. This prudential indicator will be referred to
as the operational boundary and shall be expressed in the following manner:
Operational boundary for external debt = operational boundary for borrowing + operational
boundary for other long-term liabilities for years 1, 2 and 3
Gross debt and the capital financing requirement
In order to ensure that over the medium term debt will only be for a capital purpose, the local
authority should ensure that debt does not, except in the short term, exceed the total of capital
financing requirement in the preceding year plus the estimates of any additional capital
financing requirement for the current and next two financial years. If in any of these years there
is a reduction in the capital financing requirement, this reduction is ignored in estimating the
cumulative increase in the capital financing requirement which is used for comparison with
gross external debt. This is a key indicator of prudence. This prudential indicator will be referred
to as gross debt and the capital financing requirement. Where the gross debt is greater than
the capital financing requirement the reasons for this should be clearly stated in the annual
treasury management strategy.
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Indicators for Affordability
Estimates of financing costs to net revenue stream
As a minimum, the local authority will estimate for the forthcoming financial year and the
following two financial years the proportion of financing costs to net revenue stream. This
prudential indicator shall be referred to as estimates of the proportion of financing costs to net
revenue stream and shall be expressed in the following manner:
Estimate of financing costs ÷ estimate of net revenue stream x 100% for years 1, 2 and 3
All of these Prudential Indicators are presented in the following Appendix.
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Appendix

Prudential Indicators
2018/19
£'000

2017/18
£'000

2019/20
£'000

2020/21
£'000

2021/22
£'000

Estimates of Capital Expenditure
General Fund
HRA

1,497
20,843

1,477
25,543

1,337
25,858

1,337
26,180

1,337
26,508

Total

22,340

27,020

27,195

27,517

27,845

Estimate of Capital Financing Requirement
General Fund
HRA

63,393
205,226

105,693
205,148

129,174
205,072

147,385
204,998

151,700
204,927

Total

268,619

310,841

334,245

352,383

356,627

External Debt
Authorised Limit
Operational Boundary

425,000
325,000

425,000
325,000

450,000
350,000

475,000
375,000

475,000
375,000

Estimate of Financing Cost to Net Revenue
Stream
General Fund
HRA

6%
18%

12%
17%

15%
17%

12%
16%

12%
15%

Total

13%

16%

16%

15%

14%

1%

2%

3%

2%

2%

223,639
268,619
334,245

259,456
310,841
352,383

279,975
334,245
356,627

294,782
352,383
360,871

298,982
356,627
365,114

Estimate of Financing Cost to gross
expenditure

Gross Debt and the Capital Financing
Requirement
Estimated Gross Debt
Capital Financing Requirement (CFR)
CFR + Following 2 Years Increases
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12 Treasury Management Interim Report
The Council's mid-year gross debt position stood at £219.4 million (£132.9 million net of
investments). The net debt position decreased by £1.0 million compared with March 2017,
which reflects the cash movements in all Council activities over the course of the year so far.
External investments at 30 September 2017 stood at £86.5 million.
The overall position at 30 September 2016 is summarised in the table below.
Long term conventional borrowing
Finance Leases
Sub total debt
Investments
Net debt position

£m
214.6)
4.8)
219.4
(86.5)
132.9)

The details of the strategy approved for 2017/18 are shown in bold print below with explanatory
notes and comments on the outcomes for the year.
•

The overall direction of the treasury management strategy will reflect the
separation of HRA and GF debt 1 April 2017.
Full regard has been given during the year to the effects of treasury management
activities on the HRA and General Fund of the Council.

•

The overall debt and investment position will be managed having regard to the
Prudential Indicators set by the Council.
The maximum gross external debt (including finance leases) during the first half of the
year was £220.3 million, meaning that neither the operational boundary (£325 million)
nor the authorised limit (£425 million) for external debt was breached during the period.
None of the other prudential indicators relating to treasury management gave cause for
concern.
Members should note that the authorised limit and operational boundary for external
debt were revised to accommodate the commercial asset acquisition strategy and the
Sempra Homes delivery plan (Minute Nos 2017/194 and 196). No external borrowing
has yet been undertaken in respect of these activities.

•

The Council will invest its monies prudently, considering security first, liquidity
second and yield last whilst also carefully considering its investment
counterparties. It will similarly borrow monies prudently to meet the Council’s
service objectives.
The necessary action has been taken to ensure all monies are invested prudently. The
credit ratings of our approved Counterparties are reviewed on a daily basis ensuring
they remain within our chosen credit criteria. Our Counterparty List has been based on
security and liquidity over yield to minimise any risk to the Council.
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The gross level of borrowing will be maintained below the weighted average
Capital Financing Requirement for the year.
The Capital Financing Requirement (CFR) is a statutory calculation, derived from
regulations. It represents the underlying need of the Council to borrow for a capital
purpose. An accurate calculation of the CFR would require a lengthy exercise based
on the annual accounts closure process; this has not been attempted for this interim
report. From a review of the elements of the calculation, it has been estimated that the
CFR at 30 September 2017 was close to the original estimates made at the beginning
of the year. The weighted average for the entire year is expected to be in accordance
with the original forecast, and the level of external debt is expected to remain below this
figure. The overall debt level during the year to date has been maintained at below the
original weighted average CFR.
The actual outturn for the year is dependent on the extent of borrowing undertaken to
support the commercial asset acquisition and the Sempra Homes business plan.
•

Surplus funds (with the exception of funds required for liquidity purposes or for
internal investment) will be invested in accordance with the approved Investment
Strategy.
The table below compares the year to date actual with the original estimate.
Average
interest
Rate
Budget

Investment
Income

%

Average
principal
invested
£000

0.50
0.35

14,200
97,258

36
170

£000

Actual as @ 30/09/17
The average level of external investment for the period was £ 97.26 million, and the total
interest earned for the six months to 30 September 2017 on external investments was
£170,466. There are many factors that have contributed to the increase in funds to be
invested over those forecast. The most significant are the level of reserves that the
Council holds and the fact that spending tends to be backloaded towards the end of the
year.
The average rate of 0.35% earned on investments compares with an average threemonth LIBID rate of 0.21%. The strategy of placing increased emphasis on security over
return reduced the risk of losing our investment principal. Interest rates generally fell
following the Referendum and have remained relatively flat. The DMO also reduced
their investment rates. It is likely that the performance in the second half of the financial
year will be higher than the first due to the increase in the Bank of England base rate in
November. This is the first base rate increase in a decade and has a result we have
seen a small increase to the investment rates available to the Council.
During the period to 30 September 2017, the use of our Money Market Funds as
permitted in the Investment Strategy was maximised, offering an average rate of 0.19%.
Use of Money Market Funds also offers the advantage of high liquidity, meaning the
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Council can call back funds invested on the same day if required. Short term fixed
investments were also placed with Local Authorities where possible via the Money
Markets as higher rates (average rate 0.31%) than the Debt Management Office (DMO)
were available. On occasions when our other options were unavailable, the DMO was
used but we have tried to keep this to minimum as it offers a very low rate of interest
(0.15%), as the principal is highly secure.
Officers are currently reviewing the investment strategy in the light of the recent interest
rate rise.
•

New borrowing will be diversified over a range of maturity periods, including
short-term (less than one year), having regard to longer-term projections of CFR,
liquidity considerations and expected movements in interest rates.
No additional borrowing has been undertaken to 30 September 2017.

•

Opportunities for rescheduling debt will be kept under continual review according
to market and other relevant factors.
No loans were repaid prematurely during the six months under review. Premature
repayment gives rise to the necessity to pay premiums (where current premature
repayment interest rates are lower than the coupon on the loan) or may result in the
receipt of discounts (where the coupon rate is higher than current repayment rates). As
the PWLB issue a discrete set of interest rates on which the premium or discount is to
be calculated, the opportunities to repay long-term loans without penalty are rare.

•

The Treasury Management strategy, including the Investment Strategy, will be
continually reviewed in the light of changing circumstances including legislation,
and, within the limits set by this Strategy as set out above, the Section 151 Officer
will exercise his discretion to determine the extent to which surplus funds will be
used to minimise new borrowing and exposure to external investments.
No material changes to the approved Treasury Strategy or Investment Strategy were
required. The Council sets limits for funds that can be placed with individual
counterparties in its Investment Strategy.
The treasury management performance dashboard can be found at the end of this
report.
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13 Funding Framework
Introduction

Key elements of the Council’s transformation and financing strategy include asset
management activity that embraces both effective management of existing assets and
acquisition of new ones, the delivery of a programme of commercial activity and the
development of key income streams.
To deliver this strategy the Council will be engaging in activities that will require the provision
of significant capital sums for investment purposes. Although the Council holds a significant
level of cash at present this will not persist for the length of time required when engaging in
activity of a long term nature such as is proposed here. The sums required will be borrowed
from the Public Works Loans Board (PWLB) (as dictated by the overall cash position of the
Council) in the expectation that the activities they are invested in will generate returns (in either
financial terms or in terms of the Corporate Plan benefits realised) in excess of the cost of
borrowing. It is considered necessary and appropriate to have an overarching funding
framework within which the financial risks of such activity can be managed as a whole.
Proposed Activity
The types of activity covered by this framework include (but are not necessarily limited to):
1) The development of housing through Sempra Homes Ltd (the business plan is currently
being reviewed and will be presented to Members for approval when the review is
complete).
2) The acquisition of commercial assets (both inside and outside the Borough) for the sole
purpose of generating a return (a commercial asset acquisition strategy is currently
being developed and will be presented to Members for approval in due course)
3) The acquisition of assets or the funding of activities to support regeneration activities in
the Borough (e.g. in line with the Council’s Strategic Asset Acquisition Strategy and to
support the delivery of any development opportunities for East Square in Basildon town
centre).
4) The provision of loans to third parties (initially in the public sector) to facilitate the
delivery of the third party’s objectives where these are complementary to the Council’s
role as a community leader and reflect objectives set out in the Corporate Plan while
generating a return for the Council.
Each of these activities (and individual projects within the activity) will be subject to robust
option appraisal and subsequent approval by Members (or within delegated authority
arrangements as appropriate) but those decisions will be made within the context of this
funding framework to ensure that the financial risks of such activity can be managed as a
whole.
Governance
It is imperative that Members are fully aware of all activity taking place under this framework,
that they are fully informed of and involved as appropriate in decision making and that they are
up-to-date with the financial metrics (e.g. return on investment, absolute level of borrowing,
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current market valuation of assets, risk and opportunity register) of the activity. To this end, the
following arrangements have been out in place
1) All purchase decisions under the commercial asset acquisition strategy are subject to
the approval of the Commercial and strategic asset acquisition sub- committee.
2) The same sub-committee is responsible for approving strategic acquisitions for
recommendation to Full Council.
3) The activity of Sempra Homes is reported to the Housing and Community Committee at
leat annually.
4) The Council’s representative attends all Sempra board meetings
Treasury Management Implications
The Council’s treasury management activities are strictly regulated by statutory requirements
and professional codes of practice, which require authorities to set local parameters for their
Officers to work within. This Council has adopted the CIPFA Code of Practice on Treasury
Management in the Public Services and as required by the Code, has an approved Treasury
Management Policy Statement and associated practice statements. Borrowing for the
purposes set out in this framework falls under these requirements and appropriate adjustments
will be required to the treasury management strategy and prudential indicators as projects and
activities are approved for delivery.
The investment of sums borrowed under this framework for the purposes identified does not
fall within treasury management activity but, in the main, for decision making, reporting and
accounting purposes, is considered to be capital expenditure. Appropriate adjustments will
therefore be required to the Council’s capital programme as projects and activities are
approved for delivery.
Except where the investments proposed under this framework are solely for the purpose of
regeneration activities (where the minimum revenue provision will be made on the normal asset
life basis) no minimum revenue provision will be made for the repayment of the borrowing
undertaken. This is because the repayment of any loan made or the disposal of the asset
acquired will provide the funding to repay the related borrowing. Should the circumstances
arise where it is considered that the realisation of the value of the asset will not yield sufficient
funding to repay the related borrowing then an appropriate charge would be made to revenue
to cover this cost as provided for in the accounting Code of Practice. The likelihood of this
occurring will be robustly assessed at the option appraisal stage i.e. before any proposal is
brought forward for approval. The Minimum Revenue Provision Policy has been amended to
reflect this approach.
Conclusion
To be able to manage the significant forecast budget gaps and minimise the impact of any
erosion in service levels the Council needs to explore and implement innovative ways of
generating income. Such activity will involve an increase in the level of borrowing that the
Council holds but this will only be undertaken in cases where an appropriate level of return is
expected. The proposed governance arrangements are intended to both place Members within
the tactical decision-making process for such activity and to ensure that all Members are kept
up-to-date on activity in this area.
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14 Chief Finance Officer’s Report

1. Section 25 of the Local Government Act 2003 requires the Section 151 Officer to report to
the Council on the robustness of the budget calculations and the adequacy of reserves as
part of the budget and council tax setting decision.
2. The Council’s budget is based on a range of assumptions regarding service levels and the
associated cost of service delivery. In considering the overall budget position, it is
necessary for Members to be aware of the range and scale of risk and uncertainty
surrounding the budget projections, particularly with regard to external factors.
3. While the Act itself does not provide any specific detail on how to evaluate the robustness
of the estimates, accompanying guidance notes state that it should be based on an
assessment of all circumstances considered likely to affect the authority.
4. The Chartered Institute of Public Finance and Accountancy (CIPFA) recommend that the
following factors should be taken into account when considering the overall levels of
reserves:

•
•
•
•
•
•
•

Assumptions regarding inflation
Estimates of the level and timing of capital receipts
Treatment of demand-led pressures
Treatment of savings
Risks inherent in any partnerships
Financial standing of the authority (level of borrowing, debt outstanding, etc.)
The authority’s track record in budget management (including the robustness of
medium term plans)

• The authority’s capacity to manage in-year budget pressures
• The authority’s virement and year-end procedures in relation to under and
overspends

• The adequacy of insurance arrangements
•
•

The availability of reserves, government grants and other funds to deal with major
contingencies and the adequacy of provisions
The general financial climate to which the authority is subject

This report considers the robustness of the Council’s budget calculations including a
summary of the key risks inherent in the budget forecast, and it reviews the adequacy
of reserves in light of these risks and in accordance with the above factors.
5. Robustness of the Budget Calculations
The draft budgets and forward financial forecast represent the current assessment of
the costs of providing services in line with the Council’s existing policies and strategic
priorities. The estimates are based on assumptions about levels of pay (including an
allowance for pay awards, increments and vacancies), inflation and other external
factors such as legislative changes, and changes in demand for services. Any
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significant changes in external factors, compared to the assumptions made at this time,
could result in a variance in the actual levels of expenditure and income against the
budget provision and the Council’s financial targets not being met. Similarly, there will
be a risk to the delivery of services at both operational and strategic levels. Such risks
also need to be considered in the context of changing priorities and limited resources.

6. General Financial Climate
As set out in the Section 1 of this report local government finance continues to
experience unprecedented external pressures and uncertainties as a result of the
continuing pressure on public sector spending. This is exacerbated by the absence of
reliable forecasting data beyond 2019/20 and by the increased levels of risk and volatility
in key income streams. It is therefore essential that a particularly prudent approach is
taken in arriving at final decisions on the Council’s budget, reserves and Council tax
levels across the forecast period. The delivery of the Council’s ambitions and capacity
to meet its objectives will be dependent upon the Council securing a sustainable
financial position over the medium term.
7. Specific Budget Uncertainties
This section updates Members on a number of key activities and responsibilities that
have a financial impact for the Council but also by their nature carry inherent risk and
uncertainty as to the full extent of that impact. Generally specific budget allocation or
provision has been set aside for such associated costs but the scale of some of the risk
means that levels of reserves must also be taken into consideration.
a. Government Grant and Support
Any significant scope for local authorities to raise their own resources to compensate
for reductions in government grants probably lies in incentive schemes such as are
offered by business rates retention and the New Homes Bonus. Any significant benefit,
however, will depend on growth policies implemented now being sustained over several
years. Increasing risk associated with retained business rates and NHB is a critical
consideration.
The business rates retention scheme is being reviewed by central government with a
proposal that 75% of business rates be retained at the local level from 2020/21
(previously the proposal was 100%) but these proposals are as yet underdeveloped and
no conclusions can be drawn at this stage. There is no direct control over business rates
by local authorities because the multiplier is set by the Government and the rateable
value by the Valuation Office Agency. The only flexibility local authorities have at present
is through Discretionary Rate Relief policy.
Local risks specifically include:
•

Risks associated with the large volume and value of appeals by ratepayers
against their rateable values, for example one large appeal could have a big
impact on business rate income. In the past four years business rates income
has been adversely affected by appeals. There is outstanding a very significant
appeal in respect of NHS Trust properties that could, if successful, have a serious
adverse effect on business rates income. The uncertainty in this area is
heightened by the outcomes of the 2017 revaluation and the reaction of individual
ratepayers to their new assessments.
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•

There will be an impact on business rates income as a result of the Town Centre
Development with demolitions of buildings before they are replaced e.g. East
Square project.

b. Brexit
The outcome of the referendum on the UK’s continued membership of the EU means
that there is currently a period of economic uncertainty. The Council is not immune from
the effects of such uncertainty but these effects are manifested through changes in the
external environment that the Council already has systems in place to manage in usual
circumstances. The Council carries reserves, contingencies and provisions to manage
these risks. The Council is not exposed to the risk of the withdrawal of EU funding and
none of the current regeneration plans are predicated on the receipt of such funding.
The risk to these projects lies rather in the impact of Brexit on the economy as a whole
and the ability of public and private sector partners to deliver their elements of the
schemes.
c. New Government Legislation
New areas of legislation falling to local authorities to implement or enforce can impact
on resources, and therefore potential cost implications are not known at this stage. The
Government has stated, however, that it will continue to adhere to the new burdens
doctrine under which Councils receive funding to cover the cost of new activities. A
contingency has been established particularly in respect of welfare reforms.
d. Legal risk
It is usual for a number of judicial processes and challenges to be in progress at any
given point in time. These will relate to various issues including planning, planning
enforcement, contract disputes, property disputes, business rates, housing issues and
other matters. It is not practicable to estimate the financial effect or timing of these issues
but they may give rise to unanticipated expenditure.
e. Welfare Reform Act
The Welfare Reform Act 2012 legislates for the biggest change in the welfare system
for more than 60 years.
The Act introduces an integrated Universal Credit, available to people in and out of work,
to replace a range of means-tested benefits and tax credits. The reforms are wideranging and could significantly influence the behaviour of claimants in relation to the
services they receive. What they may receive for free under one or more of the present
many means-tested benefit schemes they will have to pay for themselves out of their
integrated Universal Credit. While this offers choice to the claimant, it could leave
landlords, for example, to pursue tenants for their rent where, in the majority of cases
under current housing benefit rules, the landlord is paid directly by the local
authority. Thus, public and private sector landlords (including the HRA for council
landlords) may suffer higher levels of rent arrears and write-offs. It could also lead to
tenants looking to downsize their home and increased mobility, re-lets, voids and even
homelessness. Full roll out of Universal Credit for new claimants in Basildon was
effective from 15 November 2017. The impact of this will become apparent over the next
6 months.
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Localism has impacted Basildon’s community with the spare room subsidy, benefit cap
and LCTS all either in combination or separately affecting certain residents. Spare
Room Subsidy which requires council tenants and tenants renting from registered social
housing landlords to pay for occupation in their homes if they are deemed as underaccommodating their property. This is calculated at 14% for 1 bed under-occupancy
and 25% for two or more of the overall rental liability. Spare Room Subsidy may promote
inward migration from London and higher rental areas into Basildon and neighbouring
Essex areas.
The LCTS requires all working age customers liable for council tax to pay at least 25%
of their council tax bill in 2017/18. New ways of collecting income for both rent and
council tax have been introduced to mitigate the risk on the collection fund of nonpayment and Basildon continues to support customers in managing their finances now
and into the future.

f. Housing Benefit
This is a high-risk budget. As a result of the continued economic difficulties, total
Housing Benefit payments are now running at an estimated £62.5 million per annum.
There remains a high risk of fraud and error entering the system, as well as there being
a greater level of bad debts
As a consequence of public sector financial constraints the Government has reduced
the administration grant we receive. This grant is a contribution towards the
administration costs of housing benefit. At this stage it is unknown when the
administration grant will cease. It will, however, at some point be superseded by the
effects of the Welfare Reform Act and the New Burdens Grants.
g. Meeting the Budget Gap
While there is no gap in 2018/19 there is some risk in the approach to meeting the gap
and the gap for future years need to be addressed. As outlined within this report, with
the ongoing reductions in external grant funding from the Government and the
restrictions on increasing levels of Council Tax in the future, the Council’s expenditure
will exceed income and therefore there will be an ongoing need to deliver efficiencies.
Although the Council has been successful in the past in delivering efficiencies it is
apparent that this will become increasingly difficult and there may be some impact on
future service levels. The MTFS sets out a broad approach to addressing the budget
gap. Due to the extent of the required savings Members should also be aware that there
will, in many cases, be a lead-in time for the delivery of the efficiencies required. This
will be particularly the case for the developing commercial programme, commercial
asset acquisitions and returns from Sempra Homes. The Council has also set aside a
number of earmarked reserves (see Section 8) and specific budget provision to assist
in this regard. There is always the risk that budget gaps / efficiency targets may not be
achieved.
h. Local Government Pension Scheme
The local scheme is administered by Essex County Council and Basildon is a scheduled
body to the scheme. The scheme is valued every 3 years by an actuary. The results of
the valuation and the assumptions that the actuary makes about the future of the fund
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(e.g. investment performance, longevity) determine the payments that the Council has
to make for any deficit arising from past service and the ongoing contributions that have
to be made by both the Council and its employees who are members of the scheme in
the future. The last actuarial valuation took place on 31 March 2016 and this set the
employer’s contribution rate for the Council at 16.0% for the period 1 April 2017 to 31
March 2019. In line with other local government schemes the pension fund deficit fell at
this valuation indicating a better fund performance than in previous periods. As a
consequence of this the deficit payments required by the fund from the Council are lower
than had been assumed.
All employers (public and private sector) are now required to enrol all eligible jobholders
into a qualifying pension scheme. The original staging date for the Council was October
2014. Legislation then requires that re-enrolment takes place every three years. A reenrolment exercise was undertaken in October 2017 and resulted in a marginal increase
in costs. It is not considered that re-enrolment presents a significant financial risk in the
future.
All the items outlined above have been provided for in the budget and forward forecast.
However, there is a risk that the actual outcomes for the Council are different from those
assumed and these could have an adverse impact.

i. Single Status (Equal Pay)
The final known payments resulting from the implementation of the outcomes of the
Single Status review were made during 2013/14. All costs, including the ongoing salary
impact as a result of implementation were met from the provision made within the
Council’s budget. It is important to recognise that a residual risk of historical liabilities
related to equal pay still exist for the Council, and so a significant budget provision
continues to be set aside to be available towards any such costs should they arise. The
limitations period will expire at the end of December 2018.
j. Housing Revenue Account (HRA)
The HRA is a ring-fenced account within the General Fund and has a number of key
risks and uncertainties. For more information regarding the associated mitigations and
levels of HRA Reserves see the detailed report presented elsewhere on the agenda.
k. Interest Rates
While interest rates have remained relatively stable for a considerable amount of time
the continued uncertainties in the global economy means there is always the risk of
fluctuations in interest rates and therefore a significant risk to the Council’s finances.
November 2017 saw the first increase in the Bank of England Base Rate for over 10
years and although further increases are expected, forecasters are expecting this to be
in small increments and over a number of years, probably beyond the budget forecast
period.
The key mechanisms to manage this risk in respect of borrowing, are:
•

Retention of Treasury Management advisors to provide information on interest rate
forecasts.
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•
•
•

Maturity structure of borrowing designed to minimise exposure in any one year.
Retention of core fixed rate borrowing within the portfolio.
The establishment of a TM reserve in the General Fund and the HRA.
The forecasting of interest rates is a difficult task in itself and this difficulty has been
increased by the significant and continuing turbulence in the global financial markets.

l. Homelessness
The homelessness service is a statutory function of the Council. It is demand-led and is
affected by legislation and national drivers, significantly the economy and welfare reform
changes and the rising housing costs in London and the South East. The impact locally
has included a reduction in accommodation supply from Registered Providers which is
exacerbated further by available accommodation being utilised by other local authorities
attempting to address their shortage of accommodation outside their boundary areas.
It is envisaged that the introduction of the Homelessness Reduction Act, effective from
1 April 2018, will have a major impact on the service as it introduces a number of new
duties on local authorities to prevent and relieve homelessness primarily by intervening
earlier to prevent a homelessness crisis for all households. The duties in the act aim to
improve homelessness service provision by:
•

providing all households with free information and advice on preventing and
relieving homelessness

•

introducing an enhanced prevention duty that extends the period a household is
threatened with homelessness from 28 to 56 days, meaning there is a need, and
requirement, to work with people to prevent homelessness at an earlier stage

•

introducing a new duty for those already homeless which will mean supporting
households for 56 days to relieve their homelessness by helping to secure
accommodation.

The result of this is the need to re-design the service to ensure the new requirements
can be fully met and this is progressing to ensure resources are in place for the
implementation of the act.
The Government have provided new burdens allocations, in recognition of the increased
requirements, for Basildon totalling £291k over three years:
•

2017/18 £ 98k

•

2018/19 £ 90k

•

2019/20 £103k.

It is anticipated that the required funding for the additional resources will be met from a
combination of existing resources and the new burdens allocation.
Although the Council is increasing available properties through the Housing Capital
Programme and Sempra Homes developments across the range of tenures there will
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still be a shortfall of affordable housing particularly when the Craylands properties,
currently being used for temporary accommodation, need to be decanted to enable
demolition.
The consequence of not being able to discharge our homeless duty will be clients having
to stay for longer periods in more costly private sector temporary accommodation or bed
and breakfast provision. This could have a major impact on the Councils ability to meet
the costs within existing budgetary provision.

m. Basildon Borough Local Plan 2014 - 2034
The Council has a statutory duty as a Local Planning Authority to prepare and keep
under review a Development Plan for its area; otherwise known as a Local Plan. On 12
October 2017, it agreed an updated Local Development Scheme, which sets out its
Local Plan preparation timetable, which the Government now use to monitor project
delivery. The Local Development Scheme is ambitious, but achievable assuming all
risks are managed effectively and there is no slippage to the programme. It has agreed
that the Local Plan will be presented to Committee for approval to publish and submit to
the Government by March 2018.
Updated Risk – Intervention by Secretary of State
On 16 November 2017, the Secretary of State wrote to the Council to advise that he
had identified Basildon Borough Council as one of the 15 councils at risk of intervention
as a result of not having a post 2004 Local Plan in place. The Council was given until
the end of January 2018 to respond and try to prevent formal prevention by setting out
the exceptional circumstances which have caused the delays. The Council’s
Infrastructure, Growth and Development Committee approved the formal reply to the
Secretary of State on 16 January 2018 and it was submitted on 26 January 2018. A
possible outcome is that the Secretary of State may use new powers he has to formally
intervene in the Council’s Local Plan production and recover all costs for doing so from
the Council. Such costs are unknown but are expected to exceed the remaining project
budget and possibly the budget pressure previously calculated as being necessary for
the Council to complete the project.
The Government stated in its December 2016 response to its February 2016
consultation on reviewing the New Homes Bonus that whilst the Government had
decided not to introduce the proposals to withhold payments for areas without a local
plan in 2017-18, it would revisit the case for withholding New Homes Bonus from areas
not delivering on housing growth from 2018-19. It was subsequently confirmed in the
Local Government Finance Settlement that this proposal will not be revisited in 201819, and, although there is potential it could still be revisited in 2019-20, it is not possible
to predict at this stage what that outcome might be. Should the Government decide to
proceed with the proposal, this would impact on the Council’s General Fund and could
affect the funding it has to provide wider services.
New Risk - Non-Conforming Local Plan Emerges
With the pressure to produce a Local Plan now heightened due to the Secretary of
State’s letter, there is an increased likelihood that a non-conforming Local Plan could
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emerge and be approved by the Council in an effort to complete it on time, whilst
handling several difficult decisions, including development in the Green Belt.

Officers will continue to provide professional advice in respects of the preparation of the
Local Plan, ensuring Members understand the implications of their decision-making on
whether they Local Plan conforms to legal, procedural and soundness requirements. In
the event that a non-conforming Local Plan looks likely to emerge, despite officers’
advice, senior officers will need to consider whether any further steps need to be taken
to ensure the Council is fully aware of all possible legal, procedural, financial and
reputation risks and the consequences that the Council could face.

n. Planning Development Control and Enforcement
It is necessary to ensure that adequate contingency continues to be made in the budgets
to meet both estimated and unanticipated expenditure in respect of planning
enforcement activities across the Borough. There is a possibility that costs, including
legal expenses to defend the Council's position, could be exceeded.
o. Major development programme
A summary of some of the key regeneration developments is set out below. Each has
specific funding requirements and inevitably there is a degree of Council risk associated
with such schemes particularly in the prevailing economic climate. While appropriate
due diligence and business cases are developed for each project including contingency
sums the risk of costs exceeding estimates remains. These projects are monitored
through the Council’s corporate performance monitoring systems as part of the project
governance arrangements put in place to monitor the risks through the delivery phase.
Basildon Town Centre – The Council continues to pursue development opportunities
within the town centre as part of the delivery of the town centre Masterplan. The
development of a cinema and restaurant scheme at East Square remains a priority. This
will invigorate the night-time economy and bring a new leisure offer to the heart of the
town centre, increasing footfall and helping to ensure a resilient and sustainable
economy. In April 2016, the Council completed the acquisition of the retail block at
Freedom House/East Walk which gave the Council control of a key asset to support the
progression of the scheme. In March 2017 Cabinet approved a regeneration strategy
for East Square including entering into agreement for leases with Cinema and
Commercial Leisure operators and procure the professional resources required to
deliver a viable development scheme. This phase of works is funded through the
Regeneration Account and as such, any abortive costs are not a risk to the Council’s
overall financial position. Information events were held in October 2017 providing
updated plans, designs and development information to the public ahead of the planned
submission of the detailed planning application in early 2018. The scheme was met with
a very positive response at these events and with town centre landowners and retailers.
In December 2017, Council approved the funding strategy enabling the Council to
deliver this scheme as the developer, with the scheme generating an annual income for
the Council.
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The Council continues to develop proposals for the refurbishment of Brooke House and
future reports will be presented in 2018 when all options appraisals have been
completed .
Developer contributions and other third party funding will continue to be sought as a
revenue contribution towards Council costs supporting regeneration activity or towards
project capital costs.

Nethermayne/College/Market –The contract for the construction of the new market
was tendered and the contract awarded to Thomas Sinden. Start on site was in early
2017 with an expected completion date of Spring 2018. The Council has developed a
public realm design guide that will inform the associated public realm works and the
procurement process for these works will commence in December 2017. The Council
will support the delivery of the market relocation and associated public realm works,
through use of the Regeneration Account and by seeking third party funding. The Market
Relocation Project is being supported by a £1.75m grant from Essex County Council in
addition to the project costs funded from sale of the South Essex College (SEC) campus
at Nethermayne.
South Essex College (SEC) are working on the detailed designs for their new campus
on the current market site and their work programme will be developed following on from
that.
Wickford Town Centre – Construction of a state-of-the-art health facility completed in
June 2017 with the London Road Surgery operational in the new facility in July 2017. In
September 2016, Cabinet approved the Regeneration Strategy for Phase 2 of Wickford
town centre regeneration and a number of feasibility studies were undertaken the
outcomes of which were presented to the Regeneration & Environment Committee in
September 2017 and a further updated options report is expected to be presented to
the Committee in early 2018. To support the delivery of the preferred regeneration
options, the Regeneration and Environment Committee approved the use of £250,000
vired from budgets within its remit at its meeting on 4 October 2017. It is anticipated
that any further funding requirements will be included in the further updated options
report.
Laindon Town Centre – Swan Housing Association acquired Laindon Town Centre in
spring 2015. Following extensive consultation and engagement, Swan submitted a
detailed planning application in November 2016 which was approved by Planning
Committee in February 2017. Interim works have been undertaken to improve the centre
and ongoing community engagement is taking place. It is expected that construction
start on site will begin early in 2018. Swan, supported by Council officers, have
continued to engage with NHS Property Services, NHS England, the Clinical
Commissioning Group and GPs regarding the reprovision of the health centre as part of
the new development.
At its meeting on 4 October 2017, Regeneration and Environment Committee approved
the use of the remaining Members Investment Budget for Laindon of £342,000 is used
for public realm improvements to the wider Laindon town centre area to support the
Swan redevelopment project. Approval has previously been given for the disposal of
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parcels of Council land in the development area to Swan by Cabinet at its meeting on 1
December 2016.

Pitsea Town Centre – In November 2016, Cabinet approved a regeneration strategy
to look at opportunities to develop assets owned by the Council and other partners in
Pitsea town centre, to build on the regeneration undertaken by landowners London and
Cambridge Properties. Options appraisals were developed over the first quarter of 2017
for Pitsea Area Housing Office and The Place. In September 2017 the Regeneration &
Environment Committee approved for the Council to progress with a comprehensive
mixed use development for residential, community and retail, maximising regeneration
benefits with third party landowners. It is anticipated a further report will be presented
early 2018 detailing the final scheme recommendations.

p. Value Added Tax
VAT is a complex issue for Local Authorities and active management of VAT issues is
essential both to avoid significant unexpected costs and also to ensure that the Council
is able to take advantage of opportunities to recover VAT previously paid when possible.
The major VAT risk is that the Council exceeds its partial exemption threshold. If this is
exceeded it would mean that a substantial payment, estimated to be in excess of
£500,000 for 2018/19, would need to be paid to HMRC. In general it is large capital
projects that would cause this to happen and VAT issues are, therefore, considered at
an early stage in the development of all such projects.
q. Municipal Mutual Insurance
Municipal Mutual Insurance (MMI) announced in September 1992 that it was to cease
trading upon expiry of its current policies. MMI remained liable for all claims arising from
previous policy commitments and was continuing to settle its outstanding liabilities;
however, it was confirmed by the Board of Directors of MMI on 13 November 2012 that
the Scheme of Arrangement had been triggered, as a solvent run-off could no longer be
foreseen. The scheme administrator was appointed and in accordance with the terms
of the scheme undertook a financial review of the Company and, in consultation with the
Scheme Creditors Committee, concluded that the levy to be imposed upon Scheme
Creditors would be 15%. Basildon paid this first levy of £96,500 in January 2014. In
accordance with the scheme arrangements and the projected run-off position, on 1 April
2016 a further levy of 10% was required and Basildon paid this second levy of £65,789
in April 2016. MMI continues to pay all claims at 75% of the agreed settlement amount
and this arrangement will continue until the scheme administrator sees fit to revise the
levy percentage further, although the financial position at March 2017 concluded that
the current percentage rate remains appropriate and no further changes to the payment
percentage and the levy rate are currently anticipated. Now that the Scheme has been
triggered the Council will still have potential outstanding liabilities for 25% of future claim
settlements that will now not be paid under the clawback, as well as being subject to
further potential clawback requests. The balance on the Insurance Pool earmarked
reserve is still sufficient to meet any such liability.
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r. Emergency Planning and Business Continuity
The Council has a statutory duty as defined in the Civil Contingencies Act 2004 to
prepare for and respond to emergency incidents. The Emergency Planning and
Business Continuity team are committed to multi-agency working within Essex with
frontline emergency services and other local authorities to ensure that the Council is
prepared to respond to and assist the community in time of need. The Council has an
important role to play in the event of an emergency occurring within the Borough in terms
of the initial response and moving into the longer term recovery.
The main financial risks would initially be from the response to a significant, and / or a
protracted incident and the subsequent return to normality. These risks may all require
additional resources greater than the budget provision and by the unpredictable nature
of emergency incidents it would be difficult to make an assessment of the potential
financial impacts.

s. Disabled Facilities Grants (DFGs) and Better Care Fund
This budget covers the cost of providing mandatory grants to those eligible. Demand is
volatile and there is a risk that the budget could prove insufficient. Funding for DFGs is
delivered to 2nd tier local authorities via the Better Care Fund (BCF). Confirmation of the
level of funding for 2018/19 has yet to be received. For planning purposes it has been
assumed that funding will be held at the 2017/18 level throughout the forecast period.
t. Contracts
Over the forecast period there are significant numbers of contracts due for renewal. It
is difficult to forecast market conditions and other factors that may have changed since
the previous tender exercises. In addition, new contracts without previous financial
history at the council will also be let. As a result there is the risk of further budget
pressures arising that are not quantifiable at this time.
u. Building New Homes
The HRA budget for 2018/19 proposes that the Council extends the HRA programme
for the acquisition and building of new homes and has established Sempra Homes Ltd
to perform the same function using General Fund resources. Although indicative
business plans formed part of the supporting documents for these proposals, schemes
will only be included in the budgets as and when they are nearer to delivery and
approved.
8. Other factors for consideration in determining the adequacy of reserves
1.

Assumptions regarding inflation

Budgets have been prepared in accordance with the Budget Setting Guidelines
2018/19 approved by the Policy and Resources Committee on 27 July 2017 (Min
2017/346).
The following assumptions have been made on inflation:
•

Notional inflation of 1.0% has been applied to service employees budgets and a
further 1.5% has been made in a central provision (a total of 2.5% inflation). The
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•

current employer offer for 2018/19 (and 2019/20) equals approximately 2.5% when
applied to Basildon’s salary profile.
Inflation has been applied to expenditure that are subject to legal contractual
obligations in accordance with the terms set out in the contract.
In order to assist with delivering the budget gap, a 1% reduction per annum has
been applied to all items of non-salaries related expenditure that is not a centrally
controlled cost.

National Minimum Wage and National Living Wage
The National Minimum Wage (NMW) and the National Living Wage (NLW) are both
set by Government and are both legally enforceable. These rates depend upon a
worker’s age and have exceptions for apprentices.
In effect the NLW can be considered to be a renaming of the NMW applicable to those
aged 25 and over.
Key points of the schemes are
•

Most workers over school leaving age will be entitled to receive the NMW

•

The NMW/NLW rates are reviewed annually by the Low Pay Commission

•

The NLW is the national rate set for people aged 25 and over

•

From April 2017 both the NMW and NLW will change each April

• The

Government has stated that its aim is for the NLW to reach £9.00 per hour
by 2020

Relevance to the Council
Like most authorities, Basildon Borough Council is part of the national (Local
Government) agreement on pay and applies the pay scales set by the National Joint
Council (NJC). The NJC pay scale does not determine pay based on age and
therefore the lowest pay rates consider the NLW (not the NMW). Additionally,
Basildon Borough Council fully employs its apprentices and in doing so it pays them
using Band 1 of the NJC derived scale. The increase of the NLW to £7.83 per hour in
April 2018 has been accounted for in the pay award assumption for that year.
The Council is currently exploring obtaining accreditation as a living wage employer
through the Living Wage Foundation.
Apprentice Levy
The budget and forecast includes a sum of £125,000 to meet the cost of the
Apprentice Levy that became effective on 1 April 2017. The levy is 0.5% of payroll
cost less an allowance of £15,000.
2.

Capital Expenditure

As far as the GF capital programme is concerned, there remains a significant reduction
in funding streams to meet capital expenditure. The funding for disabled facilities grants
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is restricted to the level of government grant (£800,000) in 2017/18 and onwards. There
is a capital contingency provision of £50,000 but the Council will still need to be mindful
of its statutory responsibilities. If demand for statutory works exceeds the level of
funding, subject to contingency being used up, then further borrowing will need to be
undertaken. There are a number of regeneration projects that will be added to the
programme as and when they are approved and funding is confirmed.

3.

Capital Receipts

The HRA capital programme is now dependent to a large extent on the generation of
capital receipts from right to buy disposals. Any additional receipts above the levels
assumed in the budget can be used, at the Section 151 Officer’s discretion, to either
reduce the borrowing needed to fully fund the current programme, to reduce the overall
level of borrowing, or to fund new schemes.
As part of the relaunch of the right to buy (RTB) scheme the Government introduced a
commitment to replace each dwelling sold. Councils are able to retain a certain
proportion of the RTB proceeds and use them to provide new homes. The retained sums
can only fund 30% of the cost of the new dwellings. The Council has retained significant
sums under these arrangements. Should these sums not be used for the purpose for
which they were retained they have to be returned to the Treasury (with interest). There
is currently a risk that the Council will be required to return some of these funds if the
existing house building and acquisition programme cannot deliver sufficient levels of
expenditure to enable their use within the required timescales.
4.

Treatment of demand-led pressures

As mentioned above certain budgets are particularly susceptible to demand-led
pressures. These include Benefits and Homelessness. The level of budgeted income
for Council services, particularly planning, land charges, and building control is also
subject to changes in customer preference and demand. While every effort is made as
part of the budget setting process to identify current trends, review historic patterns and
assess the likelihood of change, such budgets will always have inherent risk. This risk
is particularly heightened in the current economic climate.
The Council has a range of mechanisms in place to respond to changes in
expenditure/income patterns including the option to review service levels, virements
from other budget heads and the use of contingency and/or reserves.
There is limited contingency built into the capital programme.
5.

Risks Inherent in Partnership Arrangements (including Shared Services)

The Council continues to work in partnership arrangements on schemes throughout the
Borough with financial support from a number of external agencies although the volume
of this is reducing. Furthermore, the Council recognises the importance of partnership
working and will strive to develop such arrangements where they will benefit the
community. Any such partnerships work within the Council’s framework of controls
regarding procurement and within its Financial Regulations. Regular support is provided
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on day-to-day financial management including the completion of grant claims and both
internal and external audit review is provided as appropriate.
6.

Financial Standing of the Authority (e.g. level of borrowing, debt
outstanding)

In this regard, sound monitoring, regulatory and reporting arrangements are in place as
set out in the Council’s Treasury Management Policy Statement and performance is
measured according to an approved annual Treasury Management Strategy, Debt
Repayment Policy, and an Investment Strategy. The strategies together with the
Prudential Indicators are included in this report.

7.

The Authority’s Track Record in Budget Management, including its Ability
to Manage in-Year Budget Pressures and the Robustness of the Medium
Term Plan

Forecast arrangements and financial monitoring reports are subject to review by
relevant committees as part of the budget setting process. The Council has established
earmarked reserves for non-recurring expenditure to assist in producing a smooth profile
of expenditure over the forecast period. The Council also has a track record of delivering
savings and efficiencies as required. However, reserves can only be used once and the
ability to continue to deliver savings and efficiencies cannot be taken as a given
particularly in the light of the current funding circumstances. In particular a significant
shift in expenditure or income outside the parameters considered in the budget or a
combination of several issues at once could constitute a serious shock to the Council’s
level of resources and threaten its potential ongoing financial viability.
The external auditor’s Annual Audit Letter 2017/18 presented to the Audit and Risk
Committee on 22 November 2017 found the Council’s arrangements for securing
financial resilience and the arrangements to secure economy, efficiency and
effectiveness in its ‘Value for Money conclusion’ for the year ending 31 March 2017 were
sound.
8.

Virements and Year-End Procedures in Relation to Under and Overspends

The Council’s Financial Regulations allow for virements and supplementary estimates
to be approved within a range of delegated authority. In addition, regular reviewing of
budgets during the year has resulted in both the delivery of efficiencies and identification
of additional budget pressures.
A mechanism is also in place for items budgeted and committed but not spent by the
end of the financial year to be carried forward to the following year. This approach taking
into consideration overall budget levels and the timing of expenditure across the
financial year-end is an important aspect of the outturn process.
9.

The Adequacy of Insurance Arrangements

As set out in the report the Council externally insures the majority of its insurable risk
and maintains an insurance pool, which provides for some classes of cover to be selfinsured. The level of the insurance pool reserves and provisions is assessed every
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three years for adequacy by an independent actuary. The date of next review is
2018/19.
The Council’s insurers are currently maintaining premium rates at a fairly stable level
under the long term agreements which end in July 2019, although there have been
increases seen in liability premiums due to the recent reduction in the Ogden discount
rate14. The insurance market is likely to harden in response to increased claims costs
caused by such changes in legislation, therefore, when arrangements have to be reprocured premiums are likely to rise.

9. The Adequacy of Reserves
Section 32 of the Local Government Finance Act 1992 requires local authorities to
have regard to the level of reserves when calculating their budget requirement.
Total General Fund revenue reserves are forecast to be £19.1 million at March 2018,
however, it must be emphasised that:
•

A significant amount of this is earmarked for specific purposes.

•

The General Reserve is required to cover inherent risks of a Council which has a high
level of spend (in the region of £200 million including £62.5 million of demand-led
spend on Housing Benefit15) and reducing government support.

•

The need continues for a contingency reserve although this is lower than in some
previous years due to reduced risks arising from the implementation of single status;
the introduction of the Business Rates Retention scheme, welfare reforms and
national litigation has, however, significantly increased the risks/uncertainties that this
reserve will cover. The reserve is also used to absorb the cost of variability in revenue
expenditure that would significantly impact on the outturn for any given year if not
adjusted. The current example of this is the pension deficit payment as described in
Section 8.

10. Conclusion
As outlined above, the Council’s finances are subject to a range of external influences
and significant risk particularly in the current economic climate and the associated
austerity measures impacting on local government funding. The future impact on the
economy of the Brexit decision creates further uncertainty regarding the national
economic picture with potential impacts on for example prices and interest rates.
Continued reductions to government grants, reductions and potential further changes
to the NHB scheme and the risk of appeals in the business rates system together with
the uncertainty regarding the impact of 100% business rates retention exacerbates
uncertainty and risk. The arrangements in place to mitigate such risk are set out
above. In addition, the Council remains ambitious and is continuing to deliver on a
14

Adjusts personal injury damages awards to take into account the return expected when a compensation lump
sum is taken, which can then be invested. The discount rate is used in conjunction with the Ogden tables to
calculate lump sum damages for future losses in personal injury and fatal accident cases.
15 Both figures from 2016/17 Statement of Accounts
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number of significant capital and revenue investment and regeneration projects
including Sempra Homes and the delivery of a commercial asset acquisition strategy.
The elements set out above are part of a coherent strategy to address the future
budget gaps (as set out in Section 2). These significant projects, combined with
exceptional financial uncertainty, mean that the financial scale of risk and complexity
that the Council will be managing is significant. Financial resilience and adequate
resources are therefore paramount. This, together with the overall scale of the
Council’s financial transactions and complexities of its core operations, means that
such risk cannot be eliminated but must be managed effectively.
In addition contingency provisions have been set aside for unforeseen ongoing
budget pressures. Particular attention is also drawn to Section 8 of this report that
identifies the reserves currently retained by the Council over the forecast period
together with the rationale for each reserve.
Nationally, reserves held by local authorities fell marginally during the 2016/17
financial year after having increased by £10 billion in the period 1 April 2010 to 31
March 2016.16 The increases in reserves reflected the increased level of risk being
carried by local authorities, the uncertain financial climate, and the need to provide a
suitable safety net if insufficient savings are identified to meet budget gaps. The fact
that they fell in both 2015/16 and 2016/17 suggests that some authorities are now
using reserves to either support efficiency initiatives or to support recurrent
expenditure. The external auditor has commented specifically on the need to maintain
adequate reserves.
It is important to note that the key reserves with regard to risk mitigation are the
General Reserve and Contingency Reserve. Given the overall levels of risk the
Section 151 Officer considers that the General Fund reserve should not be budgeted
below £3 million when setting the budget for 2018/19.
Reserves currently budgeted at March 2019 total £23.3 million. These have been realigned to reflect the anticipated outturn position for 2017/18 and the Council’s current
priorities and changing risk profile. It is important to note that while the Council does
have discretion to further allocate its reserves, the current position means that the
majority of this sum (some £17.0 million) is allocated for specific purposes and
therefore not generally usable.
It is anticipated that these earmarked reserves will be used over the forecast period
to support the Council’s organisational transition and the delivery of budget
reductions, and reports on issues such as IT and asset management will be brought
forward in the coming months.
Members are reminded of the need to consider all of the factors discussed in this
section and their potential impact on the ongoing sustainability of the Council’s
medium term financial position when considering the budget and level of council tax
to be set for 2018/19.

16

http://www.nlgn.org.uk/public/2017/should-local-government-be-concerned-about-recent-trend-change-in-itsreserves-balance/
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Taking all of the above factors into account it is considered that the budget calculation
is robust and that the level of reserves are adequate at this time.
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15 Council Tax Requirement
1.

The Council must set its revenue budget and Council Tax Requirement on or before 11
March of the preceding year in accordance with a statutory formula set by Government
as described below:
•

The amount calculated by the authority under Section 31A of the Local
Government Finance Act 1992 as its Council Tax Requirement for the year.
(This is the net spending on services adjusted for any movements in reserves
and transfers to or from the Collection Fund in recognition of a surplus or deficit
on that Fund, and includes town, parish and village council precepts);

divided by:
•

The amount of the Borough’s Council Tax Base calculated in accordance with
the 1992 Act and relevant statutory instruments. The tax base for 2018/19 is
60,135 which assumes a 99.05% collection rate (inclusive of sums outstanding
from prior years).

This will produce the Basic Amount of Council Tax for the year, which is the combined
Borough and Town/Parish/Village Council Tax level at Band D.
2.

The Council must then determine whether its ‘relevant’ Basic Amount of Council Tax,
i.e. adjusted to exclude the element relating to Town, Parish and Village Council
precepts, is ‘excessive’. The Secretary of State has indicated that, for 2018/19 for
District councils, any increase of 3.0% or above or £5 (whichever is the greater) more
than the equivalent figure for 2017/18 would be considered excessive.
If the Council determines that its proposed relevant Basic Amount of Council Tax is
excessive, then it must also make substitute calculations that produce an amount which
is not excessive and put both amounts to a local referendum. More information on this
option is given below.

3.

The council tax level consists principally of the Collection Fund precepts of Essex
County Council, the Police and Crime Commissioner for Essex, Essex Fire Authority
and Basildon Borough Council. This is the basic amount required by each authority to
provide its budgeted level of service after allowing for government grant, use of reserves
and that authority’s share of any surplus or deficit on the Collection Fund. In addition to
the precepts of the principal authorities, there will be further precepts for the eight areas
in Basildon covered by town, parish and village councils.

4.

The estimated balance on the Collection Fund at 31 March 2018 is required to be taken
into account in the calculation of the Council Tax level for 2018/19. The calculation of
the balance must be notified no later than 31 January to the major precepting bodies,
who are each responsible for their share of any balance. Further information is given in
Section 10 of this report.
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Precepts and Council Tax Levels
1. The Council is required by law to approve a council tax requirement for the Council's
services and to set the council tax to be levied in the Borough, after taking account of the
following preceptors:
•
•
•
•

Essex County Council
Police and Crime Commissioner for Essex
Essex Fire Authority
Local Parish, Town and Village Councils.

2. Essex County Council issues the largest precept on Basildon’s collection fund which
means they receive around 70% of Council Tax (before local precepts). The County
Council is scheduled to meet on 13 February 2018 to agree its precept.
3. The Police and Crime Commissioner for Essex is an independent body and is
responsible for setting its own budget. The budget is mainly funded from Government grant
and any remaining balance, after allowing for reserves, is met by a precept levied on the
Collection Funds of the billing authorities within the County. The Police and Crime Panel
met on 22 January to agree its precept.
4. The Essex Fire Authority, as with the Police, receive initial funding through Government
Grant and the balance is met by a precept levied on Collection Funds across the County.
The Fire Authority’s funding reverted to Business Rates Retention with effect from 2013/14
but the Police stayed outside of this system. The Fire Authority is due to meet on 25
January to set its precept.
5. Parish, Town and Village Councils are separate and autonomous bodies within the
Borough that approve their own spending and precept levels for each financial year. The
precept for each parish, town and village council has to be included as part of the Borough
Council’s net overall Council Tax requirement. They are added to the statutory calculation
as an average for the Borough as a whole but are levied only in the areas of the Borough
affected, according to their precept requirements. Where a precept demand has not been
received by the date of the council tax setting meeting an anticipated amount is used as
permitted by legislation.
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Parish, Town and Village Precepts 2018/19
The table below compares Parish, Town and Village Council precepts for 2018/19 with
2017/18:

Council Tax
Base
(Band D
equivalents)
2018/19

Billericay Town

Annual Precept

2017/18

2018/19*

Change

£

£

%

12,229

241,078

275,147

14.13

724

14,347

14,897

3.84

2,453

27,871

29,810

6.95

199

6,141

6,377

3.85

1,029

43,697

45,380

3.85

Ramsden Bellhouse

437

14,133

15,589

10.30

Ramsden Crays

492

10,154

10,772

6.08

1,260

24,830

24,875

0.18

18,824

382,251

422,847

10.62

20.40

22.46

10.12

Bowers Gifford and North Benfleet*
Great Burstead and South Green
Little Burstead*
Noak Bridge*

Shotgate*
Total
Average Band D charge in parished areas
*Anticipated amounts as permitted by Regulations

The parish precepts are the equivalent of an additional £7.03 on the average Band D charge
for the Borough as a whole.
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The table below sets out all Band D calculations across major and local preceptors and shows
the percentage change compared with 2017/18:
Band D
2017/18

Band D
2018/19

£
Change

%
Change

£

£

£

%

Basildon Borough*

262.98

270.81

7.83

2.98

1,163.70

1,221.75

58.05

4.99

157.05

169.02

11.97

7.62

Essex Fire Authority

69.03

70.38

1.35

1.96

Billericay Town

19.80

22.50

2.70

13.64

Bowers Gifford and North Benfleet**

19.89

20.61

0.72

3.62

Great Burstead and South Green

11.43

12.15

0.72

6.28

Little Burstead**

30.69

32.13

1.44

4.69

Noak Bridge**

42.48

44.10

1.62

3.82

Ramsden Bellhouse

32.67

35.64

2.97

9.09

Ramsden Crays

20.79

21.87

1.08

5.19

Shotgate**

19.89

19.71

-0.18

-0.90

Essex County Council*
Police and Crime Commissioner for Essex

* proposed
**Anticipated amounts as permitted by Regulations
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16 Setting a Legal Budget and Council Tax
1.

The Council’s constitution
The Council’s constitution states in Section 4.4
The Council will consider the proposals of the Policy and Resources Committee and
may adopt them with or without amendments.
In considering such amendments Members should take note of the following paragraph
in Article 11 – Decision Making
{In making a decision} Due consideration of all relevant factors and options, taking into
account the results of any consultation undertaken and the professional advice of
Officers.

2.

Legislation
The Local Government Finance Act 1992 states that the Council must set a (balanced)
budget and its council tax, including precepts, before 11 March in each financial year.

3.

Responsibilities and consequences of not adhering to Legislation:
3.1

Council
The consequences for the Council itself would be:
(1)
(2)
(3)

3.2

It would be subject to the ‘prohibition period’ under the 1988 Act;
It could be faced with acute cash flow and potentially collection difficulties,
and
It might be unable to meet its obligations to its precepting authorities.

Officers
The processes should be managed so that the consequences are avoided.
If the Council does not set its budget and council tax the officer of the Council
having responsibility for the administration of the Council’s financial affairs under
Section 151 of the Local Government Act 1972 (‘the Section 151 Officer’) would
be obliged to make a Report pursuant to Section 114 (and 114A) of the Local
Government Finance Act 1988 including subsection (3).
This would have the ultimate consequences set out in Sections 115 and 115B of
the 1988 Act. They include that during a ‘prohibition period’ the Council is very
constrained with respect to what expenditure it can incur.
The Section 151 Officer should do whatever he can to protect the Council’s
financial interests. Specifically, he should:
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(1)

(2)
(3)
(4)

Make a Section 114/114A Report. In preparing a Report to consult so far
as possible the Head of the Paid Service and the Council’s Monitoring
Officer (‘MO’) and discharge his Section 114 duties personally;
Do so as soon as it is apparent that the budget and council tax are not
likely to be set by 11 March;
To send copies of the Report to the Council’s External Auditor and to all
Councillors; and
To give the Council his opinion as to what staff, accommodation and other
resources he needs in order to allow his Section 114 duties to be
performed.

In addition, the Monitoring Officer has responsibilities, pursuant to Sections 5 and
5A of the Local Government and Housing Act 1989.
The Council Members’ Code of Conduct, pursuant to Sections 27 and 28 of the
Localism Act 2011 (‘LA 2011’), imposes an obligation on Councillors to ‘uphold
the law’.
The MO should17
(1)
(2)

3.3

Make a statutory Report at or about the same time or in conjunction with
the Section 151 Officer’s Section 114 Report; and
Warn Councillors as to(i) the implications of the Code and of their legal obligation and of
breaches thereof, and
(ii) their potential liabilities.

Full Council
The statutory responsibility of Full Council is all other functions in relation to the
budget and council tax. It is Full Council who take final responsibility for the
budget and the council tax.

3.4

Section 114/114A Report
The Council/Policy and Resources Committee must consider the Section
114/114A Report at a Meeting where it shall decide whether it agrees or
disagrees with the views contained in the Report and what action (if any) it
proposes to take in consequence of it.
That Meeting must be held not later than the end of 21 days beginning with the
day on which copies of the Report are sent. The Council must, during the period
beginning with the day on which copies of the Report are sent and ending with
the first business day to fall after the day on which the Council’s consideration of
the Report is concluded, not enter into any new agreement which may involve
the incurring of expenditure (at any time) by the Council unless the Section 151
Officer is able to and does authorise it to do so. Policy and Resources Committee
must act in accordance with Section 115B.

17

The MO also has a duty to consult so far as is practicable with the person who is for the time being designated as the
head of the authority’s paid service and with their Chief Financial Officer.
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If the Policy and Resources Committee, having received a Section 114a report
and having held the Meeting required by Section 115B, disagrees with it, in these
circumstances, the Section 151 Officer will have discharged his duties to make a
Report to the Policy and Resources Committee. The misconduct of Councillors
will, however, be aggravated.
If the Policy and Resources Committee agrees with the Section 114 Report, but
the Council were to vote against approving a budget and setting a council tax, in
these circumstances, the Section 151 Officer will have discharged his duties to
make a Report to Council. The misconduct of Councillors will, however, be
aggravated.
3.5

Councillors
The statutory and common law responsibility of all Councillors and each and
every Councillor individually is to seek to ensure that the Council’s statutory
responsibilities are duly, fully and timeously discharged.
Councillors must work together to find a proposal that can be carried in
accordance with the legislative timetable. Any Councillor who played a part in
achieving the defeat of all proposals for a balanced and lawful budget, by voting
against every such proposal, or even by abstaining, would be at very serious
potential risk, disciplinary, financial and reputational.

4.

Implications for Councillors
4.1

Officers do have an obligation to make Councillors aware of the consequences
for Councillors themselves. Group Leaders’ briefings and more widely published
briefing notes would be useful.

4.2

Each individual Councillor who makes a declaration of office is required to carry
out the statutory duties to which the Council is subject. Moreover, every
Councillor has a duty to comply with the Council’s statutory Code of Conduct.
Each Councillor is under a positive duty at all times to do what he or she can to
ensure that the Council fully complies with the law.

4.3

Councillors who breach the Code are liable to sanctions. Notwithstanding the
abolition of surcharge, if a Councillor’s wilful misconduct is found to have caused
loss to the Council the Councillor will be liable to make good such loss.
Further, Councillors may incur liabilities in other ways. Not only may they become
liable to compensate the Council for losses the Council sustains, also they may:(1)
Be guilty of the tort and crime of misfeasance in public office: and
(2)
They may be liable in negligence and/or breach of statutory duty to service
users.
What is Tort?
This is a civil liability for breach of obligations imposed by law.
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What is Tort and Crime of Misfeasance in public office?
The Crime of Misfeasance in Public Office is an offence at common law against
a holder of public office. The Tort of Misfeasance in Public Office provides an
individual with a remedy against someone in Public Office, such as a Councillor,
who has acted in bad faith, where there has been injury or damage caused which
was foreseeable by the Defendant. This is a serious offence.

4.4

As the Council is a ‘best value authority’ Central Government is able to step in
should the Council fail to set a balanced budget and council tax. Central
Government has powers of inspection under Sections 10 and 11 of the Local
Government Act 1999 and intervention powers under Section 15 of that Act.
The House of Commons also could summon Councillors and / or Officers before
a Select Committee.

4.5

Furthermore, the Council’s auditors have powers and duties under Part 5 of the
Local Audit and Accountability Act 2014 and also Section 116 of the 1988 Act.
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3 month LIBID
The LIBID (London Interbank Bid Rate) is the average interest rate that leading banks in London are
willing to pay when borrowing from other banks.
3 month LIBOR
The LIBOR (London Interbank Offered Rate) is the average interest rate that leading banks in London
charge when lending to other banks.
Actuary
A business professional who measures and manages risk and uncertainty.
Annuity
A series of equal payments made at regular intervals, usually for a fixed length of time (usually in return
for an upfront lump sum).
Asset management
Process that identifies the resources required for the upkeep of properties.
Audit and Risk Committee
Provide independent advice and assurance on the effectiveness of governance, risk and control
measures. For more information visit
http://www.basildonmeetings.info/mgCommitteeDetails.aspx?ID=326
Bank of England Base Rate
The interest rate that the Bank of England charges banks for secured overnight lending
Baseline
The minimum level of business rates the Council will receive (subject to the safety net).
Better Care Fund (BCF)
Provides financial support for councils and NHS organisations to jointly plan and deliver local services.
Bonds
A debt investment where the investor loans money to an entity, which borrows for a defined period of
time, either at a fixed or variable rate of interest.
Budget gap
Also known as a budget deficit, this is when planned expenditure is forecast to exceed revenue in any
given year. The gap must be closed by the delivery of savings, efficiencies or growth in income. The
opposite of this is a budget surplus.
Building Societies Act 1986
For more information please visit: http://www.legislation.gov.uk/ukpga/1986/53/contents
Business rates multiplier
This is the number of pence per pound of rateable value that has to be paid in business rates, before
any relief or discounts are deducted.
Business Rates Retention Scheme
The scheme under which the Council is permitted to retain an agreed portion of business rates
collected.
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Cabinet
Made the majority of Council decisions (under the provisions of the previous constitution), within the
budgets and policies set by Full Council. For more information visit
http://www.basildonmeetings.info/mgCommitteeDetails.aspx?ID=297
Capital Financing Requirement (CFR)
The statutory measure of a local authority’s underlying need to borrow for capital purposes.
Capital Programme/Budget
The Council’s budget for capital expenditure and resources for the current and future years
Capital Receipts
Income from the sale of capital assets and the repayment to the Council of grants and loans given for
capital purposes. Regulations govern the way capital receipts may be used.
Cash terms/Real terms
Cash terms compares sums in actual amounts regardless of when received/paid. Real terms adjusts
these amounts for inflation.
CDS
Credit default swap. A financial contract whereby a buyer of corporate or sovereign debt in the form of
bonds attempts to eliminate possible loss arising from default by the issuer of the bonds. This is
achieved by the issuer of the bonds insuring the buyer’s potential losses as part of the agreement.
Chartered Institute of Public Finance and Accountancy (CIPFA)
CIPFA is the professional accountancy body for public services. It publishes the Code of Practice which
defines how local authority accounts are prepared.
Code of Practice
The Code of Practice on Local Authority Accounting in the United Kingdom, also referred to as the
Code. This document is based on International Financial Reporting Standards, and states how these
must be applied to the preparation of the Statement of Accounts by local authorities.
Cities and Local Government Devolution Act 2016
For more information please visit
http://services.parliament.uk/bills/2015-16/citiesandlocalgovernmentdevolution.html
Civil Contingencies Act 2004
For more information please visit
http://www.legislation.gov.uk/ukpga/2004/36/contents
Collection Rate
The percentage of total taxation collected by the authority.
Commercial Programme
Council activities focused on generating income.
Community Infrastructure Levy (CIL)
A planning charge for new developments, introduced in the Planning Act 2008.
Consumer Price Index (CPI)
A measure calculated by taking the price changes for each item in a predetermined ‘basket’ of consumer
goods/services and averaging them. They are weighted according to each item’s importance.
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Contingency
Money set aside in the budget to meet the cost of unforeseen items of expenditure or shortfalls in
income occurring during the year ahead. This would include changes to the inflation and interest rate
assumptions made when the budget was set.
Core Spending Power
Core spending power measures the core revenue funding available for local authority services,
including council tax and locally retained business rates.
Corporate Plan
Presents the council’s goals, objectives and plans.
Cost base
The basic cost of Council services.
Council Tax Base
The equated number of dwellings over which the council tax is collected. All dwellings are valued and
classified into eight bands (A to H), plus a special band A (disabled). Each band is expressed as a
proportion of Band D. The council tax base is the number of dwellings expressed in terms of a Band
D equivalent after adjusting for the local council tax support scheme.
Council Tax requirement
The portion of the annual budget that is required to be funded through council tax.
Coupon
The interest paid on a loan between issue and maturity.
Credit ratings
Provided by the three main rating agencies, Fitch, Moody and S&P, the ratings evaluate the credit
worthiness of a debtor.
Credit Risk
The risk that a debtor is unable to pay back what they owe.
Customer Partnership Programme
The partnership with other councils for the delivery of activities within customer services and revenues
and benefits.
Department for Communities and Local Government (CLG)
The Government department responsible for local government.
Department for Work and Pensions (DWP)
The Department for Work and Pensions is the largest government department in the United Kingdom,
and is responsible for welfare and pension policy
Debt Interest
The money owed on borrowings.
Debt Management Office (DMO)
The DMO is the agency that carries out the Government’s debt management policy. It takes deposits
from local authorities.
Debt Repayment Policy
The Council’s policy for making provision for the repayment of debt.
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Default
Failure to meet the obligations on a loan, i.e. being unable to make payments due.
DCLG
Department for Communities and Local Government or CLG
Departmental Expenditure Limit (DEL)
The budget allocated to specific Government departments set at the spending reviews.
Depreciation
The measure of the wearing out, consumption or other reduction in the useful economic life of a noncurrent asset, whether arising from use, passing of time or obsolescence through technical or other
changes.
Devolution
The government granting powers to regional authorities to make decisions at a local level, rather than
through central government.
Discretionary rate relief
A relief on business rates available to some businesses and charities.
Fair Funding Review
The Fair Funding Review will deliver an assessment of relative needs of local authorities within a fixed
amount of business rates income. For the services currently supported by the local government finance
system, the outcomes of the Fair Funding Review will establish the funding baselines for the introduction
of 100% business rates retention. The distribution of funding for new responsibilities will be considered
on a case by case basis once these responsibilities are confirmed; they are likely to have bespoke
distributions.
Financial Conduct Authority
Regulates the financial services industry in the UK. It protects customers, promotes competition and
keeps the industry stable.
General Fund (GF)
The main revenue fund of the Council. Day to day spending and income from services are accounted
for here.
Government Bellwin Scheme
Emergency financial assistance provided by the Government, reimbursing local authorities for costs
incurred in immediate actions to safeguard life and property, as a result of a disaster or emergency.
Government Gilts/Treasury Bills
Investment instruments issued by UK Government.
Gross domestic product (GDP)
The total market value of all final goods and services produced in a country in a given year, equal to
total consumer, investment and government spending, plus the value of exports, minus the value of
imports.
Housing benefit administration subsidy grant
A grant provided by central government to assist with the costs of administrating housing benefit.
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Housing Revenue Account (HRA)
This statutory account records the revenue expenditure and income relating to the provision of Council
housing. While technically part of the General Fund, the balance is ‘ring-fenced’ and may not be
included in the budget requirement to be met by Council Tax.
International Inward Investment
Overseas investment in the local area.
Judicial Review
A court reviews an administrative action by a public body.
Leasing
A method of acquiring the use of assets in which the investment is made by a lessor and a rental is
charged to a lessee. The Council operates both as lessor and lessee in respect of land, property,
vehicles, plant and equipment. Finance Leases transfer substantially all the risks and rewards of
ownership to the lessee, and are regarded as a debt extended to purchase the leased asset (even
when ownership of the asset does not legally pass to the lessee). Any lease which does not meet the
definition of a finance lease is classified as an Operating Lease, and is treated as an arrangement to
hire an asset for a specified term.
Levy rate
The rate at which the Government shares in the benefits of business rate growth above the baseline.
LIBID
The bid rate that a Euromarkets bank is willing to pay to attract a deposit from another Euromarkets
bank in London
Link Asset Services Credit Policy
A service provided by Link Asset Services that combines credit ratings with market risk analysis, using
CDS spreads, bond spreads and share prices, to give advice on which institutions are safe to invest
with and for what periods. Link are the Council’s Treasury Management (TM) Advisors.
Liquidity
The availability of assets (i.e. cash) when it is required.
Local Authorities (Calculation of Council Tax Base) (England) Regulations 2012
For more information please visit
http://www.legislation.gov.uk/uksi/2012/2914/contents/made
Local Development Scheme (LDS)
A project plan that identifies which local development documents will be produced, in what order, and
when.
Local Government Act 1972
For more information please visit
http://www.legislation.gov.uk/ukpga/1972/70/contents
Local Government Act 1988
For more information please visit
http://www.legislation.gov.uk/ukpga/1988/9/contents
Local Government Act 2003
For more information please visit
http://www.legislation.gov.uk/ukpga/2003/26/contents
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Local Government Finance Act 1992
For more information please visit
http://www.legislation.gov.uk/ukpga/1992/14/contents
Local Government and Housing Act 1989
For more information please visit:
http://www.legislation.gov.uk/ukpga/1989/42/contents?wb48617274=A375BAFB
Localism Act 2011
For more information please visit:
https://www.gov.uk/government/publications/localism-act-2011-overview
Local Government Act 2000
For more information please visit:
http://www.legislation.gov.uk/ukpga/2000/22/pdfs/ukpga_20000022_en.pdf
Local Government Act 1999
For more information please visit:
http://www.legislation.gov.uk/ukpga/1999/27/section/10
Local Audit and Accountability Act 2014
For more information please visit:
http://www.legislation.gov.uk/ukpga/2014/2/contents/enacted
Local Government Finance Settlement
The annual determination of funding to local government.
Localised Council Tax Support Scheme (LCTS)
Council tax support replaced council tax benefit from 1 April 2013. Each billing authority is required to
have a published scheme in place setting out the entitlement to support for residents.
Localism Agenda
The movement of responsibilities from central Government to local government and local communities.
Local Precepting Authority (LPA)
Precepting authorities instruct billing authorities to collect council tax on their behalf. Local preceptors
include parishes, villages or towns.
Major Precepting Authority
Authorities that do not collect council tax directly but instead they instruct a billing authority to collect it
on their behalf. Major preceptors are larger than the billing authorities, i.e. usually county councils.
Minimum revenue provision (MRP)
Each year local authorities are required to set aside a prudent amount of revenue as provision for
financing capital expenditure.
Ministry of Housing, Communities & Local Government (MHCLG)
Successor Departtment to CLG
https://www.gov.uk/government/organisations/ministry-of-housing-communities-and-localgovernment/about
MMI
Municipal Mutual Insurance
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Money Market Fund
A vehicle for the investment of surplus cash balances for the purposes of achieving a return on the
investment. Investments are pooled together in the fund and then invested in low risk securities, these
benefit from higher rates of return than individual investors could receive, due to the size of investment.
National Productivity and Investment Fund (NPIF)
A fund set up to provide major additional spending in areas that are key to boosting productivity:
transport, digital communications, research and development (R&D), and housing.
New Burdens Grant
Grants designed to cover the costs associated with providing new local authority services, which, if not
funded by central government, could lead to an increase in council tax.
New Homes Bonus (NHB)
A grant paid to local councils on an incentive basis from central government to encourage housing
growth.
National Non-Domestic Rates (NNDR)
Non-Domestic Rates (NDR), or Business Rates, are the means by which occupiers of non-residential
property contribute to the cost of providing local authority services. They are levied on the rateable
value of each business property multiplied by a uniform amount set annually by the government.
Business rates are collected by all Billing Authorities on behalf of other preceptors and the Government.
Non-operational property (commercial and industrial)
Properties owned by the council that are not essential to the ongoing operations of business, they may
however still generate an income.
Office for Budget Responsibility (OBR)
A public body that provides independent economic forecasts and analysis of the public finances.
Parent Institution
A parent institution owns or controls another institution. Basildon Borough Council is the parent of
Sempra Homes Ltd.
Parish Council
A parish council is a civil local authority found in England and is the lowest, or first, tier of local
government. They are elected corporate bodies, have variable tax raising powers, and are responsible
for areas known as civil parishes
Partial Exemption Threshold
The limit to which the council can recover VAT on certain activities undertaken, however if the 5% limit
is exceeded all such VAT becomes irrecoverable.
Planning Inspectorate
An organisation that deals with planning appeals, applications and examinations of local plans.
Policy and Resources Committee
The Policy and Resources Committee co-ordinates the development and recommendation to Council
of the Budget. It has delegated authority to exercise the Council’s functions relating to the delivery, by
or on behalf of the Council and through any partnership arrangements in certain service areas.
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Precept
The amount that local authorities providing services within the Basildon Borough require to be paid from
the Collection Fund to meet the net cost of their services. The Council Tax requirement is made up of
the sum of all precepts levied on the Billing Authority.
Preceptor
A body that levies a precept.
Property Fund
Investments are made and pooled together. These are then used to either invest directly in purchasing
property, or indirectly by buying shares in property companies. The investors benefit from the increase
in value in the property or the shares.
Prudential code for capital finance in Local Authorities
A CIPFA publication, providing guidance to ensure capital programmes are affordable, prudent and
sustainable.
Prudential Indicators
Indicators within the treasury management strategy that ensures that borrowing and debt is within
agreed limits.
Public Works Loans Board (PWLB)
A government agency that offers longer-term loans to local authorities at interest rates marginally above
the government’s own cost of borrowing. It also acts as lender of last resort.
Referendum Limit (For council tax setting purposes)
Each year the Secretary of State sets a limit for the rise in council tax. If council taxes are set to rise by
this percentage or higher then the decision must be ratified through a local referendum.
Reserves
Reserves are set aside at the discretion of the Council to meet items of expenditure in future years.
Reserves – earmarked
Reserves set aside for specific purposes as follows:
General Fund Reserves
Contingency Reserve
Insurance Pool
Asset Management

IT Initiatives
Regeneration Reserve
Invest to Save
Employment Rationalisation
Treasury Management
Reserve
Business Rates Equalisation

Purpose
To be used for one-off purposes or to meet unforeseen
expenditure
To meet future potential insurance costs
To meet one-off expenditure for the refurbishment of
assets or the cost of borrowing should such expenditure
be financed in that way, and also support regeneration
activities
To fund future development of IT provision
Sums set aside to meet future regeneration costs
Funding to initiate projects that will, in due course, either
increase income or reduce costs
To fund the cost of future, as yet unapproved,
reorganisations
A resource to help manage future interest rate changes
To equalise changes in resources arising from business
rates regime that arise as a consequence of the timing of
recognition in revenue of certain elements of the funding
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Lifecycle Fund

Sums set aside to meet the cost of lifecycle
replacements and refurbishment at the Sporting Village,
as required by the management agreement

HRA Reserves
Asset Management Reserve

Purpose
Sums set aside to meet the cost of major repairs to
Council dwellings in future years
As for the General Fund

Treasury Management
Reserve
Bad Debts Reserve

Sums set aside to meet the cost of an unexpected but
possible increase in bad debts

Retail Price Index (RPI)
The same as the Consumer price index but including the cost of housing.
Revenue budget
The money allocated to the day to day running of the Council.
Revenue support grant (RSG)
This is part of the main sources of finance given to local authorities from central government.
Right to Buy (RTB) Scheme
Allows eligible council tenants to purchase their property at a discount.
S106
Agreements which make a development proposal acceptable in planning terms that would not otherwise
be acceptable, i.e. restrictions on the use of land, sums of money to be paid to the authority.
Safety net
Should the Council’s business rates income fall below 92.5% of the baseline the Government will
provide a grant to ensure that the Council receives at least 92.5% of the baseline amount. If the council
is in a pool for business rates purposes the shortfall is funded by the pool.
Section 151 Officer
The local authority’s chief financial officer.
Section 31 Compensation
Grant provided by central government. Section 31 of the Local Government Act 2003 allows ministers
to grant monies to local authorities for any purpose; more information can be found at
http://www.legislation.gov.uk/ukpga/2003/26/section/31
Secured debt
Debt backed by collateral to reduce the risk associated with lending.
Select Committee
A
committee
appointed
for
a
specific
purpose.
http://www.basildonmeetings.info/mgListCommittees.aspx
Sempra Homes Ltd
A wholly owned company of Basildon Borough Council.
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Settlement Funding Assessment (SFA)
The settlement funding assessment calculation model for 2017 to 2018 sets out the calculation of the
settlement funding assessment at local authority level to enable local authorities to check their funding
for 2017 to 2018.
Shire Districts
(Non-metropolitan districts), A type of local government district in England. As created they are
subdivisions of non-metropolitan counties in a two-tier arrangement.
Single Status
The national agreement that aimed at ensuring all staff receive equal pay for work of equal value.
Social Housing
Housing that is affordable to people on low incomes.
Small business rates relief
Small business rates relief is generally available if a business only uses one property and that property’s
rateable value is less than £12,000.
Special Interest Bearing Account (SIBA)
An account used for surplus cash flows that attracts an interest payment.
Spending Review
A Spending Review or occasionally Comprehensive Spending Review is a governmental process in the
United Kingdom carried out by HM Treasury to set firm expenditure limits and, through public service
agreements, define the key improvements that the public can expect from these resources.
Transitional Grant
Additional resources made available for the two years 2016/17 and 2017/18 to cushion the impact of
the reductions in funding announced as part of the LGFS 2016/17.
TM (Treasury Management) code
The CIPFA Treasury Management Code of Practice sets out the procedures and policies local
authorities should follow in their treasury management functions.
Ultra Vires
Beyond the legal powers or authority.
Universal Credit
A single monthly credit, combining a number of other benefits or tax credits.
Valuation Office Agency
Provides the Government with the valuations and property advice it needs to support tax and benefits.
Virements
The transfer of a budget from one account to another.
Welfare Reform Act 2012
For more information please visit
http://www.legislation.gov.uk/ukpga/2012/5/contents
Yield
The interest earned on investments.
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2017/18
Period

6

September

Balance Date

30/09/2017
Borrowing Statistics

Summary of Borrowing

Actual Borrowing Compared to CFR, Operational Boundary and Authorised Limit
Balance at Period
End
£

Long Term Borrowing:
PWLB
Bonds
Total Long Term

213,800,967
750,000
214,550,967

Maximum Year to
Date
£
214,300,967
750,000
215,050,967

Average Year to
Date
£

300,000,000
250,000,000

214,173,940
750,000
214,923,940

200,000,000
150,000,000

Total Borrowing
Capital Financing Requirement

Short Term Borrowing:
Temporary
Total Short Term

100,000,000
0
0

0
0

0
0

50,000,000

Operational Boundary
Authorised Limit

-

Interest Payable
Actual (Accruals
Basis)
£

Working Budget
£

Variance
£

Long Term Borrowing:
PWLB
Bonds
Total Long Term

5,247,700
127,500
5,375,200

4,820,905
127,500
4,948,405

(426,795)
0
(426,795)

Short Term Borrowing:
Temporary
Total Short Term

35,900
35,900

0
0

(35,900)
(35,900)

Structure of Borrowing

New Borrowing In Period
No of New Loans
in Period

PWLB

Value of New
Loans in Period
£

Bonds
Temporary

Long Term Borrowing:
PWLB
Bonds
Total Long Term

0
0
0

0
0
0

Short Term Borrowing:
Temporary
Total Short Term

0
0

0
0

Basildon Borough Council
Dashboard

2017/18
Period

6

September

Balance Date

30/09/2017
Investment Statistics

Summary of Call Accounts & Investments

Structure of Investments

Balance at Period
End
£
Call Accounts:
Nat West SIBA
Lloyds TSB
Bank of Scotland
Total Call Accounts

Maximum Year to
Date
£

Average Year to
Date
£

(866,758)
0
0
(866,758)

(3,981,005)
0
0
(3,981,005)

(1,271,151)
0
0
(1,271,151)

(8,000,000)
(86,500,000)
(94,500,000)

(25,000,000)
(89,500,000)
(114,500,000)

(17,570,270)
(78,416,216)
(95,986,486)

Nat West SIBA
Lloyds TSB

Other Investments:
Money Market Funds
Local Authorities
Total Other Investments

Royal Bank of Scotland
Money Market Funds
Local Authorities

Interest Earned
Working Budget

Actual (Accruals
Basis)

Variance

£

£

£

Call Accounts:
Nat West SIBA
Lloyds TSB
Bank of Scotland
Total Call Accounts

(3,125)
(1,563)
(1,563)
(6,250)

(64)
0
0
(64)

3,061
1,563
1,563
6,186

Other Investments:
Money Market Funds
Local Authorities

0
0

(17,079)
(153,324)

(17,079)
(153,324)

Total Other Investments

0

(170,403)

(170,403)

Sources of Interest Earned

Call Account Movements in Period
Value of
Movements in
Period

Nat West SIBA
Lloyds TSB

£

Royal Bank of Scotland

Call Accounts:
Nat West SIBA
Lloyds TSB
Bank of Scotland

(653,373)
0
0

Total Call Accounts

(653,373)

Money Market Funds
Local Authorities

New Investments In Period
No of New
Investments in
Period

Value of New
Investments in
Period
£

Other Investments:
Others
Total Other Investments

16
16

(39,500,000)
(39,500,000)

Maturity Profile of Outstanding Debt
2054/55

2053/54

2052/53

2051/52

2050/51

2049/50

2048/49

2047/48

2046/47

2045/46

2044/45

2043/44

2042/43

2041/42

2040/41

2039/40

2038/39

2037/38

2036/37

2035/36

2034/35

2033/34

2032/33

2031/32

2030/31

2029/30

Balance Date

2028/29

2027/28

2026/27

2025/26

2024/25

September

2023/24

2022/23

2021/22

2020/21

6

2019/20

2017/18

2018/19

Period

2017/18

2016/17

2015/16

2014/15
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Risk Management

30/09/2017
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September

Balance Date

30/09/2017

3.5000

Market Borrowing Rates

3.0000

2.5000

3 Month LIBID
1 Year PWLB

2.0000

5 Year PWLB
10 Year PWLB
15 Year PWLB

1.5000

20 Year PWLB
25 Year PWLB
1.0000

0.5000

0.0000
01/04/2017

01/05/2017
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