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THE BUDGET 2006/2007

Purpose Of The Report

This report brings together the various budget recommendations made by Cabinet on
9" February 2006 to assist the Council in determining its call upon the Collection
Fund and hence the level of the Council Tax for 2006/2007.

Background
General Fund Revenue Budget

The grant settlement saw an increase of £1.295m. This included an amount of
£8096,000 to fund the new concessionary travel arrangements. The year on year
comparison shows an increase of just over £318,000 {a 3.2% increase based on
adjusted figures).

The Budget has been prepared on the following assumptions:

+ Pay increase of 2.9%;

» Price increases generally of 2.3%, except for supplies and services where no
increase has been given {o reflect efficiency savings,

Utility costs are expected to increase by 15%,;

Vacancy factor of —2% allowed for in employee costs;

Employers superannuation cost increase of 1%;

Fees and charges increasing by 2.5%, wherever income levels can be
sustained;

+ Interest rates will remain at 4.5%;

= The estimated affect of pressures and savings arising in the current year,

e & & B

The overall spending limit for 2006/2007, as agreed by Cabinet and subject to the
amendment presented at Council on 1% March 2006, is £15.397m after funding
development bids, use of balances and other actions.

The General Fund probable expenditure for 2005/2006 shows a spend of £14.116m,
compared with the original budget of £13.974m. This is an increase of £142,000
against the original position and will be funded from reserves.

Revenue Development Bids

The Budget includes provision for the funding of inescapable and essential
development bids in 2006/2007 of £254,408. In addition, an amount of £120,149 has
been set aside for bids that are less certain to impact on the Council during 2006/07
that amount to £316,000.

Parishes

The Parish Precepts for 2006/2007 total £531,618 an average Band D increase of
15.16%.

The District Council has no special expenses. This is confirmed in the tax setting
resolution.
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2.9

2.10.
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2.12.

General Fund Reserves and Balances

The Council is required to operate a General Fund and a separate Collection Fund.
Within the General Fund, the Council will hold £1m as a minimum working balance.
Details of Reserves and Balances are on page 28.

Council Tax Base

The Council Tax base (Band D equivalent) has increased from 35,020.50 to
35,072.24.

Bistrict Council Tax For 2006/2007

The District Council Tax position may be summarised as follows:

Council Tax
Band D Equiv.
£'000 £
Net Expenditure 15,267 435.30
Additions to Reserves 130 3.71
15,397 439.01
LESS
Revenue Support Grant -1,686 -48.07
National Non-Domestic Rates distribution -8,734 -248.04
To be met from Collection Fund 4,977 141.90
LESS reductions due to better than 0 0
expected local tax collection
4,977 141.90

Housing Revenue Account

The Housing Revenue Account estimates for 2006/2007 are detailed on page 42 and
includes an average weekly rent increase of £1.88 per week on a 51 week collection
basis as from 1% April 2006 in respect of all dwellings. However, new rents have
been calculated on an individual property basis in accordance with the formula
contained within the Government’s Rent Restructuring proposals. Inevitably, there
will be some rent increases and some rent decreases to achieve the overall average
of £1.88. This compares with an average rent increase of £1.21 in 2005/2006.

Capital Budget

The Authority's Capital Expenditure is now governed by the new Prudential Code.
This is limited to the amount the Authority can afford after allowing for grants, the
availability of capital receipts, revenue contributions and leasing.



2.13.

2.14.

2.15.

2.16.

The recommended Capital Budget for 2006/2007 totals £12,935,380, of which
£6,008,800 is for Housing (page 9) and the remaining £6,926,500 is for other
services (page 10). Financing is anticipated to be in line with the summary on page
11, However, the financing may change after aptions appraisals have been done fo
determine the best method of financing to ensure value for money.

Personnel Implications

The Employee Budget for 2006/2007 shows a full-time equivalent total of 559.4
employess (page 45).

Total Council Tax For 2006/2007

in addition to the District Council Tax, the Council is required to raise monies in
respect of precepts issued by the Nottinghamshire County Council, Nottinghamshire
Police Authority, Nottinghamshire Fire & Rescue Service, Parish Councils, Parish
Meetings and Charter Trustees. Detalls of these precepts are set out on page 5.

The position may be summarised as follows:-

Band D Band D
Council Percentage
Tax increase
£ %
Bassetlaw District Council 141.90 2.5
Nottinghamshire County Council 1081.43 4.7
Nottinghamshire Police Authority 132.24 4.94
Combined Fire Authority (i.e. Nottinghamshire 60.85 4.9
Fire & Rescue Service)
Parish Councils, Parish Meetings and Charter 15.16 8.66
Trustees
TOTAL 1431.58 4.55

Recommendations

The Council is recommended to approve:-

a) The General Fund net Probable Revenue OQut-turn for 2006/2006 at
£14.116m, the projected use of reserves of £141,650 and a net Revenue
Budget for 2006/2007 at £15.397m, allowing for an additional contribution of
£140,000 to reserves,

b) The Housing Revenue Account Probabie Out-turn for 2005/2006 and Budget
for 2006/2007 including an average weekly rent increase of £1.88 per week
on a 51 week collection basis as from the 1% April 2006 in respect of all
dwellings.

c) The Housing Capital Budget for 2006/2007 is £6,008,880 and the non
Housing Capital Budget funded for 2006/2007 is £6,926,500.

d) Employee Budget for 2006/2007 at 559.4 full-time equivalent employees.



)

Financing Capital expenditure in accordance with the Prudential Code
indicators as outlined on pages 13 to 25.

Members approve that for the purposes of Section 35(2)(d)} of the [Local
Government Act 1992 any expenses incurred by the District Council as billing
authority in performing in a part of its area a function performed elsewhere in
its area by a parish council or the chairman of a parish meeting are not the
District Council’'s special expenses.

Council Tax Band D increase of 2.5% to £141.90 for Bassetlaw District
Council,

The Treasury Management Strategy covers the operation of the treasury
function and its likely activities for the forthcoming year. This report
incorporates the impact of the CIPFA Prudential Code for Capital Finance in
Local Authorities, which has been implemented from 1 Aprit 2004, Members
are therefore recommended to adopt the following prudential indicators and
limits as contained within the report:

e The actual and estimated capital financing requirement and debt figures.
(2.11)

e The compliance statement by the Executive Director of Professional and

Customer Services. (2.17)

The authorised and operational limits. (2.18)

The affordability ratic indicators. (2.23)

The affordability indicator impact of Council Tax. (2.23)

The affordability indicator impact of rent levels. (2.24)

The limits on treasury management activity. {2.51)

* & o @ 0



PARISH PRECEPTS 2006/2007

tal o

Askham
Babworth
Barnby Moor
Beckingham-cum-Saundby
Blyth

Bole
Bothamsall
Carburion
Carlton in Lindrick
Ciarborough
Clayworth
Clumber and Hardwick
Cuckney
Dunham on Trent with Ragnall, Fledborough and Darlton
East Drayton

East Markham

Fast Retford Charter Trustees

Elkesley

Everton

Gamston with West Drayion & Eaton
Gringley-on-the Hill

Harworth & Bircotes

Haughton

Hayton

Headon-cum-Upton with Grove & Stokeham
Hodsook

Holbeck and Weibeck

Laneham

l.ound

Markham Clinton

Mattersey

Misson

Misterton

Nether Langwith

Normanton-on-Trent with Marnham

North Leverton with Habblesthorpe

North and South Wheatley

Norton

Rampton

Ranskill

Rhodesia

Scaftworth

Scrooby

Shireoaks

South Leverion

Sturton-le-Steeple

Styrrup with Oldcotes

Sutton

Torworth

Treswell-with-Cottam

Tuxiord

Walkeringham

Wallingwells

Weast Burton

West Stockwith

Wiseton

" 75.93

£141.90

0

3,066 214.14; 14.32 £156.22
3,458 109.83 31.49 £173.39
18,513 472.55 38.18 £181.08
20,250 480.94 41.25 £183.15
0 49.87 6.00 £141.90
1,750 85.14 20.55 £162.45
Q 26.83 0.00 £141.90
38,522 1,850.22 20.82 £162.72
13,644 410.95 33.20 £175.10
4,263 141.77 30.07 £171.97
O 32.97 0.0 £141.90
5,624 85.04 66.13 £208.03
7,222 219.51 32.90 £174.80
1,689 100.29 16.94 £158.84
12,488; 462.63 26.89 £168.89
68,1801 8,812.79 0.91 £142.81
5,700 260.17 21.81 £183.81
9,000 327.20 27.51 £189.41
8,041 238.69 25.31 £187.21
20,863 272.82 76.84 £218.74
76,014 2,000.48 38.36 £178.26]
0 18.12 0.00 £141.90
4,656 15513 30.01 £171.94
3,212 143.21 22.43 £164.33
42,788 655,97 65,23 £207.13
1,871 98.41 19.01 £160.91
2,974 105.63 28.15 £170.05
3,668 185,11 18.80 £160.70
2,493 94.35 26.42 £168.32
6,792 263.06: 25.82 £167.72
7,194 255.15 28.20 £170.10
48,890 719.68 67.93 £200.83
5,800 156.81 36.99 £178.89
3,670 166.91 21.99 £163.89
5,814 308.03 18.14 £161.04
9,872 248.89 40.07 £181.97
700 56.33 12.43 £154.33
4,058 27473 14.77 £156.87
10,500 471.52 22.27 £164.17
8,03G 224.36 35.79 £177.69
0 20.59 0.0 £141.90
3,478 132.76 26,20 £188.10
9,607 405.21 23.46 £1656.36
4,889 198.00 25.25 £167.15
6,190 191.39 32.34 £174.24
7,800 250.87 31.09 £172.99
5,675 261.33 21.72 £163.62
2,572 93.65 27,46 £169.36
1,000 118.01 847 £150.37
46,000 819.03 56.16 £198.06
10,896 322.18 33.82 £175.72
0 12.87 0.00 £141.90
0 7.23 0.00 £141.90
5,622 113.16 48.68 £191.58
300 40.08 7.49 £149.39

0 12,8642.80 0.00

Worksop Charier Trustees

£141.80
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HOUSING CAPITAL PROGRAMME 2006/2007

Housing Revenue Account - Council Stock

Crime & Community Safety:-
Doors
Door Entry

Lighting & Environmental
Sub Total - Crime & Community Safety

Decent Homes:-~
Worksop Contract SAP & Structrual Works
Connaught Kitchen Pilot
Retford SAP & Sfructural Works
Bullock Kitchen Pilot
Sub Total - Decent Homes

Adaptations:-
Major
Minor
Sub Total - Adaptations:-

Other
District Heating
Major Voids/Hard to Let
Windows
Garages
Sub Total - Other

Contingency
Capital Programme Contingency Sum

TOTAL HOUSING REVENUE ACCOUNT

PRIVATE SECTOR HOUSING

HOUSING ASSOCIATION
Social Housing Grant

RENOVATION GRANTS

Disabled Facilities Granis
Private Sector Renewal

TOTAL GENERAL FUND HOUSING

173,894
50,600
50,000

273,894

1,704,804
200,000
1,704,805
200,000

3,809,609

194,215
453,170

647,385

124,497

124,495

4,979,880

84,200

356,600
588,200

1,629,000




OTHER SERVICES
CAPITAL PROGRAMME 2006/2007

C1 Worksop & Retford New Leisure Centres 5,800,000
Cc2 DDA Works 81,000
C3 Conversion of Water Taps at Allotments 6,000
c4 Retford Town Hall Resurfacing 35,000
C5 Play Areas (part) 25,000
C6 Garage Depot Maintenance 7,000
C7 Network Operating System, GroupWise, Internet Firewall and Server Management 35,000
C8 Electrical System Rénewai, Worksop Town Hall 239,000
C9 Worksop Town Hall Internal Refurbishment 61,000
C10 A1 Property Shop, Retford 30,060
C11 Worksop Historic Economic Regeneration Scheme 130,000
C12 Retford Townscape Heritage Initiative 38,000
C13 Worksop & Retford Town Centre Regeneration 30,000
C14 Kings Park {Trust Monies) 90,000
C15 Shopmobility Scooters (likely to be leased) 6,000
C16 Replacement Vehicles for Environment & Health (' Itemns iikely fo be leased) 270,000
C17 Replacement Vehicles for Sports Development ( ltems fikely to be leased) 43,500
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1.1

2.1

2.1

2.1.

2.1

PRUDENTIAL CODE INDICATORS AND TEASURY MANAGEMENT

STRATEGY

Purpose of the Report

This report incorporates the appropriate elements of the Prudential Code for Members
consideration and approval to include in the Council's overall Budget Strategy being
presented to Full Council on 1% March 2006. It addresses the new requirements for the
manner in which capital spending plans are to be considered and approved and in
conjunction with this, the development of an integrated Treasury Management Strategy.
It also includes the provisions of the Capital Strategy reports that set out the Capital

Budget proposals for both Housing and Other Services for 2006/2007 to 2008/2009.

Background and Discussion

The Prudential Code

investment to properly deliver quality public services, subject to affordability.

Revenue Accounts,

3 Members' involvement through the process is essential in order that the Council can
demonstrate that capital expenditure plans are affordable, external borrowing is prudent
and sustainable and that treasury decisions are taken in accordance with good practice.

The structure and content of this report has been modified to comply with the Code.

basis of in year monitoring and reporting.

1 The Chartered Institute of Public Finance and Accountancy (CIPFA) and the Office of
the Deputy Prime Minister (ODPM) has for a number of years been discussing the
possibility of releasing councils from restrictions on capital spending. The result of these
discussions has been the publication of the Prudential Code for Capital Finance in Local
Authorities. This is a professional Code that sets out a framework for self-regulation of
capital spending, in effect allowing councils to invest in capital projects without any limit
as long as they are affordable, prudent and sustainable. This came into force for
2004/05 and the Council is now allowed to determine the appropriate level of capital

2 The primary change is that the old credit approvals regime have been abolished and
there is no restriction on capital investment, subject to Government reserve powers to
restrict borrowing for national economic reasons. With the abolition of the Basic Credit
Approval/Supported Credit Approval framework, capital investment is supported through
Supported Capital Expenditure for General Fund via the capital finance calculations
within the Rate Support Grant and Supported Capital Expenditure for the Housing

4 To facilitate the decision making process and support capital investment decisions the
Prudential Code requires the Council to agree and monitor a minimum number of
prudential indicators. For housing authorities these are separated for the Housing
Revenue Account (HRA) and non-HRA capital investment. These indicators are
mandatory, but can be supplemented with local indicators if this aids interpretation and
many will cover three years forward. The indicators cover affordability, prudence, capital
expenditure, external debt and treasury management. These indicators will also form the
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2.2

2.2.1

222

2.2.3

2.2.4

2.2.5

2286

The indicators are purely for internal use by the Council and are not fo be used as
comparators between Councils, as any comparisons will be meaningless. In addition, the
indicators should not be taken individually, rather the benefit from monitoring will arise
from following the movement in indicators over time and the year on year changes.

Capital Expenditure and the Capital Financing Requirement

A change introduced by the Prudential Code is the calculation of the Capital Financing
Requirement (CFR). This figure represents the Council's underlying need to borrow for a
capital purpose, and the change year on year will be influenced by the capital
expenditure in the year.

The expected movement in the CFR over the next three years is dependent on the level
of supported and unsupported capital expenditure decisions taken during the budgeting
cycle. The supported element of borrowing is the Supported Capital Expenditure regime
set out in paragraph 2.1.2 above. The unsupported element is the new capita
expenditure freedom allowed under the Prudential Code. The Prudential Code
anticipated that these new freedoms would enable the Council to enter into projects such
as spend to save schemes (which may have previously been limited by the credit
approval limits), or decisions to allocate additional resource from revenue to capital to
enable service enhancements.

There are two main limiting factors on the Council's ability to undertake unsupported
capital expenditure:

. Whether the revenue resource is available to support in full the implications of
capital expenditure, both borrowing costs and running costs. Can the Council
afford the implications of the unsupported capital expenditure?

° The Government may use a iong stop control to ensure that either the total of alil
councils’ plans do not jeopardise national economic policies, or in the event of an
assessment by Central Government that local plans are unaffordabie at a
council, it may implement a specific control to limit its capital expenditure plans.
Details of these controls have yet to be finalised.

The Council’s expectations for the CFR in the next three years are shown in the tabie
below, with the associated expectation for funding for the movement. This forms one of
the required prudential indicators. Included also is the related capital expenditure figures
for each year, split between supported and unsupported spending, and the expected
external debt for each year. Both these are also mandatory prudential indicators.

A key risk of the plan is that the level of government support has been estimated and is
therefore subject to change. Similarly some of the estimates for other sources of funding,
such as capital receipts, may also be subject to change over this timescale.

The Council is asked to approve the actual and estimated CFR and actual debt figures:

T



S 2004105 2005/06 2006/07 _ 2007108 2008/09
Actual - Comparator Estimated Estimated Estimated
g000 .| £000 | £000 £:000 £7000
Capital Expenditure
Supported spend 1,171 1,199 440 451 464
Unsupported
spend 7.019 11,459 12,156 13,642 7,956
Total Spend 8,190 12,658 12,596 14,093 8,420
Financed By
Borrowing 1,271 1,249 6,240 3,262 464
Capital receipts 569 4,976 1,334 5,847 3,002
Capital grants 1,391 6,021 1,102 984 864
Capifal Reserves 0 0 o 0 0
Temporary
Borrowing 0 0 0 0 0
Revenue 4,959 412 3,020 4,000 4,000
TOTAL 8,190 12,658 12,596 14,093 8,420
Capital Financing Requirement
CFR — Non HRA 16,021 15,466 20,878 23,066 22,356
CER — HRA 23,315 23,675 23,533 38,426 53,520
Total CFR 30,336 30,141 44,411 61,402 75,876
Net movement in
CER 195 5,270 17,081 14,384
Borrowing/Debt
T
Borrowing 36,043 | 39,935 39,935 54,935 69,935
Other long term
liabilifies 0 0 0 0 0
el Debt 31 36,043 39,035 39,935 54,935 69,935




2.3 Breakdown of Capital Expenditure by Service

Service 2004/05 2005/06 2006/07 2007/08 2008/09
Actual Comparator Estimated Estimated Estimated
£:000 - £'000 £000 £7000 £'000

Housing 6,035 8,070 11,671 13,120 7,418
Renova’zion Grants 486 1.220 045 973 1,002
Environment &

Health 412 1,358 7 95 627
Leisure 265 665 5,921 5,143 0
Finance 7 0 0 0 0
Policy 0 9] 335 0 20
Customer Services 0 300 0 0 0
Property 951 1,286 146 1,140 450
Regeneration 34 3920 0 364 923
Planning 0 639 198 30 0
Totai non Housing 1,669 4,658 6,607 8,772 2,020
Total Housing 6,521 9,290 12,616 14,093 8,420
GRAND TOTAL 8,190 13,948 19,223 20,865 10,440
2.3.1 The above programme for Housing for 2006/2007 does not provide for any additional

2.3.2

2.3.3

2.4

2.4.1

spend as a result of the creation of the ALMO as the financial position s still uncertain.
It is likely that any additional ALMO resources will be received from 2007/08 and
onwards and therefore has been built into those years.

Approval of the provision of the two new leisure centres means that these costs are now
built into the Capital Programme and financing. It has been assumed that delegated
approval will be given for the officers’ recommendation regarding funding of the scheme.
Prudential borrowing will be undertaken for this scheme and the repayment costs of this
borrowing has been built into the Council's Medium Term Financial Strategy.

At this stage there remains a backlog of schemes within the capital programme that are
awaiting funding. A further report is to be prepared early in the next financial year as to
options for funding this backlog. Approval of additional spend later in the year will mean
the capital spend and financing figures and therefore prudential indicators wiil change.
These changes will be monitored via the Performance Improvement Scrutiny Committee.,

Limits to Borrowing Activity

The first key control over the Council's activity is to ensure that over the medium term
net borrowing will only be for a capital purpose. The Council needs to ensure that net
external borrowing 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 2006/07 and the next two financial years. This allows some
flexibility for limited early borrowing for future years.

2.42 The Council is asked to approve the following statement by the Executive Director of
Professional and Customer Services:
The Executive Director of Professional and Customer Services reports that the
Council complied with the requirement to keep net external borrowing below the
relevant CFR in 2004/05 and no difficulties are envisaged for the current or future
years. This view takes into account current commitments, existing plans, and the
proposals in this budget report.
2.4.3 A further two Prudential Indicators control the overall level of borrowing which support
the budget strategy.
These are:
The Authorised Limit — This represents the limit beyond which borrowing is prohibited,
and needs to be set and revised by Members. It reflects the level of borrowing which,
while not desired, could be afforded in the short term, but is not sustainable. It is the
expected maximum borrowing need with some headroom for unexpected movements.
The Operational Boundary — This indicator is based on the probable external debt
during the course of the year; it is not a limit and actual borrowing could vary around this
boundary for short times during the year. It should act as an indicator to ensure the
authorised limit is not breached.
The Council is asked to approve the foliowing authorised and operational fimits:
N 2004/05 | 2005/06 2006/07 2007/08 2008/09
fuborsedmitor | " e o o
ernd Actual Comparator Estimate Estimate Estimate
Borrowing 47 47 53 70 85
Other long term
liabilities 0 0 0 0 0
Total 47 47 53 70 85
Operational 2004/05 2005/06 2006/07 2007/08 2008/09
boundary for £M £M £M £M £M
external debt Actual Comparator Estimate Estimate Estimate
Borrowing 42 42 48 65 80
Other long term
lizbilities © 0 0 0 0
Total 42 42 438 65 80

These amounts also provide for the borrowing requirements for the new leisure centres

spend and financing expected during the term of the strategy.

2.4.4 The Operational boundary indicator for externat debt has been determined in line with
the Capital Financing Regquirement, as there is no requirement for temporary borrowing




based on the estimations of the cashflow over the period. The Authorised Limit for
external debt is £5m above the operational boundary and is adequate should any
unexpected movements occur.

2.5 Affordability Prudential Indicators
2.51 The previous sections cover the overall capital and control of borrowing prudential
indicators, but within this framework prudential indicators are required to assess the
affordability of the capital investment plans. The fundamental objective in the
consideration of the affordability of the Council's capital pians is to ensure that the level
of investment proposed means that the total capital investment of the Council remains
within sustainable limits. Affordability is ultimately determined by a judgment about
acceptable Councit Tax levels and acceptable rent levels. The following indicators
provide an indication of the impact of the capital investment plans on the overall Council
finances. The Council is asked fo approve the following ratios:
252 Actual and Estimates of the ratio of financing costs to net revenue stream
This indicator identifies the trend in the cost of capital (borrowing costs net of interest
and investment income) against the net revenue stream.
Ratio of financing costs to net revenue stream
2004/05 2005/08 2006/07 2007/08 2008/09
Actual Comparator Estimated Estimated Estimated
% % % % %
Non - HRA 1.03 0.62 1.07 2.17 2.65
HRA 43.42 31.84 30.34 30.35 31.80

253 The estimates of financing costs include current commitments and the proposals.in the

capital budget reports elsewhere on the agenda.

Estimates of the incremental impact of capital investment decisions on the
Council Tax — This indicator identifies the trend in the cost of proposed changes in the
three year capital programme recommended in this budget report compared to the
Council's existing commitments and current plans. The forward estimates are based on
the assumptions included in the Medium Term Financial Strategy, but will invariably
include some areas, such as the level of government support, which are not published
over a three year period.

The proposed General Fund capital programme provides for additional borrowing of
£5 8m in 2006/07 and £2.8m in 2007/08 relating to the two new leisure centres. The
incremental impact of capital investment decisions on the Band D Council Tax will be:

Proposed Budget | Forward Projection | Forward Projection
2006/07 2007/08 2008/09
£ £ £
Increase in Council
Tax - Band D 3.76 15.77 20.09




2.6

Incremental impact of capital investment decisions on Housing Rent levels

Estimates of the incremental impact of capital investment decisions on Housing
Rent levels — Similar to the Council Tax calculation this indicator identifies the trend in
the cost of proposed changes in the housing capital programme recommended in the
capital budget report compared to the Council's existing commitments and current pians,
expressed as a change in weekly rent levels. The rent restructuring regime does mean
that any change in revenue costs arising from the capital expenditure needs to be
compensated for by a reduction in other costs.

It has been assumed that additional borrowing in 2006/07, 2007/08 and 2008/09 will be
supported by Housing Subsidy or additional income and will therefore have no impact
on Housing Rents.

Proposed Budget
2006/07

Forward Projection
2007/08

Forward Projection
2008/09

£

£

£

increase in Weekly

0

0

0

Housing Rents

2.7  Treasury Management Strategy 2006/07 — 2008/09

2.7.1 The treasury management service is an important part of the overall financial
management of the Council's affairs. lts importance has increased as a result of the
freedoms provided by the Prudential Code. It covers the borrowing and investment
activities and the effective management of associated risks. lts activities are strictly
regulated by statutory requirements and a professional code of practice (the CIPFA
Code of Practice on Treasury Management). This Council adopted the Code of Practice
on Treasury Management on 5% February 2002 and as a result adopted a Treasury
Management Policy Statement and Practices on 1%t April 2003, and revised in April
2004.

2.7.2 The policy orders require an annual strategy to be reported to Cabinet outlining the
expected treasury activity for the forthcoming 3 years. The Treasury Management
Strategy for 2005/06 was approved by Cabinet on 10" February 2005. A further report
is produced after the year-end to report on actual activity for the year.

2.7.3 A key requirement of this report is to explain both the risks, and the management of the
risks, associated with the treasury service.

2.7.4 This strategy covers:

o The current treasury position

° The expected movement in interest rates
° The Council’s borrowing and debt strategy
e The Council’s investment strategy




2.8

2.9

2.9.1
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2.8.3

® Treasury performance indicators
o Specific limits on treasury activities

o Local treasury issues

Current Treasury Position

The Council's detailed treasury position is highlighted in the following table.

31/3/2005 31/03/2006
Actual Rate Estimate Rate
£'000 % £000 %
Fixed Rate Debt PWLB 6,943 5,135
Market 25,800 31,500
Variable Rate Debt PWLB 0 0
Market 3,300 3,300
Total Debt 36,043 4.57 39,935 4.35
Other Long Term Liabilities 0 0
Total Borrowing 36,043 39,935
Fixed Investments 2,500 6,000
Variable Investments 6,287 2,498
Total Investments 8,787 4.88 8,498 4.52
Net Borrowing 27,256 21,437

Expected Movement in Interest Rates

The current position of the treasury function, and its expected change in the future,
introduces risk to the Council from an adverse movement in interest rates. The
Prudential Code is constructed on the basis of affordability, part of which is related to
borrowing costs and investment returns. The Council officers formulate the treasury
strategy by reference to economic data and interest rate forecasts that hopefully assist
planning and reduce the impact of unforeseen adverse movements.

The UK interest rates have been static since their reduction in August 2005 to 4.5%.
This was to counteract slower household spending and any inflationary impacts of
business investment growth, and the higher oil and gas prices. The reduction was
therefore necessary to keep inflation on track to meet the 2% inflation target in the
medium term.

With the reduction in base rates, investment rates remain slightly below base for
overnight to 2 month investments, and only 0.13% above for up fo 12 months. Money
market overnight rates have now narrowed to less than .09% to those for 12 months.
This is largely due to the expectation that rates are likely to reduce over the next twelve
months.
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2.9.4 In relation to the UK economy, growth has picked up and inflation has fallen back close
to its 2% target. The general view of the Bank of England Monetary Policy Committee
remains as steady growth and low inflation.

2.95 The US economy has a major impact on the world economy and so any strengths or
weaknesses will affect the UK economy. Currently the US are in a period of growth,
interest rates have been increasing to prevent any inflationary pressures building up.
The US is also in the midst of a huge house price boom, spurred by low interest rates of
a few years ago. The rate rises so far, (13 in a row) have had only a limited effect, as
short term rates have not been reflected in increases in mortgage rates. The boost in
interest rates have helped the US dollar soar against European and Asian currencies,
however, there is long term concern that the huge US trade deficit will put increased
pressure on the US dolilar.

2.9.6 UK personal sector indebtedness remains at historically high fevels which means there
is less scope for households to support their spending through increased borrowing.
This has been reflected in consumer spending which rose by only 1.3% in 2005, the
slowest increase in 10 years.

207 As the Consumer Price Index has fallen back towards its target of 2% this leaves the
Bank of England free to cut interest rates again if needed. The majority of economists
are predicting a 0.25% drop in interest rates over the next tweive months.

2.9.8 The expected movement in interest rates are as foliows:

Medium-Term Rate Forecasts
Average Base Rate 5 year Gilt 20 year Gilt
g QA, % O/D

2003/04 3.7 4.4 4.8

2004/05 4.5 5.0 5.0

2005/06 4.6 4.3 4.1

2006/07 4.3 4.0 4.5

2007/08 4.5 4.8 4.8

2008/09 4.5 4.3 4.5

2.9.9 The key risks to the forecasts surround the strength of the US economy, the key driver of

world growth. If US growth slows this is likely to move the bias towards reducing interest
rates and increasing the value of the dollar, thus probably reducing UK interest rates.

2.9.10 Likewise strong US economic growth is likely to move the bias towards increasing their

interest rates reducing the value of the dollar, thus increasing UK interest rates. The
current UK housing market is picking up once again although, prices remain stable,
should the housing market take off again this would move the bias towards further
increases.

2.9.11 The other key factor is the movement of inflation away from the 2% target.




2.10

2.101

2.16.2

2.10.3

2.10.4

2.1

2.11.1

211.2

2.11.3

211.4

Borrowing and Debt Strategy 2006/07 — 2008/09

The introduction of the Prudential Code and uncertainty over future interest rates means
there are inherent risks associated with the treasury strategy. As a result the Council will
take a cautious appreach fo its treasury strategy.

The future movements in the base rate are unclear, however, borrowing rates are at
their lowest for 30 years. This may alter depending on the next movement in rates,
which may be some way off. The Executive Director of Professional and Customer
Services, under delegated powers, will take the most appropriate form of borrowing
depending upon the prevailing interest rates at the time, taking into account the risks
shown in the above forecast.

Although both fixed and variable interest rates for short and long-term borrowing are
below 4%, there was only one loan which was suitable for restructuring, and this has
taken place recently, generating savings of approximately £15k per annum for the next
10 years. . Over the last four years there has been substantial debt restructuring to
achieve savings, and therefore there is little scope to do so for the remainder of this
strategy. Rates will continue to be monitored during the year to determine if any other
debt restructuring opportunities exist while maintaining flexibility should the Council find
itself with any additional funds. Due to our debt profile any additional borrowing will be
based on long term fixed rate {10+ years) loans.

Advantage has recently been taken of the current low rates, and an additional £5.7m
borrowing requirement for 2006/07 and 2007/08 has been agreed in advance at a rate of
3.56%. Should any cash flow problems arise then it may be necessary to temporary
borrow for a short period only.

Investment Strategy 2006/07 — 2008/09

Investment decisions are based on shorter-term interest rates, typically less than 12
months. However, the Prudential Code has removed the 364 day constraint shouid the
Council decide to invest for longer periods. Most economists are predicting a fall in the
base rate to 4.25% over the next twelve months. The 12 months rate has declined over
the year and is now 4.63% from a peak of 5.25% in April 2005. Whilst the 12 months
rate remains low, investments will tend to be for shorter periods. The Executive Director
of Professional and Customer Services, under delegated powers, will undertake the
most appropriate form of investments aliowed, depending on the prevailing interest rates
at the time, taking into account the associated risks.

All investments will be made in accordance with the Council’s investment policies and
prevailing legislation and regulations. The introduction of the Prudential Code on 1%
April 2003 implemented new investment regulations, as indicated above, however the
impact on investment strategy will be minor.

It is assumed the average available for investment in each of the next three years wiil be

£9.4m, slightly less than the £10m assumed last year.

The Council has at any point in time, a number of cashflows both positive and negative
and will be managing its position in terms of its borrowings and investments in
accordance with its Treasury Management Strategy and Practices.
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2.12 Treasury Management Prudential Indicators and Limits on Activity

2.12.1 The introduction of the Prudential Code sees the replacement of the s45 limits imposed
by the Local Government and Housing Act 1989, with four new prudential indicators:

s Upper limits on variable rate exposure — This indicator identifies a maximum limit
for variahle interest rates based upon the debt position net of investments.
° Upper limits on fixed rate exposure — Similar to the previous indicator this covers

a maximum limit on fixed interest rates.

. Maturity structures of borrowing — These gross limits are set to reduce the

Council's exposure to large fixed rate sums falling due for refinancing.

) Total principal funds invested — These limits are set to reduce the need for early
sale of an investment, and are based on the availability of investments after each

year-end.

2.12.2 The purpose of these prudential indicators is to contain the activity of the treasury
function within certain limits, thereby reducing the risk or likelihood of an adverse
movement in interest rates or borrowing decisions impacting negatively on the Council’s
overall financial position. However if these are set to be too restrictive they will impair the

opportunities to reduce costs.

2.12.3 The Council is asked to approve the following prudential indicators:

2006/07 2007/08° 2008/09

Upper Limit Upper Limit Upper Limit
Borrowing % Y% %
Limits on fixed interest rates 100 100 100
Limits on variable interest rates 20 20 20
Maturity Structure of fixed borrowing
Under 12 months 5 5 5
12 months to 2 years 10 10 10
2 years to b years 25 25 25
5 years to 10 years 40 40 40
10 years and above 85 85 85
Investment
Maximum principal  sums £oM £oM £oM

invested over 364 days

213 lL.ocal Issues

2 13.1 The Council reviewed its counter party list in Aprit 2004 and this was approved by
Members. The list wifl be monitored and revised if necessary. [t is not envisaged that
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2.13.2

4.1

5.

5.1

there will be any changes to policy although this will be reviewed again once the
financial position of A1 Housing becomes clearer.

Treasury management staff will be reviewing the cashflow position and the financial
implications, if beneficial, in reducing the fevel of investments specifically to reduce the
level of external borrowing required in the future.

implications
a) For service users

There is an impact on available resources depending upon the success of the
treasury management strategy and the Council’s ability to fund future borrowing.

Strategic & Policy

The Prudential Code is underpinned by the Council’'s Budget and the Treasury
Management Strategy. These in turn support the Council’s Strategic objectives,
Community Strategy and CPA Improvement Plan.

Financial - Ref No 06/127

These are contained within the main body of the report. The Local Government
Act 2003 implications — Part Il of the Act places new duties on Local Authorities
on financial management.

Human Resources — Nil in this report.

Community Safety, Equal Opportunity, Environmental — Nil in this report

This is key decision number 103.

Options, Risks and Reasons for Recommendations

Cabinet and Full Council are required to consider the above and approve the
recommendations as indicated. There are no further options or risks for consideration.

Recommendations

The Treasury Management Strategy covers the operation of the treasury function and
its likely activities for the forthcoming year. Members are recommended to adopt the
following prudential indicators and limits as contained within the report:

[ ]

The actual and estimated capital financing requirement and debt figures. (2.2.6)

The compliance statement by the Executive Director of Professional and
Customer Services. (2.4.2}

The authorised and operational limits. (2.4.3)
The affordability ratio indicators. (2.5.2)

The affordability indicator impact of Councif Tax. (2.5.3)
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e The affordability indicator impact of rent levels. (2.6)
o The limits on treasury management activity. (2.12.3)
5.2 Approve the Treasury Management Strategy 2006/07.

53 The report and recommendations be forwarded to Full Council on 1%t March

2006 for approval.
Background Papers Location
Prudential Code & Financial Services Office
Associated Budget Working
Papers
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Housing Revenue Account Reserves

Initial Budget
2006-2007
£
Effect on Reserves
Deficit for Year:
In Year -153,327
Supplementary estimates -46,000
Allocation of reserves to A1 Housing 0
Revenue Development Bids -46,000
-245,327
Balance Brought Forward 763,346
Total Balances 518,019
Split of Balances:
Working Balance 500,000
General Reserve 18,019
Balance Carried Forward 518,019
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EMPLOYEE
NUMBERS

2006/2007






OVERALL EMPLOYEE NUMBERS 2006/2007

CABINET AREAS F/T Equiv No's
LEISURE 132.5
ENVIRONMENT 102.5
ECONOMIC REGENERATION 6.5
FINANCE 30.6
PROPERTY SERVICES 121.2
CUSTOMER SERVICES 76.7
PLANNING 55.9
EMERGENCY PLANNING 0.0
LICENSING 4.1
POLICY 11.6
HOUSING GENERAL FUND 17.0
HOUSING REVENUE ACCOUNT 1.0
TOTAL FULL TIME EQUIVALENTS 559.4
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