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PUBLIC INFORMATION 
 

Role of the Council Questions 
 
People who live or work in the City may ask 
questions of the Mayor, Chairs of Committees 
and Members of the Executive. 

The Council comprises all 48 Councillors. 
The Council normally meets six times a 
year including the annual meeting, at 
which the Mayor and the Council Leader 
are elected and committees and sub-
committees are appointed, and the 
budget meeting, at which the Council Tax 
is set for the following year. 
 
The Council approves the policy 
framework, which is a series of plans and 
strategies recommended by the 
Executive, which set out the key policies 
and programmes for the main services 
provided by the Council. 
 
It receives a summary report of decisions 
made by the Executive, and reports on 
specific issues raised by the Overview 
and Scrutiny Management Committee. 
 
The Council also considers questions and 
motions submitted by Council Members 
on matters for which the Council has a 
responsibility or which affect the City. 
 

 
Southampton City Council’s Six Priorities 
 

• Providing good value, high quality 
services 

• Getting the City working 

• Investing in education and training 

• Keeping people safe 

• Keeping the City clean and green 

• Looking after people 
 

Smoking policy – The Council operates a no-
smoking policy in all civic buildings. 
 

Public Involvement 
 
Representations 

Mobile Telephones – Please turn off your mobile 
telephone whilst in the meeting.  
 

At the discretion of the Mayor, members 
of the public may address the Council on 
any report included on the agenda in 
which they have a relevant interest. 

Fire Procedure – In the event of a fire or other 
emergency, a continuous alarm will sound and 
you will be advised by Council officers what 
action to take. 

Petitions 
At a meeting of the Council any Member 
or member of the public may present a 
petition which is submitted in accordance 
with the Council’s scheme for handling 
petitions. 
Petitions containing more than 1,500 
signatures (qualifying) will be debated at 
a Council meeting.  Petitions with less 
than 1,500 signatories (non-qualifying)  

Access – Access is available for disabled 
people.  Please contact the Council Administrator 
who will help to make any necessary 
arrangements.  
 
 
 
Dates of Meetings 

shall be presented to the Council meeting 
and be received without discussion. 

2010 2011 

12 May 16 February 

14 July  16 March 

15 September (SPECIAL) 18 May 

15 September  

17 November  
 

Deputations 
A deputation of up to three people can 
apply to address the Council. A 
deputation may include the presentation 
of a petition.  

 



 

 

CONDUCT OF MEETING 
 
FUNCTIONS OF THE COUNCIL 
 

BUSINESS TO BE DISCUSSED 

The functions of the Council are set 
out in Article 4 of Part  2 of the 
Constitution 

Only those items listed on the attached 
agenda may be considered at this meeting. 
 

RULES OF PROCEDURE 
 

QUORUM 
 

The meeting is governed by the 
Council Procedure Rules as set out in 
Part 4 of the Constitution. 
 

The minimum number of appointed Members 
required to be in attendance to hold the 
meeting is 16. 
 

DISCLOSURE OF INTERESTS 
 

Members are required to disclose, in accordance with the Members’ Code of 
Conduct, both the existence and nature of any “personal” or “prejudicial” interests 
they may have in relation to matters for consideration on this Agenda. 

 
PERSONAL INTERESTS 

 
A Member must regard himself or herself as having a personal interest in any matter:  

 
(i) if the matter relates to an interest in the Member’s register of interests; or 
(ii) if a decision upon a matter might reasonably be regarded as affecting to a 

greater extent than other Council Tax payers, ratepayers and inhabitants of 
the District, the wellbeing or financial position of himself or herself, a relative 
or a friend or:- 
 

 (a) any employment or business carried on by such person; 
 (b) any person who employs or has appointed such a person, any firm in 

which such a person is a partner, or any company of which such a 
person is a director; 

 (c) any corporate body in which such a person has a beneficial interest in a 
class of securities exceeding the nominal value of £5,000; or 

 (d) any body listed in Article 14(a) to (e) in which such a person holds a 
position of general control or management. 
  

A Member must disclose a personal interest. 
/continued....... 

 
 



 

 
PREJUDICIAL INTERESTS 

Having identified a personal interest, a Member must consider whether a member of the 
public with knowledge of the relevant facts would reasonably think that the interest was so 
significant and particular that it could prejudice that Member’s judgement of the public 
interest. If that is the case, the interest must be regarded as “prejudicial” and the Member 
must disclose the interest and withdraw from the meeting room during discussion on the 
item. 
 
It should be noted that a prejudicial interest may apply to part or the whole of an item. 
 
Where there are a series of inter-related financial or resource matters, with a limited 
resource available, under consideration a prejudicial interest in one matter relating to that 
resource may lead to a member being excluded from considering the other matters relating 
to that same limited resource. 
 
There are some limited exceptions.  
 
Note:  Members are encouraged to seek advice from the Monitoring Officer or his staff in 
Democratic Services if they have any problems or concerns in relation to the above. 
 

PRINCIPLES OF DECISION MAKING 
 
All decisions of the Council will be made in accordance with the following principles:- 
 

• proportionality (i.e. the action must be proportionate to the desired outcome); 

• due consultation and the taking of professional advice from officers; 

• respect for human rights; 

• a presumption in favour of openness, accountability and transparency; 

• setting out what options have been considered; 

• setting out reasons for the decision; and 

• clarity of aims and desired outcomes. 
 

In exercising discretion, the decision maker must: 
 

• understand the law that regulates the decision making power and gives effect to it.  The 
decision-maker must direct itself properly in law; 

• take into account all relevant matters (those matters which the law requires the authority 
as a matter of legal obligation to take into account); 

• leave out of account irrelevant considerations; 

• act for a proper purpose, exercising its powers for the public good; 

• not reach a decision which no authority acting reasonably could reach, (also known as 
the “rationality” or “taking leave of your senses” principle); 

• comply with the rule that local government finance is to be conducted on an annual basis.  
Save to the extent authorised by Parliament, ‘live now, pay later’ and forward funding are 
unlawful; and 

• act with procedural propriety in accordance with the rules of fairness. 
 



 



 

SOLICITOR TO THE COUNCIL 
M R HEATH 
Civic Centre, Southampton, SO14 7LY 
 
 
Tuesday, 8 February 2011 
 
 

TO: ALL MEMBERS OF THE SOUTHAMPTON CITY COUNCIL 
 
You are hereby summoned to attend a meeting of the COUNCIL to be held on 
WEDNESDAY, 16TH FEBRUARY, 2011 in the COUNCIL CHAMBER, CIVIC CENTRE at 
2.00 pm when the following business is proposed to be transacted:-  
 
 
1 APOLOGIES     

 
 To receive any apologies.  

 
2 ANNOUNCEMENTS FROM THE MAYOR AND LEADER     

 
 Matters especially brought forward by the Mayor and the Leader.  

 
3 DEPUTATIONS, PETITIONS AND PUBLIC QUESTIONS     

 
 To receive any requests for Deputations, Presentation of Petitions or Public Questions.  

 
4 COUNCIL TAX SETTING AND RELATED MATTERS     

 

a General Fund Capital Programme 2010/11 to 2013/14  

 Report of the Cabinet Member for Resources and Workforce Planning seeking 
approval of the updated Capital Programme for 2010/11 to 2013/14, attached.   

 

b General Fund Revenue Budget 2011/12 to 2013/14  

 Report of the Cabinet Member for Resources and Workforce Planning seeking to 
set out the latest estimated overall financial position on the General Fund 
Revenue Budget for 2011/12 to 2013/14 and to outline the main issues that need 
to be addressed in considering the Cabinet's budget proposals, attached.  
 
 
 
 
 
 
 
 
 
 
 



 

5 HOUSING REVENUE ACCOUNT BUDGET REPORT     
 

 Report of the Cabinet Member for Housing seeking approval of the Housing Revenue 
Account budget proposals including:- 
 
(a) the proposed 2011/12 Housing Revenue Account (HRA) revenue estimates for all 
of the day to day services provided to Council tenants in the City, together with the 
proposed rent and service charge increases for council tenants from April 2011; and 

(b) the HRA capital programme for the period to 2013/14, which will update the 
programme approved by Council on 15th September 2010.  
 

6 ANNUAL TREASURY MANAGEMENT STRATEGY AND PRUDENTIAL LIMITS 
2010/11 TO 2013/14     
 

 Report of the Executive Director for Resources (Acting), seeking approval of the 
Annual Treasury Management Strategy and Prudential Indicators for 2010/11 to 
2013/14, as required under the provisions of the Local Government Act 2003, 
attached. 
  
 

NOTE: There will be prayers by the Mayor’s Chaplain, Monsignor Vincent Harvey, 
accompanied by Ravi Parmar, from the Hindu faith, in the Mayor’s Reception Room at 1.45 
pm for Members of the Council and Officers who wish to attend. 
 
 

 

 
M R HEATH 

SOLICITOR TO THE COUNCIL 
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DECISION-MAKER:  CABINET 

COUNCIL 

SUBJECT: THE GENERAL FUND CAPITAL PROGRAMME 2010/11 
TO 2013/14 

DATE OF DECISION: 7 FEBRUARY 2011 

16 FEBRUARY 2011 

REPORT OF: CABINET MEMBER FOR RESOURCES AND 
WORKFORCE PLANNING PORTFOLIO 

STATEMENT OF CONFIDENTIALITY 

N/A 

BRIEF SUMMARY 

The purpose of this report is to inform Council of any major changes in the overall 
General Fund Capital Programme since it was last reported on 15th September 2010.  
This report also outlines the way in which the revised programme has been funded, 
reflecting the changes in availability and usage of capital resources. 

The net result of the changes in this report is that the current overall programme has 
increased by £13.1M. 

 

RECOMMENDATIONS: 

 CABINET 

Recommends that Full Council: 

 (i) Approve the revised General Fund Capital Programme (which totals 
£219.5M as detailed in paragraph 4) and use of resources. 

 (ii) Approve the over programming of £9.2M as detailed in paragraph 11 
which is within the previously approved tolerances. 

 (iii) Add £1.4M to the Leader’s capital programme in 2011/12 for the 
following schemes to be funded by revenue: 

• Major Site Development Posts - £150,000 

• Watermark West Quay - £346,000 

• West Quay Site B Phase 2 - £37,000 

• Royal Pier - £445,000 

• Town Depot - £381,000 

• Former Tyrrell & Green Site - £60,000 

• Fruit & Vegetable Market - £25,000 

 (iv) Add £3.8M to the Environment & Transport capital programme in 
2011/12 for the following works to be funded by government grants 
(LTP Settlement): 

• Roads & Other Highways - £1,923,000 

• Integrated Transport - £1,900,000 

Agenda Item 4a
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 (v) Add £2,649,000 to the Environment & Transport capital programme 
in 2011/12 for roads to be funded by revenue. 

 (vi) Add £2,054,000 to the Environment & Transport capital programme 
in 2011/12 for Roads to be funded by Council Resources (Highways 
Borrowing). 

 (vii) Add £1.0M to the Environment & Transport capital programme for 
the Itchen Bridge Toll Automation - £150,000 in 2010/11 and 
£850,000 in 2011/12, to be funded by council resources 
(unsupported borrowing) £510,000 and contributions £490,000. 

 (viii) Add £920,000 to the Environment & Transport capital programme for 
the following schemes to be funded by revenue: 

• Congestion Relief - £100,000 in 2011/12 

• Pavement Works - £200,000 in 2010/11 and £550,000 in 
2011/12 

• St Denys Footway & Lighting - £70,000 in 2010/11 

 (ix) Add £800,000 to the Environment & Transport capital programme in 
2011/12 for the following schemes to be funded by contributions: 

• Civic Centre Place - £625,000  

• Legible Cities - £175,000  

 (x) Add £310,000 to the Adult Social Care & Health capital programme 
in 2011/12 for the following schemes to be funded by revenue: 

• Care Standards and Health & Safety £260,000 

• Essential Appliances and Equipment £50,000 

 (xi) Add an additional £50,000 to the Local Services & Community 
Safety capital programme for the Daisy Dip scheme to be funded by 
council resources (Aster House capital receipt). 

 (xii) Note that the revised General Fund Capital Programme takes into 
account the Comprehensive Spending Review (CSR) for 2011/12 
and future years. 

 COUNCIL 

It is recommended that Council 

 (i) Approve the revised General Fund Capital Programme (which totals 
£219.5M as detailed in paragraph 4) and use of resources. 

 (ii) Approve the over programming of £9.2M as detailed in paragraph 11 
which is within the previously approved tolerances. 

 

 

 

 

 



 3

 (iii) Add £1.4M to the Leader’s capital programme in 2011/12 for the 
following schemes to be funded by revenue: 

• Major Site Development Posts - £150,000 

• Watermark West Quay - £346,000 

• West Quay Site B Phase 2 - £37,000 

• Royal Pier - £445,000 

• Town Depot - £381,000 

• Former Tyrrell & Green Site - £60,000 

• Fruit & Vegetable Market - £25,000 

 (iv) Add £3.8M to the Environment & Transport capital programme in 
2011/12 for the following works to be funded by government grants 
(LTP Settlement): 

• Roads & Other Highways - £1,923,000 

• Integrated Transport - £1,900,000 

 (v) Add £2,649,000 to the Environment & Transport capital programme 
in 2011/12 for roads to be funded by revenue. 

 (vi) Add £2,054,000 to the Environment & Transport capital programme 
in 2011/12 for Roads to be funded by Council Resources (Highways 
Borrowing). 

 (vii) Add £1.0M to the Environment & Transport capital programme for 
the Itchen Bridge Toll Automation - £150,000 in 2010/11 and 
£850,000 in 2011/12, to be funded by council resources 
(unsupported borrowing) £510,000 and contributions £490,000. 

 (viii) Add £920,000 to the Environment & Transport capital programme for 
the following schemes to be funded by revenue: 

• Congestion Relief - £100,000 in 2011/12 

• Pavement Works - £200,000 in 2010/11 and £550,000 in 
2011/12 

• St Denys Footway & Lighting - £70,000 in 2010/11 

 (ix) Add £800,000 to the Environment & Transport capital programme in 
2011/12 for the following schemes to be funded by contributions: 

• Civic Centre Place - £625,000  

• Legible Cities - £175,000 

 (x) Add £310,000 to the Adult Social Care & Health capital programme 
in 2011/12 for the following schemes to be funded by revenue: 

• Care Standards and Health & Safety £260,000 

• Essential Appliances and Equipment £50,000 

 (xi) Add an additional £50,000 to the Local Services & Community 
Safety capital programme for the Daisy Dip scheme to be funded by 
Council Resources (Aster House capital receipt). 
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 (xii) Note that the revised General Fund Capital Programme takes into 
account the Comprehensive Spending Review (CSR) for 2011/12 
and future years. 

   

REASONS FOR REPORT RECOMMENDATIONS 

1. The update of the Capital Programme is undertaken twice a year in 
accordance with Council Policy and is required to enable schemes in the 
programme to proceed and to approve additions and changes to the 
programme. 

  

ALTERNATIVE OPTIONS CONSIDERED AND REJECTED 

2. The update of the Capital Programme is undertaken within the resource 
constraints imposed on it.  No new schemes can be added unless specific 
additional resources are identified.  Alternative options for new capital 
spending are considered as part of the Budget setting process. 

  

DETAIL (Including consultation carried out) 

 CONSULTATION 

3. The General Fund Capital Programme update summarises additions to the 
capital programme since September 2010.  Each addition to the capital 
programme has been subject to the relevant consultation process which now 
reflects the key role played by Capital Boards and the developing use of the 
Councils project management system Sharepoint.  The content of this report has 
been subject to consultation with Finance Officers from each portfolio. 

  

 THE FORWARD CAPITAL PROGRAMME 

4. The following table shows a comparison of the total planned expenditure for each 
year with the sums previously approved.  The Latest Programme figures include 
additions to the programme which are subject to approval of the specific 
recommendations. 

 

 

2010/11 

£000’s 

2011/12 

£000’s 

2012/13 

£000’s 

2013/14 

£000’s 

Later 
Years 

£000’s 

Total  

£000’s 
Latest  
Programme 

99,174 82,330 17,157 4,950 15,853 219,464 

Sep 2010  
Programme 

118,956 53,682 21,530 0 12,173 206,341 

Variance (19,782) 28,648 (4,373) 4,950 3,680 13,123 
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5. The above table shows that the General Fund Capital Programme has increased 
by £13.1M.  With the exception of changes requiring approval detailed in this 
report’s recommendations, all of the increase has been previously approved by 
Council, Cabinet or under delegated authority. Details of each portfolio’s 
programme are shown in Appendix 1. 

The change in individual portfolios’ capital programmes is shown in the following 
table and a summary of the major variations, together with the source of funding 
and the priorities to which they contribute, is detailed in Appendix 2: 

 

 

 

Latest 
Programme 

£000’s 

Previous 
Programme 

£000’s 

Total 
Change 

£000’s 

Children’s Services & Learning 57,538 56,329 1,209 

Leader’s (Economic Development.) 11,391 10,367 1,024 

Environment & Transport 42,770 31,148 11,622 

Adult Social Care & Health 4,161 3,773 388 

Housing  10,241 11,284 (1,043) 

Local Services & Community Safety 2,345 2,271 74 

Leisure, Culture & Heritage 40,596 40,747 (151) 

Resources & Workforce Planning 50,422 50,422 0 

Total GF Capital Programme 219,464 206,341 13,123 
 

  

 CAPITAL RESOURCES 

6. The resources which can be used to fund the capital programme are as follows: 

• Supported Borrowing  

• Unsupported Borrowing 

• Capital Receipts from the sale of HRA assets 

• Capital Receipts from the sale of General Fund assets 

• Contributions from third parties 

• Central Government Grants   

• Grants from other bodies 

• Direct Revenue Financing (DRF) raised from Council Tax payers or 
balances 

7. Capital Receipts from the sale of Right to Buy (RTB) properties are passed to the 
General Fund capital programme to support the Housing Association schemes 
within the Housing Portfolio. 
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 CHANGES IN AVAILABLE RESOURCES 

8. The additional spending within the Capital programme must be met from 
additional sources of finance.  The following table shows the resource changes 
that have taken place since September 2010: 

 

 £000’s 

Supported Borrowing (6) 

Unsupported Borrowing 2,133 

Capital Receipts 1,512 

Contributions 165 

Capital Grants 4,986 

Car Parking Surplus 0 

DRF from Balances 777 

Contribution from Revenue 2,354 

Direct Revenue Financing from Portfolios 1,984 

Total Change in Available Resources 13,905 
 

  

9. The main reasons for the resource changes are detailed in Appendix 3.  It should 
be noted that the programme takes into account the outcome of the 
Comprehensive Spending Review for 2011/12 and future years. This affects 
areas such as the roads programme within the Environment & Transport capital 
programme which is heavily reliant on grant funding from government each year. 

  

 OVERALL USE OF RESOURCES 

10. The following table shows capital expenditure by portfolio and the use of 
resources to finance the General Fund Capital Programme: 
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2010/11 

£000’s 

2011/12 

£000’s 

2012/13 

£000’s 

2013/14 

£000’s 

Later 
Years 

£000’s 

Total  

£000’s 

Children’s Services & 
Learning 

23,394 29,224 4,316 430 174 57,538 

Leader’s  6,933 3,473 0 0 985 11,391 

Environment & 
Transport 

21,430 19,612 1,516 212 0 42,770 

Adult Social Care & 
Health 

1,148 2,363 650 0 0 4,161 

Housing  4,691 3,675 1,563 22 290 10,241 

Local Services & 
Community Safety 

1,462 722 161 0 0 2,345 

Leisure, Culture & 
Heritage 

7,946 13,037 1,688 3,521 14,404 40,596 

Resources & Workforce 
Planning 

32,170 10,224 7,263 765 0 50,422 

Total GF Capital 
Programme 

99,174 82,330 17,157 4,950 15,853 219,464 
 

  

 
 

2010/11 

£000’s 

2011/12 

£000’s 

2012/13 

£000’s 

2013/14 

£000’s 

Later 
Years 

£000’s 

Total  

£000’s 

       

Supported Borrowing 6,840 0 0 0 0 6,840 

Unsupported Borrowing 40,988 9,454 4,196 1,058 1,058 56,753 

Capital Receipts 6,272 10,876 5,004 5,719 15,430 43,301 

Contributions 5,842 6,452 766 470 1,920 15,450 

Capital Grants 26,513 36,998 4,481 2,010 5,674 75,676 

Car Parking Surplus 85 200 0 0 0 285 

Contributions from Rev 2,354 0 0 0 0 2,354 

DRF from Balances 1,264 1,194 0 0 0 2,458 

DRF from Portfolios 2,763 4,252 133 0 0 7,148 

Total Financing 92,921 69,426 14,580 9,257 24,082 210,265 

Surplus / (Deficit) (6,253) (12,904) (2,577) 4,307 8,229 (9,199) 
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11. The table above shows that following the latest update of the capital programme 
there is deficit of £9.2M due largely to the loss of capital receipts.  This is 
compared to the £10.5M deficit reported in September 2010.  The deficit has 
reduced largely due to additional future capital receipts. At this stage rather than 
make large scale changes to the existing programme, it is recommended that 
the Council continue to “over-programme’ on the basis that in future years the 
position should improve.  The deficit represents 4.2% of the overall capital 
programme which is within the limit of 5% set in the Medium Term Financial 
Strategy and approved on the 13th May 2009. 

12. The table also shows that there is deficit funding in the early years of the 
programme and the biggest individual deficit is £12.9M in 2011/12.  However, 
analysis of previous programmes has shown that there has been on average a 
minimum level of slippage of £15M per annum and therefore based on the current 
profile of the programme it is anticipated that the over programming can be 
contained. 

13. It is therefore proposed at this stage to manage the deficit in individual years 
through slippage in the programme, which will be monitored carefully throughout 
the year, although delegated powers do exist to prudentially borrow in the event 
of a deficit in any particular year.  The overall deficit of £9.2M in the programme 
will be met from new resources that will become available in future years or by 
the use of prudential borrowing, the costs of which will have to be built into future 
budget forecasts.  

14. Given the deficit in the programme and the lack of available capital resources 
over the past three years, additions to the programme are only considered in very 
exceptional circumstances.  The proposed capital programme in this report 
contains nine items for approval which are detailed below. 

15. A large element relates to major site development in the City which represents 
the continuation of schemes which have already begun, but are only being funded 
on a year by year basis subject to available resources and the status of the sites 
themselves.  The progression of these sites is seen as one of the key priorities of 
the Council since each one will bring new investment, new development and new 
jobs to the City. 

16. The addition of the works to the Environment & Transport programme totalling 
£920,000 are partly to replace monies lost as part of the LTP settlement but also 
to take the opportunity to use new technologies to undertake significant footpath 
improvement works across the City which will bring environmental and health 
benefits to many areas that desperately need it.  The other additions totalling just 
over £10.3M reflect the addition of the financial year 2011/12 to the programme, 
largely as a result of the LTP settlement. 

17. The additions in Adult Social Care and Health reflect the annual ongoing 
programme of improvements to Council owned care facilities and the replacement 
of equipment, both of which are essential if the facilities are to remain open in an 
acceptable condition. 

18. The £50,000 for Daisy Dip represents a commitment made by the Council 
following the successful bid as part of the people’s millions.   More details of the 
additions are shown below. 
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19. Add £1.4M to the Leader’s capital programme in 2011/12 for the following 
schemes to be funded by revenue: 

• Major Site Development Posts - £150,000 

• Watermark West Quay - £346,000 

• West Quay Site B Phase 2 - £37,000 

• Royal Pier - £445,000 

• Town Depot - £381,000 

• Former Tyrrell & Green Site - £60,000 

• Fruit & Vegetable Market - £25,000 

Add £3.8M to the Environment & Transport capital programme in 2011/12 for the 
following works to be funded by Government Grants (LTP Settlement). 

• Roads - £1,923,000  

• Integrated Transport - £1,900,000  

Add £2,649,000 to the Environment & Transport capital programme in 2011/12 for 
Roads to be funded by revenue. 

Add £2,054,000 to the Environment & Transport capital programme in 2011/12 for 
Roads to be funded by Council Resources (Highways Borrowing). 

Add £1.0M to the Environment & Transport capital programme for the Itchen 
Bridge Toll Automation - £150,000 in 2010/11 and £850,000 in 2011/12, to be 
funded by Council Resources (unsupported borrowing) £510,000 and 
contributions £490,000. 

Add £920,000 to the Environment & Transport capital programme for the 
following schemes to be funded by revenue: 

• Congestion Relief - £100,000 in 2011/12 

• Pavement Works - £200,000 in 2010/11 and £550,000 in 2011/12 

• St Denys Footway & Lighting - £70,000 in 2010/11 

Add £800,000 to the Environment & Transport capital programme in 2011/12 for 
the following schemes to be funded by contributions: 

• Civic Centre Place - £625,000 

• Legible Cities - £175,000  

Add £310,000 to the Adult Social Care & Health capital programme in 2011/12 for 
the following schemes to be funded by revenue: 

• Care Standards and Health & Safety £260,000 

• Essential Appliances and Equipment £50,000 

Add £50,000 to the Local Services & Community Safety capital programme for 
the Daisy Dip scheme to be funded by Council Resources (Aster House capital 
receipt). 
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 CHANGES TO THE PROGRAMME 

21. A number of changes to the overall programme have been approved at Capital 
Boards and via separate reports.   

22. A recommendation to approve the addition of £310,000 to the Adult Social Care & 
Health portfolio is included within this report. This additional expenditure is for 
further essential health and safety work and equipment replacement at care 
homes and is funded from revenue balances. There is an ongoing need to 
provide equipment and undertake essential works to the City’s care homes now 
that Government borrowing approvals have ceased to ensure minimum standards 
are maintained.  

23. A recommendation to approve the addition of £920,000 to the Environment & 
Transport Portfolio for congestion relief works and pavement works is included 
within this report. The updating of traffic signal control and communication 
equipment is to optimise junction efficiency on key corridors, incorporating public 
transport journey benefits. Additional investment in footways across the City is in 
response to public demand, to improve their condition, assist less mobile 
pedestrians and improve safety. 

24. A series of recommendations to approve the addition of £10.3M to the 
Environment & Transport portfolio to reflect the addition of the financial year 
2011/12 to the capital programme for Highways, Integrated Transport and Itchen 
Bridge Toll Automation works are also included.  The Council is continuing to 
invest £6M each year in highways infrastructure to help offset the deterioration of 
the City’s roads.  In 2011/12 this will be funded by £1.3M from the Local 
Transport Plan settlement (government grants), £2.6M from DRF and £2.1M from 
unsupported borrowing.  In addition, there will be a one-off investment of 
£750,000 in pavement works funded from revenue. 

25. A recommendation to approve the addition of £1.4M to the Leader’s portfolio for a 
number of schemes is included within this report.  This additional expenditure is 
for programme management and scheme progression for major projects is 
funded by revenue.  This is a continuation of previous funding that has been 
allocated to progress these key sites in the City but due to restrictions on capital 
funding provision is only being made one forward year at a time. 

26. A recommendation to approve the addition of a further £50,000 to the Local 
Services & Community Safety portfolio for the Daisy dip scheme is included within 
this report. This represents match funding of the People’s Millions 50,000 award 
for a multi-use games area at Daisy Dip. 

 NEW SPENDING PRIORITIES PUT FORWARD BY CABINET 

27. Due to the current over-programming and lack of additional funding, no new 
initiatives, other than those outlined above as consistent with previous policy 
decisions are being proposed. 

RESOURCE IMPLICATIONS 

Capital  

28. As set out in the report details. 
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Revenue 

29. This report principally deals with capital. However, the revenue implications 
arising from borrowing to support the capital programme are considered as 
part of the annual revenue budget setting meetings.  In addition any revenue 
consequences arising from new capital schemes are considered as part of the 
approval process for each individual scheme. 

Property 

30. There are no specific property implications arising from this report other than 
the schemes already referred to within the main body of the report. 

Other 

31. None 

LEGAL IMPLICATIONS 

Statutory power to undertake proposals in the report:  

32. The General Fund Capital Programme update is prepared in accordance with 
the Local Government Acts 1972 – 2003. 

Other Legal Implications:  

33. None directly, but in preparing this report, the Council has had regard to the 
Human Rights Act 1998, and the Race Relations (Amendment) Act 2001 and 
other associated legislation. 

POLICY FRAMEWORK IMPLICATIONS 

34. The update of the Capital Programme forms part of the overall Budget 
Strategy of the Council. 

AUTHOR: Name:  Andrew Lowe Tel: 023 8083 2049 

 E-mail: Andrew Lowe @southampton.gov.uk 

KEY DECISION? Yes/No YES 

WARDS/COMMUNITIES AFFECTED: ALL 
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SUPPORTING DOCUMENTATION 

Non-confidential appendices are in the Members’ Rooms and can be accessed 
on-line 

Appendices  

1. General Fund Capital Programme – Scheme Details 

2. Major Variations since September 2010 Capital Update 

3. Major Reasons for Changes in Capital Resources 

Documents In Members’ Rooms 

1. None 

Integrated Impact Assessment  

Do the implications/subject of the report require an Integrated Impact 
Assessment (IIA) to be carried out. 

Yes/No 

Other Background Documents 

Integrated Impact Assessment and Other Background documents available for 
inspection at: 

Title of Background Paper(s) Relevant Paragraph of the Access to 
Information Procedure Rules / Schedule 
12A allowing document to be 
Exempt/Confidential (if applicable) 

1. The General Fund Capital Programme  

2009/10 to 2012/13 as approved by Council 
on the 15th September 2010. 
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MAJOR CHANGES IN CAPITAL RESOURCES SINCE SEPTEMBER 2010 UPDATE 

 

The main reasons for the resource changes are: 

 

• Unsupported Borrowing - £2.1M increase 

o £2.1M Highways 

o £0.7M Vehicles (purchase rather than lease) 

o £0.5M Itchen Bridge Toll Automation 

o (£1.2M) borrowing review reduction 

 

• Capital Receipts - £1.5M increase 

o £1.7M additional non-Housing capital receipts 

o (£0.4M) net adjustment to b/f balance 

o £0.2M increased Housing capital receipts 

 

• Contributions - £0.2M increase 

o (£1.0M) Various Other Schemes (Housing) 

o £0.5M Itchen Bridge Toll Automation 

o £0.6M East West Spine (Civic Centre Place) 

o £0.1M Other net increased Contributions   

 

• Capital Grants - £5.0M increase 

o £0.7M Primary Review Phase 2 

o £0.9M City Centre Improvements 

o £1.2M Principal/Classified/Unclassified Roads 

o £0.4M ITS (E&T) 

o £0.4M Mayfield Academy 

o £1.4M Other net increased grants 

 

• Revenue - £5.1M increase 

o £0.3M Health & Safety Equipment/Essential Appliances 

o £1.4M Various additions to the Leader’s programme (see 
recommendations) 

o £3.4M Roads Programmes 
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DECISION-MAKER:  CABINET 

COUNCIL 

SUBJECT: GENERAL FUND REVENUE BUDGET 2011/12 TO 
2013/14 

DATE OF DECISION: 7 FEBRUARY 2011 

16 FEBRUARY 2011 

REPORT OF: CABINET MEMBER FOR RESOURCES AND 
WORKFORCE PLANNING 

STATEMENT OF CONFIDENTIALITY 

N/A 

BRIEF SUMMARY 

Since the Council set its 2010/11 budget in February 2010, the economic outlook for 
the economy has remained pessimistic.  The level of public debt is a major issue and 
prior to the General Election in May, it was recognised that any incoming Government 
would be required to review public spending in order to reduce the debt burden in 
future years. 

Soon after the election, an interim budget was announced by the Government, which 
outlined major cuts in public spending.  At that time £6.2 billion of in year cuts in 
Government grant were announced of which more than £1.1 billion were targeted at 
Local Government.  The impact of these cuts on the City Council was the withdrawal 
in round terms of over £4.6M of grants that represented a significant in year cut to 
funding.  At that time the medium term financial outlook for the City Council estimated 
that a budget reduction of around £40M would be required over the next three years.  
However it was recognised that the full extent of the cuts in grant and the impact on 
the City’s financial position would not be known until the Comprehensive Spending 
Review (CSR) and then ultimately the resulting provisional grant settlement was 
announced in December.  Given this financial position and the risks associated with 
the forecast, it was estimated that savings options of at least £50M would be required 
over the next three years in order to balance the budget. 

The Council has been improving its medium term budgeting approach over a number 
of years and has been re-prioritising expenditure towards stated Council priorities and 
driving out significant efficiency savings year on year.  Under normal circumstances 
this improving strategic approach would have continued on an incremental basis.  
However, against the current backdrop, the Council has been required to take an 
extremely robust approach to medium term planning and is challenging every aspect 
of service delivery in order to ensure that the services provided and the performance 
levels achieved are at an appropriate level commensurate with the stated Priorities of: 

1. Providing good value, high quality services 

2. Getting the city working 

3. Investing in education and training 

4. Keeping people safe 

5. Keeping the city clean and green 

6. Looking after people 

Agenda Item 4b
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Given the likely impact of the recession and the level of national debt on local 
government finances, work on the 2011/12 budget was started last January and 
Officers and the Administration have been working on developing proposals in 
response to the forecast gap over the next three years.  A consolidation exercise was 
undertaken during October in readiness for the CSR. 

At this time, the Administration started a detailed consultation exercise with a wide 
range of stakeholders using new methods not previously tried before.  Proposals 
affecting staff were provided to the trade unions and consultation undertaken with 
staff included open door sessions and a staff suggestion scheme. The public were 
also consulted under the banner of ‘Your City Your Say’ and the use of the “You 
Choose” online budget calculator. 

On announcement of the CSR in October it was clear that reductions in grant would 
be at the upper end of the Council forecasts and work was intensified to ensure that 
the Council had in place savings that would close the anticipated £20M gap which 
included proposals for changes to staff terms and conditions.  The provisional Local 
Government Settlement was released on 13th December and as a result of the 
damping mechanism the 2011/12 position worsened by a further £5M bringing the 
total gap to £25M, making it essential that the proposed changes to terms and 
conditions were realised. 

The budget details were further refined after the settlement in conjunction with the 
Executive and the broad budget and council tax proposals of the Executive were 
shared with the Unions and Opposition Groups in December on a confidential basis to 
enable them to start developing their own alternative budgets. 

Work has been ongoing to refine the overall budget proposals and the purpose of this 
report is to: 

• Update this information and set out the latest estimated overall financial 
position on the General Fund Revenue Budget for 2011/12 and 

• Outline the main issues that need to be addressed in considering the 
Cabinets recommendations to Council on 16th February 2011. 

RECOMMENDATIONS: 

 CABINET 

It is recommended that Cabinet: 

 (a) Note the position on the estimated outturn and revised budget for 
2010/11 as set out in paragraphs 5 to 11 

 (b) Approve that the Executive Director for Health & Adult Social Care 
enter into an agreement with NHS Southampton City (NHSSC) 
under section 256 of the National Health Act 2006 for a period of two 
years and three months.  Under the agreement NHSSC will transfer 
budget to the Council to spend on services that benefit health as 
directed within the Local Government Finance Settlement 
announced on 13th December 2010 and notification from Department 
of Health on 4th January in respect of 2010/11. 

The sums to be transferred by NHSSC and for inclusion within the 
Council’s budget are £776,200, £3.1M and £3.0M in 2010/11, 
2011/12 and 2012/13 respectively. 
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 (c) Note the position on the forecast roll forward budget for 2011/12 as 
set out in paragraphs 13 to 23. 

 (d) Note and approve the arrangements made by the Leader, in 
accordance with the Local Government Act 2000, for the Cabinet 
Member for Resources and Workforce Planning to have 
responsibility for financial management and budgetary policies and 
strategies, and that the Cabinet Member for Resources and 
Workforce Planning will, in accordance with the Budget & Policy 
Framework Rules as set out in the Council’s Constitution, be 
authorised accordingly to finalise the Executive’s proposals in 
respect of the Budget for 2011/12, in consultation with the Leader, 
for submission to Full Council on 16th February 2011. 

 (e) Recommends that Full Council 

 i) Notes the Consultation process that was followed as outlined in 
Appendix 1. 

 ii) Approves the revised estimate for 2010/11 as set out in Appendix 2. 

 iii) Approves the use of £0.5M of in year under spends to increase the 
Organisational Development Reserve in 2010/11 to ensure that 
adequate provision is made for the costs associated with the 
implementation of staff related savings. 

 iv) Notes the position on the forecast roll forward budget for 2011/12 
as set out in paragraphs 13 to 23. 

 v) Approves an additional draw from General Fund Balances of up to 
£0.5M in 2011/12 if required during the year. 

 vi) Approves the Invest to Save Bids set out in Appendix 3. 

 vii) Approves the revenue pressures and revenue developments as set 
out in Appendices 4 and 5. 

 viii) Approves the efficiencies, income and service reductions as set out 
in Appendix 6. 

 ix) Approves the changes to staff terms and conditions set out in 
Appendix 7. 

 x) Approves the dismissal and re-engagement of staff in order to 
implement the changes to terms and conditions in the event that a 
collective agreement cannot be reached with the Unions. 

 xi) Delegates authority to the Chief Executive as Head of Paid Service 
in consultation with the Chief Financial Officer (CFO) and the 
Solicitor to the Council to take any steps in connection with 
amendments to the Terms and Conditions changes, the negotiation 
of any potential changes with the Unions and any process 
associated with the implementation of these changes. 

 xii) Delegates authority to the CFO in consultation with the Solicitor to 
the Council to make changes to the budget for 2011/12 to reflect 
negotiated changes to the proposals or if a collective agreement 
cannot be reached with the Unions 
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 xiii) Notes that the Independent Remuneration Panel are currently being 
convened so that they may review and make recommendations on 
Members' Allowances to Standards and Governance Committee 
and thereafter Full Council before September 2011 as required by 
the law. 

 xiv) Approves the General Fund Revenue Budget as set out in 
Appendix 8, which assumes a council tax freeze. 

 xv) Delegates authority to the CFO to action all budget changes arising 
from the approved pressures, bids, efficiencies, income and service 
reductions and incorporate any other approved amendments into 
the General Fund estimates. 

 xvi) Notes that after taking these items into account, there is an 
estimated General Fund balance of £5.1M at the end of 2013/14 as 
detailed in paragraph 54. 

 xvii) Delegates authority to the CFO, in consultation with the Solicitor to 
the Council, to do anything necessary to give effect to the 
recommendations in this report. 

 xviii) Sets the Budget Requirement for 2011/12 at £190,688,500. 

 xix) Notes the estimates of precepts on the Council Tax collection fund 
for 2011/12 as set out in Appendix 10 

 xx) Notes the Medium Term Forecast as set out in Appendix 11. 

 xxi) Authorises the Chief Executive and Chief Officers to pursue the 
development of the options for efficiencies, income and service 
reductions as set out in Appendix 6 for the financial years 2012/13 
and 2013/14 and continue to develop options to close the remaining 
projected gaps in those years. 

 COUNCIL 

It is recommended that Council: 

 i) Notes the Consultation process that was followed as outlined in 
Appendix 1. 

 ii) Approves the revised estimate for 2010/11 as set out in Appendix 2. 

 iii) Approves the use of £0.5M of in year under spends to increase the 
Organisational Development Reserve in 2010/11 to ensure that 
adequate provision is made for the costs associated with the 
implementation of staff related savings. 

 iv) Notes the position on the forecast roll forward budget for 2011/12 
as set out in paragraphs 13 to 23. 

 v) Approves an additional draw from General Fund Balances of up to 
£0.5M in 2011/12 if required during the year. 

 vi) Approves the Invest to Save Bids set out in Appendix 3. 

 vii) Approves the revenue pressures and revenue developments as set 
out in Appendices 4 and 5. 
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 viii) Approves the efficiencies, income and service reductions as set out 
in Appendix 6. 

 ix) Approves the changes to staff terms and conditions set out in 
Appendix 7. 

 x) Approves the dismissal and re-engagement of staff in order to 
implement the changes to terms and conditions in the event that a 
collective agreement cannot be reached with the Unions. 

 xi) Delegates authority to the Chief Executive as Head of Paid Service 
in consultation with the Chief Financial Officer (CFO) and the 
Solicitor to the Council to take any steps in connection with 
amendments to the Terms and Conditions changes, the negotiation 
of any potential changes with the Unions and any process 
associated with the implementation of these changes. 

 xii) Delegates authority to the CFO in consultation with the Solicitor to 
the Council to make changes to the budget for 2011/12 to reflect 
negotiated changes to the proposals or if a collective agreement 
cannot be reached with the Unions 

 xiii) Notes that the Independent Remuneration Panel are currently being 
convened so that they may review and make recommendations on 
Members' Allowances to Standards and Governance Committee 
and thereafter Full Council before September 2011 as required by 
the law. 

 xiv) Approves the General Fund Revenue Budget as set out in 
Appendix 8, which assumes a council tax freeze. 

 xv) Delegates authority to the CFO to action all budget changes arising 
from the approved pressures, bids, efficiencies, income and service 
reductions and incorporate any other approved amendments into 
the General Fund estimates. 

 xvi) Notes that after taking these items into account, there is an 
estimated General Fund balance of £5.1M at the end of 2013/14 as 
detailed in paragraph 54. 

 xvii) Delegates authority to the CFO, in consultation with the Solicitor to 
the Council, to do anything necessary to give effect to the 
recommendations in this report. 

 xviii) Sets the Budget Requirement for 2011/12 at £190,688,500. 

 xix) Notes the estimates of precepts on the Council Tax collection fund 
for 2011/12 as set out in Appendix 10 

 xx) Notes the Medium Term Forecast as set out in Appendix 11. 

 xxi) Authorises the Chief Executive and Chief Officers to pursue the 
development of the options for efficiencies, income and service 
reductions as set out in Appendix 6 for the financial years 2012/13 
and 2013/14 and continue to develop options to close the remaining 
projected gaps in those years. 
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REASONS FOR REPORT RECOMMENDATIONS 

1. The Constitution requires the Executive to recommend to Council on the 16th 
February 2011 its budget proposals for the forthcoming year.  The 
recommendations contained in this report set out the various elements of the 
budget that need to be considered and addressed by the Cabinet in preparing 
the final papers that will be forwarded to Council. 

ALTERNATIVE OPTIONS CONSIDERED AND REJECTED 

2. Alternative options for revenue spending form an integral part of the 
development of the overall Budget Strategy that will be considered at the 
budget setting meeting on 16th February 2011.  Alternative options may be 
drawn up by opposition groups and presented to the same meeting. 

DETAIL (Including consultation carried out) 

 CONSULTATION 

3. Between September 2010 and January 2011, the Council undertook to 
engage local residents and council staff in the process of defining priorities 
and developing the budgets for the coming year, via a range of consultation 
activities.  This consultation was in accordance with the duty to consult under 
Section 65 Local Government Finance Act 1992, and included opportunities 
to get involved in a number of ways, namely: 

• Online via the ‘You Choose’ budget calculator and online staff 
feedback forms.  

• Face to face via three consultation road shows held on market day in 
central shopping locations, a residents’ forum at the Civic Centre, and 
for staff, via open door sessions with the Leader of the Council.  

• By telephone via phone in slots on community radio stations.  

• In writing, via feedback forms and consultation postcards.  

Further insight regarding local priorities was also gathered from residents via 
the 2010 City Survey, which was undertaken during October and November. 

A breakfast briefing was held with the business community in October setting 
out the Council’s budget priorities and assessing the impact of the 
Comprehensive Spending Review on the 2011/12 budget. 

More detail is provided in Appendix 1 on the methods used to consult with 
staff and residents and the feedback received, which has been taken into 
account when developing the budget proposals. 

 

4. The Council is also required to produce Equality Impact Assessments (EIA’s) 
where appropriate where it is felt that proposed savings could have an 
adverse impact on a particular group or individuals.  EIA’s have been 
produced where appropriate for the savings proposals contained in Appendix 
6 and these have been made available in Group rooms.  An EIA in respect of 
the final proposals for Terms and Conditions changes is being prepared and 
will be made available to Members prior to Cabinet on 7th February. 

 ESTIMATED OUTTURN AND REVISED BUDGET 2010/11 

5. This report is concerned mainly with the revenue estimates for 2011/12.  
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However, there are elements of the 2010/11 estimated outturn that will have 
an impact on the overall financial position.  The planned draws from 
balances in the year have been reflected in the balances position shown in 
this report and take into account the overall financial position highlighted in 
the Corporate Monitoring report for the nine months ending December 2010. 

6. The original revenue estimates for 2010/11 assumed a general draw from 
balances of just under £3.5M.  After reflecting the revised forecast position 
from Month 9, this draw reduces by £1.1M to just under £2.4M as show in 
Appendix 2.  The table below summarises the main changes: 

 

 £M 

Increase in cost of Coroner’s Service    (0.060) 

Net Decrease in Interest Paid      1.200 

Contributions to Capital DRF Funding (2.354) 

Exceptional Expenditure & Income      2.354 

Other Expenditure & Income (0.085) 

Reduction in Draw From Balances      1.055 
 

7. Additional charges have been incurred from Hampshire County Council for 
the provision of the Coroner’s Service and it is estimated that the full year 
impact of this be an over spend of £59,500.  The Council bear a proportion of 
the cost of this service based on caseload statistics and this has increased 
above the estimated levels for 2010/11. 

8. Net interest payable is forecast to be below that originally estimated by 
£1.2M as a result of lower than anticipated borrowing costs.  This has been 
as a consequence of lower borrowing levels due to slippage in the Capital 
Programme and capital expenditure and also the fact that we have borrowed 
at lower rates than originally estimated.  Lower rates have been achieved 
through a conscious decision to switch to short term debt which is currently 
available at lower rates then long term debt due to the depressed market. 

9. As a result of two separate issues a favourable variance has arisen which it is 
anticipated will be used to fund additions to the capital programme.  The items 
are: 

• One off Receipt in Consideration of Purchase of One Guildhall Square 
(OGS) – As part of the contractual agreement to purchase OGS the 
Council has received a payment of which £0.9M is not required to fund 
any revenue implications of the purchase. 

• Reduced Street Lighting PFI Payments – During the early stages of the 
PFI contract the Council is to receive ‘service deductions’ in view of the 
fact that the contractor will need time to undertake work to install new 
columns.  These deductions are estimated to be £1.45M in 2010/11.  
These do not represent a failure on behalf of the contractor to deliver the 
investment programme they are technical accounting adjustments as a 
result of the way the contract was structured. 

Additions to the capital programme to the value of £2.35M are included in the 
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in the Capital Programme Update report which is to be approved by Council 
on 16th February 2011 to be funded from the above revenue source. 

10. Having managed the impact of the in year cuts announced by Government to 
ensure that the operating budget for 2010/11 remains in balance, portfolios 
continue to take remedial action to manage a number of the corporate and 
key issues highlighted in this report.  In addition, it has been corporately 
agreed to put in place a spend moratorium on non essential expenditure for 
the final quarter of the financial year.  This has been agreed in order to 
ensure that the support which can be given to the challenging financial 
position the Council faces for 2011/12 can be maximised. 

11. It is recommended that £0.5M is added to the Organisational Development 
Reserve in 2010/11 to ensure that adequate provision is made for the costs 
associated with the implementation of staff related savings.  This will serve to 
reduce the forecast addition to balances from £1.1M to £600,000 and this 
amount is reflected in the balances position shown in paragraph 54. 

 TRANSFER OF FUNDING 

12. As part of the Local Government finance settlement in December it was 
announced that an additional £648M in 2011/12 and £622M in 2012/13 had 
been made available nationally to Primary Care Trusts (PCT) for spending 
on social care services that also benefit the NHS.  Subsequently on 4th 
January it was announced by the Department of Health that a national 
allocation of a further £162M had been made available to PCT’s for 2010/11.  
This funding must be transferred to Local Authorities under section 256 of 
the National Health Service Act 2006 to be spent on services to improve the 
overall health gain.  NHS Southampton City, (NHSSC) have been allocated 
the sum of £776,200 for 2010/11, £3.1M for 2011/12 and just under £3.0M 
for 2012/13.  As required a spending plan totalling £776,200 has been 
agreed with colleagues within NHSSC and the Executive Director for Health 
and Adult Social Care and is already being enacted upon to maximise the 
benefit to Southampton clients in 2010/11.  A spending plan for the future 
year’s allocations is currently under way between colleagues within NHSSC 
and Southampton City Council.  The contractual arrangements to support the 
transfer are also in progress. 

 FORECAST ROLL FORWARD BUDGET 2011/12 

13. The report to Council in July identified a roll forward gap of £12.7M before 
any further revenue developments, pressures or savings were taken into 
account.  At that time savings proposals which would impact on the 2011/12 
budget by more than £4.2M were approved as part of the budget 
development.  However, the revised gap has now been amended to reflect 
changes in the overall position since this date, including the outcome of the 
provisional Local Government Finance Settlement and changes highlighted 
in the Consultation Report. 

14. The provisional Local Government Finance Settlement for 2011/12 was 
received on 13th December 2010.  The provisional settlement position after 
also allowing for the impact of grants transferring into formula grant was 
lower than anticipated in July but within the parameters used for planning 
purposes. 
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15. The Comprehensive Spending Review (CSR) announcement in October 
2010 and then the provisional Local Government Finance Settlement in 
December have confirmed that spending reductions on the scale planned 
are necessary to meet the actual reductions in Government grant that have 
now been announced.  The grant settlement covers the two year period 
2011/12 and 2012/13 and the Council’s loss of formula grant is 10.1% and 
6.6% in the two years respectively.  Though the majority of the former 
specific and area based grants have been transferred into formula grant, the 
reduction in the remaining grants is in excess of 20% in 2011/12.   

16. Though the CSR covers the four year period to 2014/15, the Government 
proposes to carry out a review of grant distribution arrangements prior to 
2013/14; therefore the Government grant payable to the Council in 2013/14 
and 2014/15 is uncertain.  For the purposes of maintaining a three year 
planning horizon, a medium term financial plan covering the period beyond 
2013/14 is being developed based on a further year on year reduction in 
funding of 7% per annum. 

17. The final Local Government Finance Settlement has not been received prior 
to the publication of this report, but any changes resulting from the final 
settlement will be taken into account in a revised budget proposal for the 
Council meeting on 16th February.  In addition announcements in relation to 
a number of grant funding streams are also still awaited and Officers will 
continue to review the impact of any grant cuts with a view to passing on the 
reduction where the grant supports other organisations spending or reducing 
expenditure where the funding is used to provide City Council services.   

18. However, it is also prudent at this stage to assume that a draw on balances 
may be required to manage the overall position.  This report therefore 
requests approval to draw up to £0.5M from balances in 2011/12 if deemed 
necessary by the CFO.  This reduction in balances would need to be made 
good in future years if it took the Council below the minimum recommended 
level of £4.5M. 

19. The council tax base for 2011/12 has been set at 66,644, using delegated 
powers granted by Council on 17th January 2007, which has increased the 
tax base and leads to additional income of £598,400 over and above that 
previously assumed in the Summer. 

20. The estimated Collection Fund surplus at the end of 2010/11 was set at zero 
for the purposes of the original forecast for 2011/12.  Collection rates during 
the year have improved, the bad debt provision has been reduced and a one 
off prior year adjustment due to historic discrepancies which were noted 
during a final review of the 2009/10 accounts and which are now fully 
resolved has been made.  As a consequence of these factors, the latest 
estimate of the surplus has increased to £3.2M.  This funding was 
deliberately not counted in to previous forecasts due to the uncertainties 
around the CSR and grant settlement and is available now to offset some of 
the impacts of the grant reductions. 

21. The position published in July included allowances for a number of items 
such as revenue pressures and bids, which have been rigorously reviewed 
during the Summer, and as a result, a reduction of £1.1M has been achieved 
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in the budget provision required. 

22. The forecast position currently allows for a contribution to be made to 
balances of just over £1.25M which will be used in future years.  The table 
below shows these net changes in the overall forecast position: 

 

  £000’s 

Forecast Deficit in July Mini Budget Council Papers 
 

11,667.1 

Mini Budget Savings Proposals (4,229.0) 

Net Impact of Provisional Local Government Finance 
Settlement 

11,205.6 

Improved Council Tax Base (598.4) 

Collection Fund Surplus (3,244.7) 

Net Reduction in Requirement for Risk Fund, Bids, Pressures & 
Revenue Development Funding Built into July Forecast 

(654.0) 

Addition to Balances   1,268.1 

Revised Forecast Deficit 15,414.7 
 

23. This position shown in the table above represents the ‘base’ position from 
which all three political groups may develop their own budgets taking into 
account the proposals for new spending and savings options put forward by 
Officers.  The specific proposals in this report as set out in the appendices 
and outlined in the following paragraphs represent the Executive’s budget 
proposals for 2011/12. 

 INVEST TO SAVE 

24. During this year’s budget process, services have been asked to put forward 
efficiency savings, which assume that there will be a reduction in cost, 
without there being an overall impact on service provision and the Council’s 
performance.  For some of these proposals there is up front expenditure that 
needs to be incurred before the savings can be realised and these are being 
put forward as Invest to Save Bids. 

25. The Invest to Save Bids, listed in Appendix 3, total £25,000 in 2011/12. 

 REVENUE PRESSURES 

26. Part of the Budget process each year also looks at unavoidable pressures on 
services that will have a financial impact, many of which are outside of the 
control of the service itself.  Examples of these would be volume changes, 
which have a direct impact on costs (e.g. increase in waste levels), 
legislative changes such as new functions and standards, or areas where the 
current budget simply does not reflect the level of activity within the service. 

27. Pressures totalling £217,000 are being recommended for 2011/12 and are 
detailed in Appendix 4. 

 REVENUE DEVELOPMENTS AND REVENUE BIDS 

28. Each political group also has the opportunity to put forward new proposals 
for spending as part of the budget process which reflect their priorities for 
service provision.  Spending to fund revenue developments is detailed in 
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Appendix 5 and totals just under £2.25M in 2011/12.  Most of these 
developments reflect ongoing commitments that were approved as part of 
the budget in previous years. 

29. The majority of the revenue developments are complex and strategic 
projects around which there are uncertainties in relation to timing and speed 
of progress.  Consequently, the funding for revenue developments is placed 
into a Revenue Development Fund to enable the Council to retain flexibility 
in funding.  Approval to release this funding, making adjustments between 
schemes and in the timing as required, is delegated to the Executive Director 
of Resources following consultation with the Cabinet Member for Resources 
and Workforce Planning. 

30. Services are normally invited to put forward a series of bids in order to fund 
new spending initiatives but given the financial position this year no bids 
have been progressed for 2011/12. 

 EFFICIENCIES, INCOME AND SERVICE REDUCTIONS 

31. The 14th July 2010 Council report set out a forecast budget gap of just under 
£11.7M and at that point, proposals for efficiencies, income generation and 
service reductions were required to bridge a revised budget gap of just under 
£15.0M after further revenue developments, pressures or savings were 
taken into account.  The following actions are now reflected in the base 
position: 

 

• Mini budget savings proposals of £4.2M. 

• Impact of the Provisional Local Government Settlement £11.2M. 

• Increase in Council Tax Base which delivers additional revenue of 
£0.6M. 

• Reduction in allowance required for pressures, revenue developments 
and bids of £1.6M. 

• £3.2M Collection Fund surplus primarily from a one off adjustment 
reported in the 2009/10 accounts but also from the continued high 
levels of collection of the council tax over recent years. 

 

Taking the above factors into account, savings of £16.6M are therefore 
required to balance the draft budget for 2011/12 at an assumed council tax 
increase of zero.  This also allows for the receipt of central government grant 
funding to ‘reimburse’ the Council for the loss of 2.5% of additional council 
tax income forgone through freezing council tax. 

32. The Executives recommendations for efficiencies, income generation and 
service reductions now total over £17.9M, including £5.0M from Terms & 
Conditions changes and £0.8M from a reduction in management posts, and 
are set out in detail in Appendix 6.  This also allows an addition to balances 
of just under £1.3M which can be used in future years. 

33. The savings proposals inevitably have an impact on staffing within the City 
Council with 205.08 FTE posts affected of which 29.30 are currently vacant 
and 175.78 are in post.  A further reduction of 35 to 40 posts was also 
identified as part of a proposed 20% reduction in management posts 
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following the Chief Executive’s announcement in January on changes to the 
Directorate Structure of the Council.  Some of these posts will however 
overlap with the detailed proposals contained in Appendix 6. 

34. Those proposals in Appendix 6 approved when the Full Council sets its 
budget on 16th February will fall into the classification of ‘urgent, unplanned’ 
reductions in employee numbers.  Therefore, employees will be notified that 
they are being placed on the ‘Redeployment Register’ following Full Council 
decision on 16h February for a period of three-months.  This has resulted in 
some of the financial savings being reduced in order to take account of the 
part year costs of redeployment, and any extension to that period would 
undermine the Councils financial planning process as the balanced budget is 
based upon this redeployment approach.  The restructure process and timing 
for the management restructure has yet to be announced. 

 TERMS AND CONDITIONS CHANGES 

35. The scale of the reductions in local government funding has meant that the 
Council has been forced to look at radical options for reducing expenditure 
across services.  One of these options is to reduce the terms and conditions 
of staff to produce recurring savings.  A commitment has been given by this 
Executive that no further changes to terms and conditions will be sought for 
the purposes of budget savings. 

36. While it is recognised that the individual impact of such changes on staff 
would be difficult, this must be set against the alternative option which would 
have been to look at further cuts in services with the consequential loss of 
further jobs.  Given the impact of this alternative on those individuals who 
may have been made redundant and on the customers who rely on the 
services, it is felt that changing terms and conditions should feature as a 
proposal for the 2011/12 budget and beyond. 

37. A series of negotiation meetings were held with the Unions and various 
communications with staff were sent out to update them on changes to 
proposals and the Council / Union positions.  The Council also faced an 
added complication in respect of school support staff in Community and 
Voluntary Controlled Schools and sought legal advice on this matter, 
together with meetings with Head Teachers and Chairs of Governors.  It was 
therefore not until after Christmas that it was confirmed that school support 
staff would be included in the proposed changes to terms and conditions. 

38. However, in strict legal terms, although staff in these types of schools are 
employed by the City Council, it is the Governing Bodies that set their terms 
and conditions and the Council does not therefore have the power to impose 
these changes on school support staff.  Chairs of Governors were therefore 
asked to hold extraordinary meetings of their Governing Bodies to agree to 
implement any changes to terms and conditions approved by Full Council as 
part of the Budget in order to avoid any potential equal pay issues. 

39. At the time of writing this report only a few Governing Bodies had met and 
those that had were not agreeing to implement these changes.  However, 
this does not alter the Council’s requirement to implement any changes to 
pay on a consistent basis across its workforce and therefore the 
recommendations in this report will still apply to schools support staff albeit 
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that the Council does not have the power to enforce this.  It will however 
continue to urge Governing Bodies to agree to implement the changes. 

40. A final offer in respect of the changes to terms and conditions was made to 
the Unions on 26th January which reflected feedback given to the Council by 
staff throughout the negotiation process.  The offer is detailed in Appendix 7. 

41. The Unions are currently balloting their Members on the revised offer and at 
the time of writing this report the Council does not know if the 
recommendation of the Unions to their members is to accept or reject the 
proposals and the outcome of the ballot will not be known until after Full 
Council meets to set the budget and Council Tax. 

42. This report and financial appendices have been prepared on the basis that a 
collective agreement is reached with the Unions on the current proposals.  
This is not an attempt to pre-empt the decision, it is simply that the papers 
must be prepared on some basis and this was the one that was chosen. 

43. The recommendations in this report delegate authority to the Chief Executive 
as Head of Paid Service in consultation with the CFO and the Solicitor to the 
Council to take any steps in connection with amendments to the Terms and 
Conditions changes, the negotiation of any potential changes with the 
Unions and any process associated with the implementation of these 
changes.  If a collective agreement cannot be reached then the Council will 
need to dismiss and re-engage staff in order to enforce the changes to terms 
and conditions.  None of these changes including dismissal and re-
engagement can be applied to school based staff without the agreement of 
the Governing Bodies. 

44. In the event that changes are made to the proposals, this will have an impact 
on the budget position presented in this report as will the process of 
dismissing and re-engaging staff since a period of 90 days notice will be 
given.  The recommendations in this report therefore also delegate authority 
to the CFO in consultation with the Solicitor to the Council to make changes 
to the budget to take account of these implications.  In reality any loss of 
savings arising from either of these issues will be made up through a draw 
from balances on a one-off basis and the on going impact will then need to 
be addressed as part of setting the budget for 2012/13. 

 MANAGEMENT RESTRUCTURE 

45. The new Chief Executive started with the Council in November 2010 and 
since his appointment he has been considering the structure of the Council 
both in light of the financial position of the authority but also in response to 
the changing environment in which the Council must operate taking into 
account the changes in the NHS and school sector in particular. 

46. His original intention was to take stock of the organisation and seek views on 
future direction and structure and to put forward restructure proposal before 
the beginning of the new financial year.  However, the severe pressures on 
the budget together with the pace of change in Government Policy and the 
public sector generally have accelerated the need for organisational change.  
Therefore, a letter was sent out to all staff on 19th January setting out 
proposals for a new Directorate structure and the intention to reduce 
management posts by 20% across the organisation (which includes some 
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proposals already submitted for middle management posts and detailed in 
Appendix 6). 

47. Detailed proposals in respect of these reductions are still being drawn up 
and formal consultation will commence with staff in February.  At the moment 
therefore the savings in respect of these changes can only be forecast and 
provisional sums of £0.8M in 2011/12 and £1.5M in 2012/13 have been 
included in these budget proposals.  Any changes to these amounts will be 
reported separately once the final reductions are known. 

 PROPOSED BUDGET PACKAGE 

48. Summarised below is the proposed budget package put forward by the 
Executive for consideration.  The detailed analysis is reflected in the General 
Fund Revenue Account set out in Appendix 8 and shows the changes from 
the base position outlined in paragraphs 13 to 23.  The proposals are based 
on a Council Tax freeze and include a contribution to balances of just over 
£1.25M. 

 

  
£M 

Total roll forward spending (after addition to balances)   206,103.2 

Invest to Save Bids (Appendix 3)            25.0 

Pressures (Appendix 4)          217.0 

Revenue Developments (Appendices 5)       2,248.3 

Efficiencies, Income and Service Reductions (Appendix 6) (12,058.0) 

Corporate Savings – Terms & Conditions (5,047.0) 

Corporate Savings – Management Restructure (800.0) 

Budget requirement   190,688.5 
 

 COUNCIL TAX 

49. The Budget Requirement shown in Appendix 8 is used to calculate the level 
of council tax for 2011/12.  After taking into account Government Grants and 
an assumed surplus on the collection fund at the end of 2010/11 of just over 
£3.2M, the total amount to be met by council tax payers is £82,585.6M.  This 
is then divided by the council tax base set by the Executive Director for 
Resources following consultation with the Cabinet Member for Resources 
and Workforce Planning to give the basic amount of council tax for the year 
of £1,239.21, which is a zero increase.  The full calculation is set out in 
Appendix 9. 

50. The estimates of the payments from the Collection Fund in the form of 
precepts for 2011/12 are set out in Appendix 10.  This includes preliminary 
figures for the Police and Fire authorities, for whom proposed council tax 
increases of zero have been assumed.  The Appendix therefore shows that 
when these items are added to Southampton’s council tax, the overall 
increase remains at zero  These figures will not be confirmed until the budget 
setting day.  
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 GENERAL FUND BALANCES 

51. It is important for Cabinet and Council to consider the position on balances.  
Balances are used either to: 

• support revenue spending, 

• support the capital programme, or 

• provide a ‘working’ balance at a minimum level suggested by the 
Chief Financial Officer (CFO) with any projected excess being 
available to fund any one-off expenditure pressures or to reduce the 
council tax on a one-off basis. 

The latter option is not recommended by the CFO. 

52. Several years ago, CIPFA issued guidance on a risk based approach to 
setting an appropriate level of reserves.  The CFO at the time produced a 
calculation for the City which took into account factors such as: 

• Exposure to pay and price inflation 

• Volatile areas of income generation 

• Demand led service expenditure 

• Exposure to interest rate variations 

• Contractual commitments 

• Achievement of budget savings 

• VAT partial exemption risk 

53. This calculation is updated periodically to reflect current levels of expenditure 
and income and treasury management operations and also new 
considerations such as partnership arrangements.  Based on this calculation, 
the minimum level of balances was increased from £4.0M to £4.5M in line 
with the good practice guidance several years ago.  This level was reviewed 
last year and despite new risks around government grant and interest rate 
exposure, other changes (such as risks around the Capita contract now that 
we are over three years in) have meant that the minimum level of balances 
remain at £4.5M.  It is also important to set this figure against the fact that 
since becoming a unitary authority in 1997 the Council has never had to use 
its minimum balances to address a financial problem. 

54. The table below shows the position for balances after taking into account the 
outturn for 2009/10, the estimated outturn for 2010/11, the budget proposals 
set out in this report and the current update of the capital programme. 
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 2010/11  2011/12 2012/13 2013/14 

 £000’s £000’s £000’s £000’s 

Estimated Opening Balance 19,849.5 13,315.9 11,111.4 7,301.2 

Net Draw  from / (to) Revenue  1,318.8 1,168.1 (1,340.0)  

Draw to Support Capital (2,787.0) (57.0)   

Draw for Strategic Schemes (5,065.4) (3,315.6) (2,470.2) (2,159.7) 

Closing Balance 13,315.9 11,111.4 7,301.2 5,141.5 

55. The above projection includes an addition to the to the Organisational 
Development Reserve of £0.5M in each of the years from 2011/12 to 
2013/14 in order to ensure that adequate ongoing provision is made for the 
costs associated with the implementation of staff related savings. 

56. Whilst the level of balances by 2013/14 remains above the minimum 
required amount of £4.5M, at this stage it is not intended to use this to 
support the revenue budget in 2012/13 because this forecast does not reflect 
the possible draw of up to £0.5M which may be needed in 2011/12 as 
outlined in paragraph 18 due to uncertainties in the budget. 

 MEDIUM TERM FORECAST 

57. A roll forward forecast has been estimated for 2012/13 and 2013/14 taking 
into account the future years effects of the proposed pressures and savings 
as set out in this report.  The forecast is included as Appendix 10.  The 
funding gap will be reviewed and addressed as part of the ongoing 
development of longer term financial planning and Members are being asked 
to authorise the Chief Officers Management Team to pursue the 
development of future years options highlighted in Appendix 6. 

58. The CSR announced in October was for a four year period but the 
provisional Local Government Settlement released in December was only for 
two years.  As no figures are available beyond 2012/13 it is difficult to move 
any further towards a more robust rolling three year financial plan.  This is 
exacerbated by the economic climate, uncertainty about Government 
spending plans in future years and possible changes to local authority 
funding.  The intention remains, however, to produce a high level plan 
containing longer term objectives that can be pursued outside of the annual 
budget process and the current forecasts assume a further reduction of 7.0% 
per annum in Government funding for 2013/14 and also 2014/15.  

59. Further work will be undertaken in the next few months to ensure that the 
assumptions built into the forecast for 2012/13 are robust and reflect the 
latest predications in relation to key variables such as inflation and interest 
rates.  The intention is that an updated forecast will be presented to Council 
in the Summer if appropriate.  

 

60. Appendix 11 also includes an increasing sum for future options for 
efficiencies, income and service reductions in later years that the Chief 
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Officers Management Team need authorisation to develop and progress. 

61. Future savings have also been included in the medium term forecast of 
£5.7M in 2012/13 rising to £10.4M in 2013/14.  These items are work in 
progress and will be further developed in the coming year. 

RESOURCE IMPLICATIONS 

Capital  

62. The revenue implications of funding the capital programme through supported 
and unsupported borrowing are reflected in the 2011/12 estimates presented 
in Appendix 8. 

Revenue 

63. As set out in the report 

Property/Other 

64. None 

LEGAL IMPLICATIONS 

Statutory power to undertake proposals in the report:  

65. The Executive has a legal responsibility to recommend a budget to the 
Council. 

 

Other Legal Implications:  

66. Appendix 12 sets out a detailed synopsis of the legal issues associated with 
budget setting within Local Government and Appendix 13 fulfils the Chief 
Financial Officers statutory duty under the LGA 2003 for reporting on the 
robustness of the budget proposals and the adequacy of reserves. 

POLICY FRAMEWORK IMPLICATIONS 

67. This report sets out the Executive’s proposed budget to Council which is 
being developed in line with the constitution and forms an integral part of 
budget and policy framework. 

 

AUTHOR: Name:  Andrew Lowe Tel: 023 8083 2049 

 E-mail: Andrew.Lowe@southampton.gov.uk 

KEY DECISION?  YES 

WARDS/COMMUNITIES AFFECTED: ALL 
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SUPPORTING DOCUMENTATION 

Non-confidential appendices are in the Members’ Rooms and can be accessed 
on-line 

Appendices  

1. Report on Budget Consultation Process and Outcomes 

2. Revised General Fund Revenue Budget 2010/11 

3. Summary of Invest to Save Bids 

4. Summary of Revenue Pressures 

5. Summary of Revenue Developments 

6. Summary of Efficiencies, Additional Income and Service Reductions 

7. Terms & Conditions Proposals 

8. 2011/12 General Fund Revenue Account  

9. 2011/12 Council Tax Calculation 

10. 2011/12 Collection Fund Estimates 

11. Medium Term Financial Forecast 

12. Statutory Power To Undertake Proposals In The Report 

13. Chief Financial Officers View On The Budget 

Documents In Members’ Rooms 

1. Equality Impact Assessments 

Integrated Impact Assessment  

Do the implications/subject of the report require an Integrated Impact 
Assessment (IIA) to be carried out. 

Yes/No 

Other Background Documents 

Integrated Impact Assessment and Other Background documents available for 
inspection at: 

Title of Background Paper(s) Relevant Paragraph of the Access to 
Information Procedure Rules / Schedule 
12A allowing document to be 
Exempt/Confidential (if applicable) 

1. CHANGES TO EXISTING REVENUE AND CAPITAL BUDGETS – Cabinet 
5th July 2010 and Council 14th July 2010 
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‘YOUR CITY, YOUR SAY’ BUDGET CONSULTATION REPORT 
 
 

PURPOSE OF THE REPORT 
 
The ‘Your City, Your Say’ Budget Consultation aimed to engage local residents in the 
process of developing council budgets and priorities and to help identify potential cost and 
efficiency savings that may enable the Council to offset reductions in government 
spending and grant funding.  Alongside this work, the Council also ran a ‘Your Council, 
Your Say’ consultation with its staff – giving them the opportunity to use their insight to 
identify solutions that may generate revenue or reduce inefficiency within the organisation.  
This report summarises the main findings of both consultations, which were undertaken 
between October 2010 and January 2011.  

 
1. THE CONSULTATIONS  
 

• Over 500 people used the online ‘You Choose’ budget calculator, of whom 334 
could be identified as living within Southampton. 

• 120 consultation postcards were completed by visitors to the market day 
consultation road shows in Bitterne, Shirley and the Town Centre.  In addition, the 
Leader and Deputy Leader of the Council spent 12 hours speaking with local 
residents and shoppers who dropped by. 

• 13 ‘harder to involve’ residents visited the civic centre for a ‘Your City, Your Say’ 
forum - which included a brief tour, presentation and discussion with the Leader 
and Deputy Leader of the Council.  

• 11 people submitted ‘Your City, Your Say’ feedback forms, available via the 
Council’s website, or as hard copy on request. 

• Local residents also shared their ideas with Councillors via one hour ‘phone in’ 
slots on Unity One and AWAAZ community radio stations. 

 
246 council staff submitted consultation forms, with a further 26 staff attending Open 
Door sessions with the Leader of the Council, and 6 staff submitting suggestions by 
email. 
 
In addition, this report considers aspects of the ‘Your City, Your Say’ survey, completed 
by 1,171 residents in Autumn 2010, which included questions on City priorities. 

 
2. KEY FINDINGS - RESIDENTS 
 

• No-one wants to see services lost or facilities closed.  Participants would much 
rather see services reduced than stopped altogether. 

• The Council should concentrate its provision on ‘must have’s’, rather than 
perceived ‘nice to have’s’. 

• In particular, participants valued services for vulnerable and older people, services 
that would encourage children and young people’s development and services that 
keep people safe.  They would also prioritise maintenance of roads and 
pavements, increasing employment, and locally accessible community services.  

• Many of the participants felt that local communities could be encouraged and 
enabled to take responsibility for aspects of their area.   

Agenda Item 4b
Appendix 1
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• Participants would broadly support opportunities to maximise the Council’s 
income, and felt that further efficiency savings could still be applied in a number of 
areas. 

 
3. KEY FINDINGS – STAFF 
 

In the light of the funding cuts and potential for reduced services over the next three 
years, staff responding to the consultation felt that the top priorities for the City Council 
should be to: 
 

1. Maintain and refocus on core, and essential front line, services. 
2. Support vulnerable people. 
3. Reduce staff turnover.  
4. Reduce crime and anti-social behaviour. 
5. Support children, young people and families. 
6. Encourage economic growth and job creation. 
7. Increase educational achievement, and training for young people. 

 
Respondents were keen that the Council should provide value for money services that 
met residents’ needs.  The consultation also generated almost 800 ideas and 
suggestions as to how the Council could work more efficiently – the majority of which 
can broadly be grouped into nine areas: 
 

Joint working Human Resources 
Terms and 
Conditions 

Outsourcing and 
Procurement 

Energy Saving 
Administrative 
Resources 

Revenue generation ICT Service Specific 

 
N.B.  A full list of suggestions can be reviewed internally, following the link on 
the front page of the Intranet. 

 
4. RESIDENTS’ VIEWS - SERVICE PRIORITIES 
 

Residents who visited the ‘Your City, Your Say’ Roadshows recognised and used a 
wide range of services provided by the Council.  They placed particular value on: 

 

• Community services: such as local libraries, community safety, SureStart centres 
and local contact points (e.g. housing offices, walk-in centres)  

• Services that support elderly and vulnerable residents.  

• Leisure facilities: including swimming pools, leisure centres, youth clubs and 
parks. 

• Waste and recycling. 

• Cultural facilities: such as museums, the art gallery and city events. 

• Maintenance of roads and pavements. 
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Residents who attended the Civic Centre Forum discussed a wide range of Council 
services.  They prioritised:  

 

• Quality of education 

• Maintenance of roads, pavements and cycle routes 

• Human contact - being able to approach the Council and receive support to 
resolve issues. 

• Support for vulnerable people. 

• Assisting communities in taking responsibility for their local area. 
 
 

The service areas where Southampton residents using the ‘You Choose’ budget 
calculator applied the lowest budget cuts (below 7%) were as follows: 

 

• Services for Adults With Mental Health Needs 

• Support for Children & Young People in Schools 

• Services for Children & Young People 

• Support for Children With Special Educational Needs 

• Services for Adults With Physical or Sensory Disabilities 

• Homelessness, Advice & Enforcement 

• Services for Adults With a Learning Disability 

• Children's Social Care Services 

• Services for Older People (Age 65+) 
 
 

The following challenges were identified by City Survey respondents as the most 
important priorities for Southampton, and also those most in need of improvement. 

 

Most Important Most Needs Improving 

1. Increasing job growth and 
employment 

1. Increasing job growth and 
employment 

2. Reducing crime and antisocial 
behaviour 

2. Reducing crime and antisocial 
behaviour 

3. Keeping children safe 3. Improving roads, pavements and 
street lighting 

4. Improving roads, pavements and 
street lighting  

4. Keeping children safe 

5. Supporting vulnerable people 5. Supporting vulnerable people 

 
1,171 respondents. Priorities chosen from a list of 18 challenges, plus an option to suggest their 
own. 

 
5. RESIDENTS’ SUGGESTIONS FOR CHANGE – ROADSHOWS, FEEDBACK FORMS 
AND FORUM. 

 
a) In General 

There was a broad recognition and acceptance amongst participants that the 
majority of savings would impact on universal services, as opposed to those used by 
fewer, but more vulnerable residents.  Road show participants also tended to 



4 

comment on the services they used directly.  Therefore, very few of the savings 
suggestions encompassed services provided by the Children’s Services and 
Learning, or Health and Adult Social Care directorates.   

The one key message that was clear across the consultation, was that no-one 
wanted to see services lost or facilities closed.  Participants would much rather see 
services reduced than stopped altogether.  They reasoned that people would adapt 
to (e.g.) shorter contact hours or slightly longer journeys, but feared that once a 
service had stopped, it would be very difficult for it to return.   

The Forum participants, in possession of more detailed information, were particularly 
keen that the required 2011/12 savings of 7%1 should be applied equally across the 
board.  They felt strongly that a small reduction in all services was preferable, and 
suggested that even statutory services could look to operate more efficiently.  

Generally, participants were also keen to preserve the opportunity for direct local 
contact with the Council.  Those who had used Gateway or community facilities such 
as housing offices found it reassuring to be able to speak directly with council staff 
when problems arose.  However, if value could be added or savings made through 
shared provision of non front facing services with other councils then they were 
happy for this to be considered.  

b) Service Reductions 

When deciding where the reduction should apply, participants asked that the 
Council concentrate its provision on ‘must have’s’, rather than perceived ‘nice to 
have’s’.  

For example, they would much rather that existing roads and pavements were 
properly maintained and repaired, than money spent on new traffic light junctions or 
gyratory systems.  Similarly, flower pots, community artwork and new museums 
were seen as desirable, but not essential in the current climate. 

Given the extent of the cuts required, most of the residents consulted were not 
adverse to alternate weekly collection of household waste.  However, they felt that 
should this be adopted, alternative provision should be made for families and 
residents in larger households – for example by providing them with larger bins.  
Participants also felt that the green waste collection service should be suspended 
during the winter months, arguing that the amount they generated dropped markedly 
at this time.  Some suggested that staff could be transferred to seasonal jobs of 
higher priority, such as road and pavement gritting. 

Street lighting was another key area where participants felt that savings could be 
made.  They were broadly in favour of street lights being dimmed or switched off at 
night – provided crime levels were taken into consideration and monitored. 

Libraries were an often mentioned area.  Although not always regular users, 
participants recognised the value of a local service, and would rather see opening 
hours reduced by one day a week than branches close.  To maintain the service, 
they also suggested that the libraries could be better utilised – incorporating more 
community groups or book clubs; or that some services – for example reading 
groups or even internet usage - could attract a fee. I f branches were to close, some 
proposed using a mobile library to maintain the service. 

Council tenants who took part in the consultation suggested that the Council should 
use good quality fittings that will last longer when fitting out council properties, rather 

                                                
1
 This was the extent of the know savings requirements at the time. 
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than making false economies.  They noted that more could also be done to 
encourage tenants to look after their properties.   

Whilst participants understood the value of City View Magazine, some did question 
whether savings could still be made – perhaps via less regular publication, by 
investigating online publication options, or through increased advertising revenue. 

c) Community Involvement 

Many of the participants felt that local communities could also be encouraged and 
enabled to take responsibility for aspects of their area.  Where services had to be 
cut, rather than losing them altogether they would prefer that the Council provide 
support to help local residents and volunteers maintain provision. With the 
consultation being undertaken during the winter months, gritting was often used as 
an example – wherein residents noted they would be happy to undertake the 
spreading on local roads and pavements, if only grit bins were made available to 
them.  Others suggested maintenance of local play parks and outdoor space, litter 
picking and organising local activities could be undertaken by the local community.  

Some people also suggested that means testing should be applied more widely to 
council services, so that people who could afford to contribute would do so. 

d) Staffing 

Participants sympathised with staff facing wage cuts, but accepted that this was 
required.  However, there was some feeling that the highest paid senior managers 
should face larger reductions. 

Some also perceived that the Council was overstaffed and could become a leaner 
organisation.  However, whilst a small number mentioned staff cuts, more felt that 
the amount of Councillors could be reduced.  They queried why, if the Council could 
become more efficient, its political representatives could not do likewise. A reduction 
to two Councillors per ward was regularly suggested, and participants were in favour 
of the currently proposed reduction in expenses.  

 
6. RESIDENTS’ VIEWS - THE ‘YOU CHOOSE’ BUDGET CALCULATOR  
 

334 Southampton residents completed the ‘You Choose’ online budget calculator.  
Respondents were asked to set a budget from a range of service, income and savings 
options in order to limit the local Council Tax increase to less than 3%.  The table below 
shows the average reductions in service budgets applied, and the proportion of 
residents who applied a decrease, rather than an increase, to each service area 
budget. 
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Service Area Average 
reduction 

£ 

Reduction 
% 

Current 
Service 
Budget 

New 
Budget if 
Reduction 
Applied 

Respondents 
Applying a 
Decrease  

% 

Art Gallery & Museums 286,971 15.0 1,916,354 1,629,383 94 

Legal and Democratic Services 623,371 14.6 4,276,300 3,652,929 98 

Sports & Recreation 460,077 14.4 3,195,554 2,735,477 94 

Customer Services, 
Communication and Public 
Information 

419,152 13.5 3,099,400 2,680,248 98 

Libraries 393,010 13.5 2,911,592 2,518,582 93 

Parks & Open Spaces 481,992 12.8 3,759,300 3,277,308 92 

Economic & Community 
Development and Support to 
Voluntary Groups 

487,378 11.5 4,250,200 3,762,822 90 

Land and Buildings 875,506 11.4 7,702,500 6,826,994 94 

Support Services  2,563,175 10.9 23,468,900 20,905,725 97 

Highways and Parking 549,671 10.3 5,331,200 4,781,529 88 

Payments and Benefits 222,831 10.1 2,212,900 1,990,069 94 

Community Safety 162,151 9.9 1,636,600 1,474,449 88 

Planning and Building Control 695,267 9.5 7,344,400 6,649,133 88 

Protecting the Environment 66,005 9.3 709,200 643,195 89 

Environmental Health and 
Consumer Protection 

218,137 9.3 2,355,500 2,137,363 86 

Refuse and Recycling 1,040,084 8.6 12,057,700 11,017,616 88 

New Affordable Homes 47,485 8.3 568,900 521,415 84 

Street Cleansing and Enforcement 98,350 7.8 1,260,700 1,162,350 88 

Services for Adults With Mental 
Health Needs 

345,756 6.4 5,400,750 5,054,994 87 

Support for Children & Young 
People in Schools 

315,835 6.2 5,074,601 4,758,766 84 

Services for Children & Young 
People 

57,245 6.1 937,801 880,556 83 

Support for Children With Special 
Educational Needs 

75,381 5.8 1,292,048 1,216,667 82 

Services for Adults With Physical 
or Sensory Disabilities 

321,250 5.7 5,602,110 5,280,860 86 

Homelessness, Advice & 
Enforcement 

66,968 5.7 1,174,300 1,107,332 84 

Services for Adults With a 
Learning Disability 

777,839 5.5 14,065,250 13,287,411 88 

Children's Social Care Services 838,007 3.8 21,958,050 21,120,043 81 

Services for Older People (Age 
65+) 

147,970 0.5 27,665,790 27,517,820 87 

Total Budget Reduction 12,636,864       
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7. ‘YOU CHOOSE’ INCOME OPTIONS 
 

The table below shows the proportion of respondents who felt that the Council should 
be maximising the proposed income options in the ‘You Choose’ budget calculator.  

 
Income Option 

(Base: 334 Southampton Respondents) 
% 

Maximise Income from Property Portfolio 68 

Refuse Collection Charges and Fines 52 

Increase Fees & Charges  52 

Increase Adult Social Care Client Income  38 

 
8. ‘YOU CHOOSE’ SAVINGS OPTIONS 
 

The table below shows the proportion of respondents who felt that the Council should 
apply each of the proposed savings options in the ‘You Choose’ budget calculator.  

 
Savings Option (Base: 334 Southampton Respondents) % 

Reduction in Councillors’ Allowances 86 

Improve Property and Asset Management 81 

Better Purchasing & Outsourcing 76 

Increased Electronic Service Delivery 74 

Reduction in the Staff Car Mileage Allowance and Restructure of 
Essential User Car Allowance 

69 

No Progression Along Pay Scale for All Staff and Senior 
Managers for Two Years 

52 

Changes to Staff Terms and Conditions Including a Reduction in 
the Working Week by Two Hours 

32 

 
Overall, 41% of Southampton residents that completed ‘You Choose’ set a budget that 
would see Council Tax increase by 1%-3%, a quarter set a budget that would have no 
impact on Council Tax, and a third set a budget that would see a decrease in Council 
tax with the shortfall made up through additional expenditure cuts.   

 
9. STAFF SUGGESTIONS FOR EFFICIENCY SAVINGS AND REVENUE GENERATION 
 
Joint Working (112 comments): Both internal and external joint working were 
encompassed in the wide range of comments received.  Respondents felt that the 
Council should consider integrating specialist services with neighbouring local 
authorities, as well as closer working with partner agencies.  Externally, the concept of 
shared services was felt to be particularly relevant with regards to procurement, public 
health, recruitment, communications, housing support, sustainable transport and also 
venue space.  Responding staff were also keen to work more closely with third sector 
organisations and voluntary groups – in order to enhance service provision where 
council resources were limited - and to encourage community responsibility.   
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Internally, respondents feel that the Council should adopt a more ‘interdepartmental’ 
approach to maximise resource, and avoid duplication and inefficiencies caused by silo 
working.  
Human Resources (156 comments): Respondents felt strongly that the Council’s 
staffing structure had developed too many layers.  They favoured streamlining, so that 
the number of managers was proportionate to the amount of staff delivering services, in 
order to help reduce bureaucracy and enable more time to be spent on front line 
service provision.  

Many also argued that non-managerial staff should be better empowered to share their 
experiences and ideas to improve service delivery.  They noted that those working 
directly with service users could provide a different perspective on how efficiencies 
should be made – a resource currently felt to be underused, or worse, overlooked at 
the cost of hiring expensive consultants.  

Some respondents questioned whether the number of Councillors in each ward could 
be cut from three to two, rationalising that efficiency savings should be made across the 
board. 

Terms and Conditions (123 comments): Respondents were particularly anxious to 
avoid redundancies.  Instead they suggested a range of alternative options that would 
spread the impact, including universal reductions in contracted hours or salaries, a 
review of overtime, sickness, travel and expense policies, pay rise suspension, 
increments subject to strict appraisal, and reductions in executive pay.  Concerns were 
also raised regarding the impact of pay cuts on the lowest paid staff. 

Outsourcing and Procurement (83 comments): A notable number of respondents 
felt frustrated by the current outsourcing and procurement arrangements that the 
Council had negotiated, and were unclear on how these were able to save the Council 
money.  In the light of changed economic climate, they advocated a review of external 
suppliers and contracts, to ensure that these are efficient, offer the best possible value 
for money, meet local needs, and can be monitored effectively and held to account for 
under achievement.  

Energy Saving (41 comments): Initiatives to save energy were felt to be a common 
sense and simple way to save money.  Respondents gave a number of examples of 
wasteful lighting and heating of council buildings, as well as equipment being left on 
when not in use.  Provision of bottled water was also seen as a luxury, rather than a 
necessity.  

Administrative Resources (51 comments): Suggestions here encompassed a range 
of simple measures that, implemented across the Council, could generate a larger cost 
saving.  These included restricting use of first class post and colour printing, 
encouraging reuse of internal post envelopes and recycling of equipment across 
divisions.  Respondents also felt that savings could be made through the use of 
corporate credit cards, and by ending internal recharges, and the associated paperwork 
and administration. 

Opportunities for revenue generation (33 comments): The comments in this section 
can broadly be grouped into four areas.  Firstly, greater commercial exploitation of 
council services; secondly, realising the value of council assets (in particular the 
underused art collection); thirdly, proactively pursuing external funding and income; and 
finally enabling generated income to be used across the Council, rather than being ring 
fenced in certain areas.  

ICT (42 comments): Respondents felt that many aspects of the Council’s ICT system 
prevented them working efficiently.  Strong concerns were raised about the significant 
amount of time wasted and stress caused due to unreliability, and it was suggested that 
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staff using new systems should be consulted prior to purchase to ensure service needs 
were met.  Some respondents wondered replacing computers less regularly would save 
the Council money, whilst others felt the Council should be more open to embracing 
mobile technologies and online, open source, software. 

 
10. SERVICE SPECIFIC SUGGESTIONS (160 COMMENTS) 
 

Communications: Respondents felt that the distribution of City View Magazine to staff 
was wasteful.  It was suggested that the magazine should instead be available via the 
intranet, as could the In-View staff publication.  In terms of more general resource, 
there was concern about money being wasted on ineffective and duplicate internal and 
external communication. 

Environment: Although recognised as not being politically popular, respondents still felt 
strongly that alternate weekly bin collections should be trialled in Southampton.  
Charges for garden waste collection, bin delivery and bulk collection were also 
suggested.  In terms of transport, respondents suggested reviewing the quality and 
efficiency of road repairs and fleet transport. 

H&ASC: The key saving here was to reduce over assessment of clients and repetition 
of referrals.  Respondents also felt that a number of key processes in the directorate, 
such as safeguarding, Putting People First, RAS system, and processing of invoices, 
could be streamlined, making them more efficient. 

Children’s Services: Respondents recognised the importance of services in this area, 
so to make savings, were keen that initiatives should concentrate on core provision, at 
the expense of aspects like provision of laptops for school children, events, taxis for 
transport to/from school and even new capital programmes.  

Neighbourhoods: Many comments in this area related to developing volunteering, 
encouraging community empowerment and improving cross directorate working as 
specified in earlier sections.  Other comments encompassed scaling back large scale 
events, better use of unoccupied land for council housing, transferring management of 
council housing stock to an external provider, development of joint community facilities 
(e.g. libraries and housing offices), and reducing expenditure on the Sea City Museum. 

 
11. ABOUT THE YOUR CITY, YOUR SAY BUDGET CONSULTATION 
 

The ‘Your City, Your Say’ Budget Consultation was undertaken between October 2010 
and January 2011.  In accordance with the Council’s statutory duty, its primary aim was 
to consult local residents about local priorities, prior to the finalisation of the 2011/12 
budget.  

The consultation was qualitative in nature – its objective being to provide people with 
the opportunity to express their views, to explore concepts and to generate ideas, 
rather than collate statistics.  That said, it was important that as many residents as 
possible were given the opportunity to participate, should they choose to do so. 

A series of wide ranging communications and media channels were therefore used, to 
extend the invitation. These included: 

• Local and Community Radio Stations – a one hour ‘phone in’ slot on Unity 101 
and AWAZZ stations, and news bulletins on Radio Solent.  

• Written Press - articles in the Southern Daily Echo and press releases made 
available to all local media. 
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• Lead article on the Southampton City Council website homepage throughout the 
duration of the consultation period. Further information on the website’s 
consultation pages. 

• Consultation Roadshows in Bitterne, Shirley and Town Centre high streets on 
market day. 

 
Further direct promotion of the consultation was also made via the following channels: 

• 1,800 groups and organisations were contacted directly via the Communities 
database, and asked to encourage their members / contacts to take part in the 
consultation. 

• 300 ‘harder to involve2’ residents were directly invited by phone / post to attend 
the forum. 

• Messages were ‘tweeted’ regularly to 1,637 Twitter followers and ‘posted’ on 
Facebook (111 friends). 

• Council staff were notified of the consultation via the Weekly Bulletin, and asked to 
spread the word. 

 
In addition, 3,600 residents were randomly selected from the LLPG to receive the City 
Survey, which asked respondents to prioritise the city’s key challenges. 

Residents were able to submit their ideas and suggestions in hard copy, online or by 
phone.  

 
12. ABOUT THE ‘YOUR COUNCIL, YOUR SAY’ STAFF BUDGET CONSULTATION 
 

The consultation employed an exploratory approach that enabled all staff to use their 
considerable professional insight and expertise, to highlight novel solutions.  An online 
feedback form was emailed to staff, and sent in hard copy to those without online 
access, asking for written responses to a short set of ‘open’ questions, which were 
framed to meet the objectives and scope of the campaign.  Forms were accompanied 
by a covering letter from the Leader of the Council, and time was also made available 
for staff to meet directly with the Leader at two ‘open door’ sessions. The consultation 
was undertaken during October and November 2010. 

 
 
 
 
 
 
 
 
 
 

                                                
2
 Identified via analysis of the 2008 Place Survey – residents who are least likely to feel informed about decision making 
or how their council tax is spent, that they can influence decision making, or that the council provides value for money. 

For further information, please contact Communications Research Manager, Communications 
Division, by telephone on 02380 834893, or email yourcity.yoursay@southampton.gov.uk 



APPENDIX 2

Working

Budget

Revised

Budget
Variance

£000's £000's £000's

Portfolios (Net Controllable Spend) 169,724 169,724 0

Non-Controllable Portfolio Costs 21,639 21,639 0

Portfolio Total 191,363 191,363 0

.

Levies & Contributions

Southern Seas Fisheries Levy 44 44 0

Flood Defence Levy 44 44 0

Coroners Service 441 500 60 A

529 588 60 A

Capital Asset Management

Capital Financing Charges 11,800 10,600 1,200 F

Capital Asset Management Account (23,652) (23,652) 0

(11,852) (13,052) 1,200 F

Other Expenditure & Income

Direct Revenue Financing of Capital 443 443 0

Net Housing Benefit Payments (882) (1,000) 118 F

Revenue Development Fund 4,575 4,125 450 F

Contributions to Capital DRF Funding 0 2,354 2,354 A

Exceptional Expenditure & Income 0 (2,354) 2,354 F

Open Spaces and HRA 536 536 0

Risk Fund 3,283 3,936 653 A

Contingencies 211 211 0

(Surplus) / Deficit on Trading Areas 20 20 0

8,186 8,271 85 A

NET GF SPENDING 188,225 187,170 1,055 F

Draw from Balances:

To fund the Capital Programme (443) (443) 0

Draw from Strategic Reserve (Pensions/Reds) (1,082) (1,082) 0

Draw from Balances (General) (3,431) (2,375) 1,055 F

(4,956) (3,900) 1,055 F

BUDGET REQUIREMENT 183,270 183,270 0

GENERAL FUND 2010/11 - REVISED BUDGET
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Terms and Conditions – Final Offer 26th January 2011 

This final offer applies to all Council staff (including support staff employed in 
schools) with the exception of those subject to provisions of the Education Acts, the 
School Teachers’ Pay and Conditions Acts and the regulations made by the Secretary of 
State for Education and Employment. 

1. Proposals to reduce pay : 

The reductions to pay will be based on salary as at the 31st March 2011; the new salary 
payable will be the salary at 31st March minus the pay reduction outlined below:  

• No pay reduction for employees earning less than a full time equivalent basic salary 
of £17,500 at 31st March 2011 

• A 2% pay reduction for employees earning a full time equivalent basic salary 
between £17,501 and £22,000 at 31st March 2011 

• A 4.50% pay reduction for employees earning a full time equivalent basic salary 
between £22,001 and £35,000 at 31st March 2011  

• A 5% pay reduction for employees earning a full time equivalent basic salary 
between £35,001 and £65,000 as at 31st March 2011 

• A 5.5% pay reduction for employees earning a full time equivalent basic salary in 
excess of £65,000 as at 31st March 2011 

 

2. The Council will pay the £250 pay increase recommended by the government to 
all employees earning less than £21,000 with effect from 1st April 2011 regardless 
of whether it is agreed within the national pay settlement. 

Current assumption is no cost of living pay award for all other employees for two years.  

3. No pay increments for all employees for two years (2011/12 and 2012/13); 

4. An additional 5 days leave entitlement (or pro-rata for part time workers) for 
anyone on a full time equivalent basic salary in excess of £22,000 (to 
compensate for part of the higher percentage pay reduction which employees 
earning in excess of £22,000 will receive). We plan to introduce office closures 
where appropriate over the Christmas period 

5. Revise the policy for managing absence at work and work with the Unions to 
reduce sickness absence.  Will review the position after one year. 

6. Restructure essential and contractual car user entitlements; 

The Council is proposing to remove all essential and contractual user lump sums from 
1st April 2011 and replace with the Southampton Car Allowance (SCA) of £20 per 
month. 

A re-assessment will be carried out to determine who is eligible for the SCA based on 
whether or not it is considered they need their car to do the job asked of them. 

Future increases in the rate to be agreed by negotiation. 

7. Reduce mileage rates to HMRC approved rate of 40p per mile; 

This rate will apply to all mileage claimed from 1st April 2011. Future increases will be 
tied in to the HMRC approved Mileage Allowance Payment rate. 
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In making this final offer, the Administration has also agreed as part of a complete package 
to:- 

• Not implement any further terms and conditions changes as part of budget savings during 
this Administration (this does not include changes to terms and conditions arising from 
non-budgetary matters, e.g. to reflect legislative requirements) 

• Withdraw the proposal for a reduction in the working week 

• Withdraw the proposals to cut sick pay of any sort 

• Withdraw the proposal for all staff to move back one pay point 

• Withdraw the proposal for staff to take 5 days unpaid leave  

• Guarantee no further compulsory redundancies below Chief Officer grades in respect of 
2011/12 budget savings over and above those staff savings already notified (this does not 
include changes to terms and conditions arising from non-budgetary matters, e.g. to 
reflect legislative requirements)  

• Offer an enhanced rate of voluntary redundancy that applies a two times multiplier rather 
than the current 1.6 multiplier for any voluntary redundancies agreed for the 2011/12 
financial year as part of the current budget process 

It should be noted that the above offer is made as part of a complete package which it 
is hoped will be agreed by staff through the collective negotiation process.  However if 
the proposals are rejected then there is no guarantee that any of the concessions that 
have been made will remain on the table. 

 

In addition to, and not conditional upon the above package, the Administration will 
implement the following as part of its approach to implementing its 2011/12 savings:  

• Commit to keep compulsory redundancies to an absolute minimum 

• Offer a voluntary ‘bumped’ redundancy scheme, whereby a person is allowed to go on 
voluntary redundancy if there is a person that can be redeployed into their post who would 
otherwise be made compulsorily redundant. 

• Pay any redundancies (voluntary or compulsory) where notice is given between 1st April 
2011 and 31st March 2012 based on the salary that was payable on 31st March 2011 (i.e. 
before any salary reductions due to the terms and conditions savings).   

• Not pursue any extension in the length of the Capita contract at the current time 

8. Removal of all market supplements; 

Market analysis has already been carried out for those posts that currently receive 
market supplements and shows that there is no evidence that a market supplement is 
necessary. All supplements will be removed from 1st April 2011 irrespective of current 
notice period. 

9. Removal of the leased car scheme. 

Leased cars will be withdrawn from a specified date (to be agreed) to allow time for 
cars to be purchased where required and to allow the maximum number of leases to 
expire. The current compensation arrangements will be applied in terms of lump sum 
payment. A car loan would be available in accordance with the existing car loan policy. 



APPENDIX 8

Portfolios
2011/12

Forecast

Invest to

Save Bids

Revenue

Pressures

Revenue

Bids

Savings &

Income

2011/12

Budget
£000's £000's £000's £000's £000's £000's

Adult Social Care & Health 77,238.2 0.0 0.0 0.0 (3,219.2) 74,019.0

Childrens Services 68,285.5 0.0 137.0 0.0 (2,725.5) 65,697.0

Environment & Transport 35,840.3 0.0 80.0 0.0 (1,635.7) 34,284.6

Housing 3,447.9 0.0 0.0 0.0 (239.9) 3,208.0

Leader's Portfolio 8,517.3 0.0 0.0 0.0 (690.2) 7,827.1

Leisure Culture & Heritage 13,345.0 0.0 0.0 0.0 (734.3) 12,610.7

Local Services & Community Safety 10,232.2 25.0 0.0 0.0 (1,092.8) 9,164.4

Resources & Workforce Planning 13,300.8 0.0 0.0 0.0 (1,700.4) 11,600.4

Sub-total for Portfolios 230,207.2 25.0 217.0 0.0 (12,038.0) 218,411.2

Levies & Contributions

Southern Seas Fisheries Levy 48.5 48.5

Flood Defence Levy 44.5 44.5

Coroners Service 500.0 500.0

593.0 0.0 0.0 0.0 0.0 593.0

Capital Asset Management

Capital Financing Charges 12,826.6 12,826.6

Capital Asset Management Account (24,041.1) (24,041.1)

(11,214.5) 0.0 0.0 0.0 0.0 (11,214.5)

Other Expenditure & Income

Direct Revenue Financing of Capital 57.0 57.0

Trading Areas (Surplus) / Deficit 0.0 (20.0) (20.0)

Net Housing Benefit Payments (881.9) (881.9)

Revenue Development Fund 0.0 2,248.3 2,248.3

Corporate Savings 0.0 (5,847.0) (5,847.0)

Non-Specific Government Grants (18,688.7) (18,688.7)

Open Spaces and HRA 535.7 535.7

Risk Fund 6,100.0 6,100.0

Contingencies 250.0 250.0

Council Tax Freeze Grant (2,065.7) (2,065.7)

(14,693.6) 0.0 0.0 2,248.3 (5,867.0) (18,312.3)

NET GF SPENDING 204,892.1 25.0 217.0 2,248.3 (17,905.0) 189,477.4

Draw from Balances:

Addition to Balances (General) 1,268.1 1,268.1

To Fund the Capital Programme (57.0) (57.0)

1,211.1 0.0 0.0 0.0 0.0 1,211.1

Net Gap in Budget 15,414.7 25.0 217.0 2,248.3 (17,905.0) 0.0

BUDGET REQUIREMENT 190,688.5 0.0 0.0 0.0 0.0 190,688.5

2011/12 GENERAL FUND REVENUE ACCOUNT
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APPENDIX 9

2010/11 2011/12 Change Change

£000's £000's £000's %

Budget Requirement (a) 183,269.6 190,688.5 7,418.9 4.05%

Less NDR (87,436.7) (80,130.6)

Less RSG (12,696.6) (24,727.6)

Aggregate External Finance (100,133.3) (104,858.2) (4,724.9) 4.72%

Deficit / (Surplus) on collection fund (1,141.8) (3,244.7) (2,102.9) 184.17%

Net Grant Income (b) (101,275.1) (108,102.9) (6,827.8) 6.74%

Amount to be met from Council Tax (a - b) 81,994.5 82,585.6 591.1 0.72%

Tax base 66,167.0 66,644.0 477.0 0.72%

Basic amount of Council Tax (Band D) 1,239.21 1,239.21 0.00 0.00%

Last years Council Tax 1,239.21

Increase (Cash) 0.00

Increase (Cash per Week) 0.00

Increase (%) 0.00%

COUNCIL TAX CALCULATION - 2011/12
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APPENDIX 10

2010/11 2011/12 Change Change

£000's £000's £000's %

Southampton City Council Precept 81,994.5 82,585.6 591.1 0.72%

Hampshire Police Precept 9,676.9 9,746.7 69.8 0.72%

Fire and Rescue Services Precept 4,061.3 4,090.6 29.3 0.72%

Income due from Council Tax Payers 95,732.8 96,422.9 690.1 0.72%

Tax Base for Area 66,167.0 66,644.0 477.0 0.72%

Basic Amount of Tax for Band D Property 1,446.84 1,446.84 0.00 0.00%

COLLECTION FUND ESTIMATES 2011/12
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APPENDIX 11

Portfolios
2011/12

Forecast

Base

Changes

2012/13

Forecast

Base

Changes

2013/14

Forecast

£000's £000's £000's £000's £000's

Adult Social Care & Health 74,019.0 74,019.0 74,019.0

Childrens Services 65,697.0 65,697.0 65,697.0

Environment & Transport 34,284.6 34,284.6 34,284.6

Housing 3,208.0 3,208.0 3,208.0

Leader's Portfolio 7,827.1 7,827.1 7,827.1

Leisure Culture & Heritage 12,610.7 12,610.7 12,610.7

Local Services & Community Safety 9,164.4 9,164.4 9,164.4

Resources & Workforce Planning 11,600.4 11,600.4 11,600.4

Base Changes & Inflation 5,814.0 5,814.0 8,255.0 14,069.0

Sub-total for Portfolios 218,411.2 5,814.0 224,225.2 8,255.0 232,480.2

Levies & Contributions

Southern Seas Fisheries Levy 48.5 48.5 48.5

Flood Defence Levy 44.5 44.5 44.5

Coroners Service 500.0 500.0 500.0

593.0 0.0 593.0 0.0 593.0

Capital Asset Management

Capital Financing Charges 12,826.6 700.0 13,526.6 700.0 14,226.6

Capital Asset Management Account (24,041.1) (24,041.1) (24,041.1)

(11,214.5) 700.0 (10,514.5) 700.0 (9,814.5)

Other Expenditure & Income

Direct Revenue Financing of Capital 57.0 (57.0) 0.0 0.0

Trading Areas (Surplus)/Deficit (20.0) (20.0) (20.0)

Net Housing Benefit Payments (881.9) (881.9) (881.9)

Revenue Development Fund 2,248.3 1,530.0 3,778.3 800.0 4,578.3

Corporate Savings (5,847.0) (2,270.0) (8,117.0) 0.0 (8,117.0)

Non-Specific Government Grants (18,688.7) (18,688.7) (18,688.7)

Open Spaces and HRA 535.7 535.7 535.7

Risk Fund 6,100.0 600.0 6,700.0 (700.0) 6,000.0

Contingencies 250.0 250.0 250.0

Council Tax Freeze Grant (2,065.7) (2,065.7) (2,065.7)

(18,312.3) (197.0) (18,509.3) 100.0 (18,409.3)

NET GF SPENDING 189,477.4 6,317.0 195,794.4 9,055.0 204,849.4

Draw from Balances:

Addition to / Draw From Balances (General) 1,268.1 (2,608.1) (1,340.0) 1,340.0 0.0

To fund the Capital Programme (57.0) 57.0 0.0 0.0

NET GAP IN BUDGET 1,211.1 (2,551.1) (1,340.0) 1,340.0 0.0

Budget requirement 190,688.5 3,765.9 194,454.4 10,395.0 204,849.4

Capping Limit 190,688.5 (8,295.1) 182,393.4 (4,694.5) 177,698.9

Roll Forward Gap 0.0 12,061.0 12,061.0 15,089.5 27,150.5

Add Pressures - Future Years (Known) 0.0 0.0 0.0 0.0

Add Pressures - Future Years (Unknown) 1,000.0 1,000.0 1,000.0 2,000.0

Add Invest to Save Bids - Future Years (Known) 7.0 7.0 (32.0) (25.0)

Less Savings - Future Years (Known) (4,435.0) (4,435.0) (1,106.0) (5,541.0)

Less Savings - Future Years (Work In Progress) (5,674.0) (5,674.0) (4,677.0) (10,351.0)

Revised Gap 0.0 2,959.0 2,959.0 10,274.5 13,233.5

MEDIUM TERM FINANCIAL FORECAST
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STATUTORY POWER TO UNDERTAKE PROPOSALS IN THE REPORT 
 
 
1. INTRODUCTION  
 

It is important that Members are fully aware of the full legal implications of the 
entire budget and Council Tax making process, when they consider any 
aspect of setting the Council’s Budget.  Formal and full advice to all Members 
of the Council protects Members, both in their official and personal capacity, 
as well as the Council.  If Members have received the appropriate 
professional legal and financial advice and act reasonably, generally the 
courts will not interfere in their decisions. 
 
 

2. GENERAL POSITION 

a. The first and overriding legal duty on Members is their fiduciary duty to 
weigh the needs of service users against the interests of local taxpayers.  
In planning the budget, Members are under a fiduciary duty to act 
prudently, responsibly, in a businesslike manner and in their view of what 
constitutes the best interests of the general body of local taxpayers.  In 
deciding upon expenditure, the Council must fairly hold a balance between 
recipients of the benefits of services provided by the Council and its local 
taxpayers.  Members should note that their fiduciary duty includes 
consideration of future local taxpayers as well as present local taxpayers. 

b. There is a general requirement in administrative law that a local authority 
decision must be rational, authorised by law and must take account of all 
relevant considerations, whilst ignoring any irrelevant ones.  It should also 
be noted that the concept of proportionality, given great emphasis in the 
Human Rights Act 1998, is also becoming a relevant factor for determining 
the reasonableness of any decision and should be borne in mind by 
Members. 

c.  An authority commits an illegal act if it acts beyond or in abuse of its 
statutory powers or in breach of its fiduciary duty.  It will also act illegally if 
it fails to take relevant considerations into account or acts in outrageous 
defiance of reason. 

 
3. OBLIGATION TO MAKE A COUNCIL TAX 

a.  The legal significance of the Annual Budget derives from the Council's 
duty under the Local Government Finance Act 1992 (the 1992 Act) to set a 
balanced budget.  This is achieved by calculating the aggregate of: 

i.  the expenditure it estimates it will incur in the year in performing its 
functions in the year (including an allowance for contingencies), 

ii.  the payments it estimates it will make in the year in defraying 
expenditure already incurred and 
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iii.  expenditure it will incur in funding costs before a transfer of funds is 
made from the Collection Fund and then deducting such sums as will 
be paid into the General Fund, i.e. income.  Calculations made under 
this section must be made before 11th March in the preceding financial 
year. 

b.  In order to fulfil this duty, the Council must prepare detailed estimates of its 
expenditure for the coming year and of the resources that will be available 
to meet this expenditure.  Account must be taken of any deficit brought 
forward from a previous year and the amount needed to cover 
contingencies.  The resources include income from rents, fees and 
charges and any available balances.  All of these issues must be 
addressed in the budget report.  The estimation of the detailed resource 
and expenditure items is the main reason for the budget process.  The 
budget must balance, i.e. proposed expenditure must be met from 
proposed income from all sources, with any shortfall being the precept on 
the Collection Fund. 

c.  Failure to make a lawful Council Tax on or before 11th March could have 
serious financial results for the Council and make the Council vulnerable to 
an Order from the Courts requiring it to make a Council Tax. 

d.  Section 151 of the Local Government Act 1972 places a general duty on 
local authorities to make arrangements for "the proper administration of 
their financial affairs'. 

e.  Information must be published and included in the Council Tax demand 
notice.  The Secretary of State has made regulations, which require 
charging authorities to issue demand notices in a form and with contents 
prescribed by these regulations. 

f.  There is also a duty under Section 65 of the 1992 Act to consult persons 
or bodies appearing to be representative of persons subject to non-
domestic rates in each area about proposals for expenditure (including 
capital expenditure) for each financial year. 

 
4. DEFICIT BUDGETING  

 

a.  A deficit budget, one which does not cover all anticipated expenditure with 
resources reasonably expected to be available, is unlawful.  Any Council 
Tax which rests on such a budget will be invalid.  Councils are constrained 
to make a Council Tax before all the separate elements, which will 
constitute available resources or anticipated expenditure, have been 
identified and quantified fully.  Best estimates have to be employed. 

 

b.  Where these best estimates include sums for unallocated savings or 
unidentified expectations of income, extreme care must be taken to ensure 
that the estimates are reasonable and realistic and do not reflect an 
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unlawful intention to incur a deficit.  It might be appropriate at budget 
setting time to require regular monitoring throughout the financial year of 
such estimated savings or income.  Prompt action to reduce spending 
must be taken, if at any stage it seems likely that a balance between 
income and expenditure will not be achieved. 

  
5. BORROWING  
 

The rules and regulations governing a local authority's ability to borrow money 
were altered significantly by the introduction of the Local Government and 
Housing Act 1989 and subsequent regulations.  This has now been abolished 
and replaced by the self-regulating Prudential Code. 

 
 
6. OTHER RELEVANT LEGISLATION  
 

a.  The Local Government Finance Act 1988 (the 1988 Act) created the (now 
repealed) Community Charge and the current National Non- Domestic 
Rating regime and deals with grants, funds, capital expenditure and the 
financial administration of a local authority. 

b.  Under Section 114 (2) and 114 (3) of the 1988 Act, the Chief Financial 
Officer is required to make a report, if it appears to him/her that a decision 
or course of action the Council or an officer has agreed or is about to 
make is unlawful, or that expenditure is likely to exceed resources 
available. 

c.  Members have a duty to determine whether they agree with the Chief 
Financial Officer's statutory report issued under Section 26 Local 
Government Act 2003.  If Members were to disagree, they would need to 
set out cogent reasons for so doing.  Unless such reasons could be set 
forward, Members' action in disagreeing with the Chief Financial Officer's 
views on the basis of his/her professional judgement would be likely to be 
held unreasonable and constitute wilful misconduct.  It should be noted 
that under the Members’ Code of Conduct, Members are required to take 
account of any advice issued by Chief Financial Officer (and the 
Monitoring Officer) acting in their statutory capacities. 

 
7. BEST VALUE: LOCAL GOVERNMENT ACT 1999  

 

The Local Government Act 1999 (the 1999 Act) introduced a duty of Best 
Value, which came into force on 1st April 2000.  Members need to be aware 
of and take account of the impact on the Council of this duty. 

 
 
 
8. THE CONSTITUTIONAL POSITION: LOCAL GOVERNMENT ACT 2000 

(THE 2000 ACT)  
 



Page 4 of 6 

a.  The 2000 Act has had a fundamental effect on the governance of the 
Council and in particular has resulted in a change to the working 
arrangements of Council, with the requirement for a Constitution setting 
out executive (Cabinet) and scrutiny and overview arrangements.  The 
2000 Act also provides a power for Councils to promote the economic, 
social and environmental well being of their areas and develop community 
strategies. In addition, the 2000 Act establishes an ethical framework. 

b.  Of particular importance to the Council Tax setting process and Budget 
Meeting of the Full Council is the Council’s Budget and Policy Framework 
Procedure Rules set out in Part 4 of the City Council’s Constitution.  These 
provide a legal framework for the decision making process whereby the 
Budget of the City Council is determined, and the Council Tax is set.  In 
addition, Members need to be aware that these Rules provide a route 
whereby the Leader may require the Full Council to reconsider their 
position if they do not accept the Executive’s recommended budget 
without amendment. 

c.  In addition, the Constitution contains a range of further material relevant to 
the setting of the Council Tax and the Budget Setting meeting: 

i.  Article 12 contains guidance on decision making and the law. 

ii.  The Council Procedure Rules in Part 4 regulate the conduct of the Full 
Council meeting (although traditionally, some of the rules relating to the 
conduct of the debate are suspended to allow different arrangements 
during the budget debate). 

iii.  The Members’ Code of Conduct must be followed by Members. 

iv. The Officer/Member Protocol contains guidance both on pre-budget 
discussions, but also on how officers and Members should interact with 
specific guidance about budget preparation issues. 

 
 
9. PERSONAL LIABILITY AND SURCHARGE  

 
The 2000 Act abolished the local government surcharge provisions and 
replaced them with a new statutory offence of 'misuse of public office'.  This 
new statutory offence covers two situations, namely unlawfully incurring 
expenditure or incurring expenditure as a result of wilful misconduct.  It also 
covers the exercise of a public function in a manner that involves dishonesty 
or oppression or malice.  The Courts (rather than the District Auditor) would 
impose penalties.  The Council could sue for losses/deficiencies sustained.   

 
 
 
 
10. LEGAL STATUS OF POLITICAL PROMISES AND DOCUMENTS  
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a.  It is appropriate for Members to consider their own position as some 
Members may have expressed support publicly for policies that are not 
policies of the Council. 

 
b.  Political documents do not represent a legal commitment on behalf of the 

Council.  To treat any political document as a legal commitment by the 
Council would be illegal.  Where there is a valid choice before Members, 
then, at that stage and only at that stage, Members may take political 
documents into account. 

 
c.  All decisions must be taken within the framework of the formal decision 

making process of the Authority. Members must take into account all 
relevant matters and disregard all irrelevant ones.  Decisions taken at a 
political meeting, such as a political group meeting, have no status within 
this process.  A Member, who votes in accordance with a group decision 
which has been reached, having regard to relevant factors and who has 
addressed their mind independently to those factors and to the decision 
itself, will be acting within the law. 

 
d.  The Courts have also advised on the balancing exercise to be undertaken 

by a Council when deciding whether to pursue a particular policy: 
 
 
A local authority must exercise its statutory powers in the public interest and 
for the purpose of which those powers have been conferred.  Political views, 
as to the weight to be attached to the various relevant considerations and as 
to what is appropriate in the public interest in the light of those considerations 
may properly influence the exercise of a statutory discretion.  A decision will 
not be unlawful merely because some political advantage, such as electoral 
popularity, is expected to flow from it, so long as the decision is made for a 
legitimate purpose or purposes.  Because at some stage in the evolution of a 
policy an improper political purpose has been espoused, does not mean that 
the policy ultimately adopted is necessarily unlawful.  However, a political 
purpose extraneous to the statutory purpose can taint a decision with 
impropriety.  Where there is more than one purpose: 
 
a)  The decision will generally be lawful provided that the permitted purpose is 

the true and dominant purpose behind the act.  This is so even though 
some secondary or incidental advantage may be gained for some 
purpose, which is outside the authority's powers. 

 
b) The decision will be invalid if there are two purposes one ultra vires and 

one intra vires and the ultra vires purpose is a (even if not the) major 
purpose of the decision.  Accordingly a decision substantially influenced by 
a wish to alter the composition of the electorate would be unlawful. 

 
c)  Where there is some evidence justifying enquiry, the Court will consider 

whether an apparently lawful purpose e.g. home ownership is merely a 
colourable device to conceal an illegitimate purpose e.g. electoral 
advantage. 

 
d) Even if those voting for a particular policy at a Council meeting have 

perfectly proper reasons in mind, the policy can be tainted by the improper 



Page 6 of 6 

motives of others who have taken part in the formulation of that policy 
although not actually present to vote.  As a matter of law it is possible for a 
corrupt principal to cause a result through an innocent agent. 

 

11. OTHER LEGAL IMPLICATIONS 

The financial forecasts contained in this report have been prepared and are 
submitted as part of the budget process set out in the Council’s Constitution.  
As part of the review process by Chief Officers Management Team, the 
proposals contained in this report have been checked from a legal viewpoint 
and a number in minor issues are being followed up with Officers. 



 
 
 

STATEMENT ON GENERAL FUND BUDGET STRATEGY 

BY THE CHIEF FINANCIAL OFFICER 

UNDER S.25 LOCAL GOVERNMENT ACT 2003 

 
 
Section 25 of the Local Government Act 2003 imposes a duty on the Chief Financial 
Officer to report on the following matters:- 
 

a)  The robustness of the estimates made for the purpose of the calculations (to 
set the Council Tax), and 

 
b)  The adequacy of the proposed financial reserves. 
 

These specific matters are dealt with below but it is important to set the whole of the 
2011/12 budget process in the context of the exceptional financial circumstances that 
Local Government finds itself in. 
 
Past budget processes have been difficult but the £25M gap forecast for 2011/12 is at 
least double the largest gap ever faced by the Council since it became a unitary 
authority. 
 
Whilst early work was started on the budget in preparation for this likely scenario, the 
scale of the reductions was still beyond what was expected necessitating the need to 
look at radical solutions to closing the budget gap, including changes to staff terms and 
conditions. 
 
Whilst therefore the basic methodology for putting the budget together at the Council has 
not changed, it must be recognised that the scale of the changes and some of the 
measures being introduced do increase the risk built into the budget for 2011/12. 
 
Against this, the Council does have an excellent track record of remaining within budget 
once it has been set and has never been in the position of reporting an overall overspend 
on the General Fund despite some very difficult recent years in respect of reducing 
income and escalating social care costs in both children and adult services. 
 
The Council maintains a healthy £4.5M minimum balance which is after significant sums 
have been put aside to deal with organisational development issues.  If necessary, future 
year’s allocations of these could be utilised in an emergency on the basis that they were 
re-instated at a later date. 

 
Overall therefore whilst it is recognised that this budget has elements of risk not 
experienced before, it is felt that sufficient mitigating actions are already in place to 
accept and to manage those risks. 
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a) Robustness of Estimates 
 
Budget setting is made up of several estimates some involving quite complex 
forecasting.  By the very definition of the word, estimates are not factual and the 
degree of accuracy will not only vary but also take different periods of time to be 
proven to be correct or otherwise. 
 
During the Spring and Summer of 2010 the Executive (supported by the Chief 
Officers Management Team) developed a series of detailed budget proposals which 
were subsequently presented to all political groups in December.  Whilst some figures 
were changed and new proposals have been put forward, these have also been 
validated by COMT prior to their inclusion in the final proposed budget.  There is 
therefore a high degree of validation inherent within the final budget proposals. 
 
Key elements within the budget are provisions for inflation on pay and prices, 
projected levels of income and achievability of savings, including those relating to 
changes to Terms & Conditions.  Details of these items are included in the reports 
and have already been through the validation process as set out above, however, 
there are six points to draw out: 
 
i) Assumptions made in all of the forecasts are basically sound.  The pay 

increases have yet to be negotiated, however, a zero pay award has been 
incorporated into the budget for 2011/12 and 2012/13, with an increase of 
£250 per annum for those on less than £21,000. 

 
ii) Corporate savings relating to revised Terms & Conditions to the value of 

£5.0M and Management posts to the value of £0.8M are included within the 
current recommendation.   

 
The scale of the reductions in local government funding has meant that the 
Council has been forced to look at radical options for reducing expenditure 
across services.  One of these options is to reduce the terms and conditions 
of staff to produce ongoing revenue savings.  There is however a 
commitment that this will be the only time that such a change will be made to 
terms and conditions for budgetary purposes.  The budget has been 
prepared on the basis that a collective agreement is reached with the Unions 
on the current proposals.  This is because the budget had to be prepared on 
one basis or another, but it is recognised that the collective agreement is 
subject to a union ballot. 

 
In the event that changes are made to the proposals, this will have an impact 
on the budget position presented in this report as will the process of 
dismissing and re-engaging staff since a period of 90 days notice must be 
given.  The recommendations in this report therefore also delegate authority 
to the CFO in consultation with the Solicitor to the Council to make changes 
to the budget to take account of these implications.  In reality any loss of 
savings arising from either of these issues will be made up through a draw 
from balances on a one-off basis and the on going impact will then need to 
be addressed as part of setting the budget for 2012/13. 

 



iii) Individual savings items have been approved by relevant Chief Officers and 
have been subject to scrutiny by the Chief Officers Management Team.  
Responsibility for actioning any changes in the budgets will fall to me as 
Chief Financial Officer (CFO), and all savings approved will be monitored 
throughout the year although responsibility for the delivery of these savings 
rests with the relevant Executive Director. 

 
iv) The current recommendation by the Cabinet retains a general contingency 

of £250,000 together with a risk based contingency sum of £6.1M which 
should cover any estimation issues or activity changes that arise during the 
year.  There is also a small additional balance over the minimum figure of 
£4.5M that could be used if necessary. 

 
v) The current recommendation by Cabinet includes the continued use of a 

fund to manage the cost of revenue developments totalling just under 
£2.25M.  This will enable any adjustments between schemes and in the 
timing of projects to be managed during the year. 

 
vi) The current economic climate and national issues surrounding continuing 

care and the safeguarding of children have impacted on the budget.   
Adequate provision to cover all of these issues has been included within the 
final budget proposals and will be the subject of detailed monitoring 
throughout the year. 

 
b) Adequacy of Proposed Financial Reserves 
 

i) The Council holds a number of specific reserves for issues like debt write off 
that are assessed on an ongoing basis against the specific debts to which 
they relate.  Review of these provisions forms part of the budget 
preparations covered above. 

 
ii) The general reserves are used to support revenue, capital and strategic 

pressures and to provide a working balance. 
 

Details of the use of general reserves are included in the report.  The level of 
reserves and the projected use is forecast for three years.  The minimum 
level of balances is recommended by the CFO taking into account issues 
like the proposed draw from reserves, the level of risk contained within the 
budget and previous experience on potential levels of net overspend. 
 
Best practice guidance issued by CIPFA is followed in determining a level of 
reserves based on assessed risks, which are periodically reviewed and 
which currently produces a recommended minimum working balance of 
£4.5M despite increased risks in some areas such as future government 
funding.  There is no legal definition or Audit Commission recommendation 
on the absolute level of reserves that any authority should hold but the risk 
based approach does provide a consistent, transparent methodology that 
can be updated periodically. 
 



The Executives recommendations for efficiencies, income generation and 
service reductions now total over £17.9M, including £5.0M from Terms & 
Conditions changes and £0.8M from a reduction in management posts, and 
this allows an addition to balances of just under £1.3M which can be used in 
future years, although it is important to point out that there is still a significant 
gap in funding in future years that will require further recurring savings.  
 

iii) Attention is drawn to the level and use of capital resources in the General 
Fund Capital Programme report.  This identifies that there is currently a 
deficit in the funding of the overall capital programme based on a revised 
estimate of capital receipts which have been adversely affected by the 
current economic climate. 

 
Slippage in capital receipts could also require a further temporary draw from 
balances unless accompanied by equivalent slippage in spend.  Non-receipt 
of any planned income will require a permanent draw from balances or 
savings in the programme.  In drawing up the capital programme these risk 
factors are obviously taken into account but as a backstop position these 
potential shortfalls will continue to be reviewed over the longer term and 
where possible, be reduced by re-phasing schemes or bringing forward the 
use of prudential borrowing. 
 
The Council also has key strategic sites which it is currently holding until 
market conditions improve and this provides a further source of contingency 
to reduce the risks outlined in the above paragraphs. 
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DECISION-MAKER:  CABINET 

COUNCIL 

SUBJECT: HOUSING REVENUE ACCOUNT BUDGET REPORT  

DATE OF DECISION: 7 FEBRUARY 2011 

16 FEBRUARY 2011 

REPORT OF: CABINET MEMBER FOR HOUSING 

 

STATEMENT OF CONFIDENTIALITY 

None 

BRIEF SUMMARY 

This is the Housing Revenue Account (HRA) budget report covering the HRA revenue 
budget for 2010/11 and 2011/12 and capital budget for the period 2010/11 to 2012/13. 

For the revenue budget this report sets out the revised budgets for the current 
financial year and the budgets for the new financial year for all the day to day housing 
services that are provided to Council tenants.  This report also sets out the proposed 
increases in rents, service charge and other charges to council tenants from April 
2011.  Key revenue issues are: 

• The self-financing arrangements for the HRA will not be in place for 2011/12.  
The new arrangements are included in the Localism Bill.  It is anticipated that 
the new system will start in 2012/13. 

• The Council is in “negative subsidy”.  The underlying payment to CLG is 
increasing from £6.2M in 2010/11 to £7.6M in 2011/12.  However, the actual 
payment for 2010/11 is £2.4M higher at £8.6M because £2.4M of the Major 
Repairs Allowance was taken into account in assessing the subsidy payment 
for 2009/10. 

• In the subsidy determinations the CLG are proposing to amend the target 
completion date for rent restructuring to 2015/16 from 2012/13. 

• Following the CLGs new rent restructuring rules would give an average rent 
increase of 6.99%. 

• It is recommended that charges for garages and parking spaces are increased 
in line with the average rent increase. 

• No increases are proposed on service charges. 

This report also updates the HRA Capital Programme that was approved by Council 
in September 2010.  The capital programme has spending plans of approximately 
£90M over the period 2010/11 to 2012/13.  The focus of spending is: 

• Continuing the investment in estate regeneration, with the launch of the first 
estate wide programme; 

• Maintaining the decent homes standard; 

• Completing the council new build programme; 

• Improvements to housing for older people; 

• Lift refurbishments; 
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• Heating upgrades; 

• Window replacement; 

• Energy efficiency measures; and 

• Decent Neighbourhoods Programme.  

The report also provides an update on the Reform of Council Housing Finance. 

RECOMMENDATIONS: 

CABINET 

 (i) To consider the report and agree that the following 
recommendations be made to Council at the meeting on 16 February 
2011. 

COUNCIL 

 (i) To thank Tenant Association Representatives for their input to the 
capital and revenue budget setting process and to note their views 
as set out in this report. 

 (ii) To agree that, with effect from the 4th April 2011, the current average 
weekly dwelling rent figure of £65.15 should increase by 6.99%, 
which equates to an average increase of £4.55 per week, and to 
approve the following to calculate this increase: 

  • That the percentage increase applied to all dwelling rents 
should be 5.1%, equivalent to an increase of £3.32 per week; 
and 

• That the revised phased introduction of the Government’s 
Rent  Restructuring regime should be followed, giving an 
increase in average rent levels of 1.89% (£1.23 per week) and 

to note that: 

• The total percentage increase in individual rents will vary 
according to the restructured rent of their property in 2015/16. 

 (iii) To agree that the charges for garages and parking spaces for 
2011/12 should be increased by 6.99% in line with the increase in 
average rents. 

 (iv) To approve the Housing Revenue Account Revenue Estimates as 
set out in the attached Appendix 1. 

 (v) To approve the revised Housing Revenue Account Capital 
Programme set out in Appendix 2 which includes total spending of 
£55.028M on work that meets the definition of “affordable housing”. 

 (vi) To approve the use of resources to fund the HRA Capital 
Programme as shown in Appendix 3, including the following use of 
unsupported (prudential) borrowing: 

• £2.150M to support the overall programme (unchanged from 
the report in September 2010); 

 

• £3.356M to fund the new build programme that is not funded 
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from HCA grant, 

• £2.230M to fund the digital TV proposals, 

• £0.870M to fund the estate regeneration programme pending 
the receipt of capital receipts from sale of the sites and 

• £3.100M of short term borrowing to sustain the programme in 
2010/11, which can be repaid by the end of 2012/13. 

 (vii) To amend that parking charges at Wyndham Court as set out in 
appendix 5. 

 (viii) To adopt the rent setting policy for new build, acquired and 
converted dwellings set out in Appendix 6.  

 (ix) To note that rental income and service charge payments will be 
paid by tenants over a 48 week period. 

 (x) To note that the overall shortfall in resources of £3.079M to fund the 
capital programme is within the tolerances set by the Executive 
Director for Resources in the approved Medium Term Financial 
Strategy and that plans are in place to close this gap as set out in 
paragraph 35. 

REASONS FOR REPORT RECOMMENDATIONS 

1. The Council’s Constitution sets out the process to be followed in preparing the 
Council’s budget. This process includes a requirement for the Executive to 
formally submit their budget proposals for the forthcoming year to Council.  
The budget proposals in this report cover the HRA revenue budget and 
capital programme. 

ALTERNATIVE OPTIONS CONSIDERED AND REJECTED 

2. The alternative option of not setting next year’s rent increase in accordance 
with the new rent restructuring guidance as well as changes to the HRA 
Capital Programme and HRA Revenue Estimates have been discussed with 
the tenant representatives.  These options were not supported. 

DETAIL (Including consultation carried out) 

3. The consultation formed part of the “Having Your Say” approach to tenants 
and resident involvement, with the budget consultation being part of the 
“winter conference”.  This was a well attended meeting with 100 tenants and 
residents in attendance.  The key budget issues set out in this report were 
discussed at this meeting. The budget position has also been the subject of 
discussion with representatives from the Tenants Federation. 

4. There was concern expressed about the increasing “subsidy” payment to the 
CLG and the impact of the Government’s rent restructuring policy on rent 
levels.  It was noted that the HRA self-financing proposals in the Localism 
Bill would bring the HRA subsidy system to an end and it is hoped that this 
new system would start from April 2012. 

5. The size and content of the HRA capital programme was also discussed and 
it was noted that the capital spending proposals are in line with the outcome 
of stock options appraisal and tenants’ aspirations. 
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6. It is recommended that Members formally recognise the support and 
commitment of tenants and tenant representatives who have participated in 
this years capital and revenue budget setting exercise. 

Background 

7. The HRA budget comprises a set of revenue estimates and a capital 
programme.  The revenue budget covers 2010/11 and 2011/12.  The 
proposed increase in rents and other charges is an integral part of the 
revenue estimates for 2011/12.  The capital programme covers the period 
2010/11 to 2012/13.   

8. The HRA records all the income and expenditure associated with the 
provision and management of Council owned homes in the City.  This account 
funds a significant range of services to over 18,000 Southampton tenants and 
leaseholders and their families.  This includes housing management, repairs 
and improvements, welfare advice, sheltered housing services, 
neighbourhood wardens, and contributes to capital spending on Council 
properties. 

9. The HRA Capital Programme deals with all capital expenditure on Council 
Housing and related environmental works.  The revised Capital Programme 
is shown at Appendix 2.  This has been updated in consultation with tenant 
representatives as part of the budget setting process. 

10. The main focus of the HRA capital programme is estate regeneration, 
maintaining the decent homes standard and delivering the decent 
neighbourhoods agenda.   

Reform of Council Housing Finance 

11. In last years budget report it was reported that there was a possibility of a 
voluntary self-financing agreement being available that could enable the 
council to exit the subsidy system by April 2010.  This possibility did not 
materialise. 

12. The current position is that the new self-financing system will be enforced 
through provision in the current Localism Bill.  It is anticipated that the new 
system will start from April 2012, but this is subject to the Localism Bill 
progressing through Parliament as planned. 

13. At the time of writing the council has not been provided with the level of 
detail necessary to assess the impact of the new system on the HRA.  The 
CLG anticipate making detailed information available at the end of January 
2011 but this will be too late to include in this report.  The budget in this 
report has therefore been prepared on the basis that the subsidy system 
continues for 2011/12. In assessing the capital resources for 2012/13 it has 
also been assumed that the subsidy system will continue for that year.  
However, it is clear that the new system will be operating for 2013/14 but it is 
not possible to make any assessment of the impact on the HRA. 

14. Given this uncertainty over the detail and timing of the new system it is 
expected that it may be necessary to make a special report on the 
implications of the new system during the summer and to further update 
capital spending plans for 2012/13 and subsequent years at that time. 
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Revenue Budget 

15. The main issues that need to be considered in setting the revenue budget are 
set out below.   It should be noted that the revenue budget figures used in the 
paragraphs below and in appendix 1 do not make any allowance for the 
savings that will arise from the proposed corporate changes to the terms and 
conditions of council staff.  The budgets will be amended once these are 
agreed and the additional revenue resources will be available to help bridge 
the funding gap in the HRA capital programme.  Based on the current 
proposals as set out in the General Fund budget report to Full Council, it is 
anticipated that the revenue savings to the HRA over 2011/12 and 2012/13 
would be in the order of £1.2M. 

 Responsive repairs 

16. The budget for 2010/11 has been increased for that year only by £250,000 
which has been transferred from the capital programme as the expenditure is 
more appropriately charged to revenue.   

17. The proposed budget for 2011/12 is £10.547M.  This budget will fund 52,700 
responsive repair orders and works to 1,400 voids.  The budget is £183,000 
less than allowed in the budget forecast.  

 Programme repairs 

18. The budget for 2010/11 includes the one-off increase to complete decoration 
work originally funded in 2009/10 (£249,000), together with efficiency 
savings on smoke detector testing (£84,000) and fewer than expected 
properties needing electrical testing (£160,000). 

19. The proposed budget for 2011/12 is £5.227M, which is £95,000 less than 
allowed in the budget forecast.  

 Supervision and Management 

20. The proposed budget for 2011/12 is £17.566M.  This is £160,000 less than 
allowed in the budget forecast which is attributable to the lower than budgeted 
pay award in 2010. 

 HRA Subsidy 

21. The Council is still in “negative subsidy”.  The underlying payment to CLG is 
increasing from £6.2M in 2010/11 to £7.6M in 2011/12.  However, the actual 
payment for 2010/11 is £2.4M higher at £8.6M because £2.4M of the Major 
Repairs Allowance was taken into account in assessing the subsidy payment 
for 2009/10. In overall terms, the Government is increasing the rent income it 
is taking from the council by 6.9% but only increasing allowances by 3.4%. At 
a national level the surplus the government receives from this system is 
increasing and this further emphasises the need to move to a self-financing 
system.  

22. The main features of the draft determinations are set out below: 

• The Management and Maintenance allowances are the Governments 
assessment of how much the Council should spend on Supervision 
and Management and the Repairs service.  The Council will receive 
£35.6M in 2011/12, approximately £380,000 more than expected from 
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these allowances. 

• The Major Repairs allowance is paid to help finance the HRA capital 
programme and is supposed to represent the costs of maintaining the 
stock at its current standard.  At £13.1M for 2011/12 this is slightly 
higher than expected (£78,000). 

• The Government pays a Capital Financing allowance based on what it 
assumes the level of HRA debt to be.  The assumed debt level for 
Southampton is approximately £122M, compared to a real debt level 
of approximately £106M.  In 2011/12 the subsidy payment is 
estimated to be £3.5M, compared to the estimated real interest 
charges of around £3.0M.   

• Last year CLG announced that the convergence date for Rent 
Restructuring would be brought forward to 2012/13.  It is now proposed 
that rent convergence is changed to 2015/16.  When this new date is 
incorporated into the rent calculation it means that there is an overall 
increase in rent income paid to CLG of 6.9%.  The issues arising from 
this are examined in more detail below. 

 Dwelling Rent Income 

23. This income is determined by the CLG rent restructuring guidelines.  Rent 
restructuring is the government’s policy that rents for all council owned 
dwellings will gradually increase to match the current social rent levels 
currently charged by Housing Associations.  The council is not required to 
increase rents to the proposed new affordable rent levels which can be set at 
up to 80% of market rents. 

24. Under this formula, the inflationary increase is determined by the Retail Price 
Index for September 2010, which was 4.6%.  The formula requires the 
addition of a further 0.5% plus an element for converging with Housing 
Association rent levels.  Last year the date for this convergence was set for 
2012/13.  This has now been extended to 2015/16.  This has the effect of 
increasing average rent levels by 2.1%, giving an overall increase in average 
rent levels of 7.2%%, or £4.67 per week. 

25. However, within the rent restructuring rules, there is also a requirement that 
the rent convergence component of the increase for each dwelling should 
not exceed £2.00 per week.  Applying this rule means that the increase for 
the rent convergence element of the calculation is 1.89% and not 2.1%.  This 
gives an overall rent increase of 6.99% or £4.55 per week.  

26. This also means that CLG are taking away approximately £100,000 more 
than the council is able to increase its charges to tenants. 

27. Whilst the rent restructuring process gives the basis for calculating rent 
increases every year it does not establish what rent level should initially be 
charged for new properties or when properties are newly acquired or 
converted.  In order to provide clarity on this issue a policy has been 
prepared and this is set out in Appendix 6.  In summary, it is proposed that 
the initial rents for newly built or acquired dwellings would be set at the full 
formula rent from initial let (or as otherwise required by any grant giving 
body) and that initial rents for converted properties would be set by reference 
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to similar properties in the area. 

 Tenants Service / Support Charges 

28. The current service charges for 2010/11 are shown in the table below (based 
on 48 rent weeks):  

Description Weekly 
charge 

Tower block wardens £5.53 

Sheltered housing management charge: 

• Scheme based accommodation 

• All other sheltered accommodation 

 

£5.31 

£1.33 

Concierge monitoring charge £1.20 

Sheltered support charge £2.85 

Community Alarm monitoring charge £1.35 

Digital TV £0.45 
 

29. It is not proposed to increase these charges for 2011/12.  However, work will 
be undertaken during 2011/12 to compare the income generated with the 
costs of the services.  The aim would be to ensure that the service charges 
are linked to costs and would vary in line with cost changes each year. 
Changes to service charges resulting from this work would be discussed as 
part of the budget preparation for 2012/13.  

 Other Charges 

30. It is proposed to increase the charges for garages or parking spaces for 
2011/12 in line with rents ie 6.99%.   

31. It is also proposed to harmonise charges at Wyndham Court so that council 
tenants and leaseholders are charged the same. This would be a fairer and 
more equitable system.  Leaseholders currently pay £1.63 per week more 
than tenants. Details of this proposal can be found in appendix 5. 

 Level of HRA Revenue Balances and Contingency Provision 

32. The revenue budget at appendix 1 shows that the contingency provision for 
2010/11 has been deleted as it is no longer required.  It is however 
recommended that this is retained at £100,000 for 2011/12.   

33. For 2011/12, it is recommended that the level of HRA balances should be 
unchanged at £1,200,000. 

Capital Budget 

 Overall Position 

34. When the capital programme was last considered by Council in September it 
was noted that there was a balanced programme, with forecast income 
matching expenditure.  In overall terms for the period 2010/11 to 2012/13, 
spending has increased by £10.941M and resources have increased by 
£7.862M.  This means that the latest programme has sufficient resources to 
meet expenditure up to the end of 2011/12 but there is a forecast resource 
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shortfall of £3.079M by the end of 2012/13. 

35. This shortfall in resources is within the tolerances set by the Executive 
Director for Resources in the approved Medium Term Financial Strategy so it 
is not proposed to make any reductions to spending plans at this time.  There 
are the following options for increasing resources to close this gap before 
considering spending reductions:  

• Benefits from reductions in staff terms and conditions which, as set out 
in paragraph 15, could yield £1.2M over 2011/12 and 2012/13, 

• Benefits from self-financing and 

• Capital receipts from asset sales. 

36. It is proposed that firm plans to produce a fully funded programme for 2012/13 
will be developed as part of the work on assessing the implications of the new 
self-financing proposals over the next few months. 

37. In the capital update report to Council in September 2010 it was noted that 
Estate Regeneration was the main priority for the administration and that 
there would be a full review of all unapproved spend in 2011/12 and 2012/13.  
The outcome of the review for 2011/12 is included in the new capital 
programme at appendix 2.  Any changes for 2012/13 will be considered as 
part of the proposed work to develop the detailed work for that year as 
explained above. 

 Resources 

38. The resources that are available to fund the HRA capital programme 
comprise: 

• HRA supported borrowing; 

• Unsupported (prudential) borrowing; 

• Usable Capital Receipts; 

• Grants and Contributions from third parties; 

• Direct Revenue Financing (DRF); and  

• The Major Repairs Allowance (MRA). 

39. Appendix 3 contains an explanation of these terms and an annual forecast of 
the resources available. 

40. Reasons for the changes in resources are set out below: 

• Borrowing – There is no change in the level of supported or prudential 
borrowing.  

• The level of contributions has increased by £2.7M because the 
forecasts now include the contribution from leaseholders to digital TV 
work, a further contribution from the HCA to the phase 2 estate 
regeneration scheme in lieu of a capital receipt from the developer 
and the use of S106 receipts to fund the council led redevelopment of 
Cumbrian Way. 

• The level of capital receipts has increased by £1M because of the 
inclusion of £2.7M of capital receipts from the council led 
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redevelopment of Cumbrian Way.  This is offset by a reduction of 
£1.4M in receipts from phase 2 estate regeneration as this money is 
now expected from the HCA and there is a further £0.3M not now 
expected to be received until 2013/14. 

• The level of DRF has increased by £4.1M.  This is due to the various 
revenue budget variations referred to earlier in this report and the 
effect of these in 2012/13. 

• Major Repairs Allowance – This has increased by £0.1M due to the 
increase in allowances in 2011/12. 

 Capital Spending Plans 

41. The programme presented to Council in September 2010 has been revised 
taking into account the latest cost and phasing of schemes.  The detailed 
programme is shown at appendix 2 and the change to the annual spending 
levels is shown below: 

 2010/11 2011/12 2012/13 Total 

 £M £M £M £M 

New Proposed Programme 38.057 26.142 26.471 90.670 

September Programme 40.720 21.062 17.947 79.729 

Total (2.663) 5.080 8.524 10.941 

A number of changes have been approved through the new council project 
management system and the effect of these, along with other cabinet 
approvals and the latest proposed changes to the programme are set out in 
Appendix 4. 

42. The capital spending plans represent a significant investment in the stock 
and the surrounding neighbourhood. The main focus for spending is 
explained below: 

• Accelerating the investment in estate regeneration, with the launch of 
the first estate wide programme, the selection of a further 
regeneration site and the sale of a number of small vacant sites; 

• Maintaining the decent homes standard; 

• Completing the council new build programme which in total will see 
the completion of 53 new council dwellings; 

• Improvements to housing for older people with works undertaken at 
Graylings, Rozel Court, Sarnia Court, Milner Court, Neptune Court 
and James Street; 

• Lift refurbishments at Milner Court, Neptune Court and then Itchen 
estate; 

• Heating upgrades will enable the council to fuel swap a number of 
tenants houses which currently have electric heating to be replaced 
with gas central heating and allow replacement of gas central heating 
systems which are problematic to service and maintain; 

• The budget associated with window replacement will allow the council 
to complete its programme of replacing all homes which have single 
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glazed windows with new UPVC double glazed windows which will 
make these homes more thermally efficient; 

• Energy efficiency measures include increasing loft insulation to our 
homes and installing cavity wall insulation as well as installing new 
gas condensing boilers to our homes; and 

• Continuation of the Decent Neighbourhoods Programme with major 
works at Shirely, Millbrook, Northam and Holyrood. 

RESOURCE IMPLICATIONS 

Capital/Revenue  

43. These are in the body of the report. 

Property/Other 

44. None. 

LEGAL IMPLICATIONS 

Statutory power to undertake proposals in the report:  

45. Housing Act legislation provides the authority to increase rent and other 
associated or like charges. There are no specific legal implications arising 
from the overall budget proposals contained in this report. 

46. The provision, maintenance and improvement of social housing by local 
authorities is authorised by various Housing Acts and other legislation. 

Other Legal Implications:  

47. None. 

POLICY FRAMEWORK IMPLICATIONS 

48. The HRA estimates form part of the Council’s budget and are therefore key 
elements of the council’s overall budget and policy framework. The proposed 
estimates also reflect the priorities set out in the approved stock options 
report and HRA Business Plan. 
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REVENUE BUDGET

Original

Estimate

2010/11

Revised

Estimate

2010/11

Estimate

2011/12

£'000 £'000 £'000

SUMMARY

EXPENDITURE

10,548.9 10,776.2 Responsive Repairs 10,546.5

5,193.3 5,171.7 Programmed Repairs 5,226.7

15,742.2 15,947.9 Total Repairs 15,773.2

95.3 52.6 Rents Payable 52.9

46.8 46.8 Debt Management 52.4

17,130.9 17,175.5 Supervision & Management 17,566.1

2,364.1 2,286.9 Debt Charges 2,916.0

10,394.5 10,394.5 Major Repairs Allowance 13,095.6

5,843.8 6,076.4 Direct Revenue Financing of Capital 6,812.6

8,519.9 8,575.7 Housing Subsidy paid to DCLG 7,553.3

100.0 0.0 Contingency 100.0

60,237.5 60,556.3 TOTAL EXPENDITURE 63,922.1

INCOME

57,268.9 57,118.3 Dwelling Rents 60,650.4

1,280.7 1,262.2 Other Rents 1,259.4

58,549.6 58,380.5 Total Rental Income 61,909.8

1,034.8 1,099.9 Service Charge Income 1,314.6

602.1 659.7 Leaseholder Service Charges 677.0

51.0 27.4 Interest Received 20.7

60,237.5 60,167.5 TOTAL INCOME 63,922.1

0.0 -388.8 SURPLUS/(DEFICIT) FOR YEAR 0.0

BALANCES

1,200.0 1,588.8 Working Balance B/Fwd 1,200.0

0.0 -388.8 Surplus/(deficit) for year 0.0

1,200.0 1,200.0 WORKING BALANCE C/FWD 1,200.0

HOUSING REVENUE ACCOUNT BUDGET REPORT

Agenda Item 5
Appendix 1
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HOUSING REVENUE ACCOUNT BUDGET REPORT 
 
 

FORECAST OF HRA CAPITAL RESOURCES AND EXPLANATION OF 
TERMS 

 
 

Resource 2010/11 2011/12 2012/13 Total 

 £M £M £M £M 

Supported 
Borrowing 

1.496 0 0 1.496 

Unsupported 
Borrowing 

9.692 1.144 870 11.706 

Useable capital 
receipts 

0.412 0.800 2.993 4.205 

Grants and 
contributions 
from  third parties 

8.399 0.919 1.153 10.471 

Direct Revenue 
Financing 

7.664 9.933 5.380 22.977 

Major Repairs 
Allowance 

10.394 13.096 13.247 36.737 

Total 38.057 25.892 23.643 87.592 

 
 
Supported Borrowing 
 
Supported borrowing is where the Government funds the cost of borrowing 
through the Housing Revenue Account Subsidy Settlement. 
 
Unsupported Borrowing (prudential borrowing) 
 
Unsupported borrowing is where the Housing Revenue Account meets the full 
capital financing costs with no support from Government. 
 
There is therefore no specific cash limit on borrowing but the key focus is on 
the ability to meet the capital financing costs from revenue budgets in the long 
term. 
 
Useable Capital Receipts 
 
Authorities are only able to use 25% of the proceeds from the sale of Council 
Houses and 50% from the sale of other Housing Revenue Account assets to 
finance capital expenditure in either the Housing Revenue Account or the 
General Fund Capital Programmes.  However, it is possible to fully utilise the 
receipts from the sale of certain HRA assets (the principal exclusions being 
receipts from Right-to-Buy sales and Large Scale Voluntary Transfers) 
provided the receipts are used for “the provision of affordable housing”.  The 
definition of “affordable housing” includes support to Registered Social 
Landlords and works to the Councils own stock to bring the dwellings up to 

Agenda Item 5
Appendix 3



decent homes standard (or higher standard).  To utilise this facility it is 
necessary for a resolution to be passed that sets the Council’s expected 
spend on “affordable housing” for a given period before any sales take place.  
Such a resolution is included in the HRA budget report. 
 
It should be noted that General Fund receipts can be used to finance the HRA 
Capital Programme and vice versa without any compensating adjustments 
being made to either the General Fund or the Housing Revenue Account.  
However, the interest receipted on the usable proportion of all capital receipts 
must be paid to the General Fund.  Therefore, if Housing Revenue Account 
expenditure on capital schemes is financed from usable capital receipts, there 
is a cost to the General Fund because it will not receive interest on those 
capital receipts. 
 
Grants and contributions from third parties 
 
Contributions are received from third parties in respect of capital expenditure 
incurred by the Council e.g. payments from leaseholders of sold Council flats 
in respect of any major works that have been carried out to their homes.  In 
addition significant contributions are expected from the NDC and a CHP 
developer. 
 
Direct Revenue Financing 
 
This is the contribution from the HRA revenue account to fund the capital 
programme.  
 
Major Repairs Allowance 
 
The MRA is intended to represent the cost of maintaining the stock in its 
current condition and is an annual allowance set by DCLG as part of the 
annual HRA subsidy settlement.  
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Wyndham Court Car Parking Charges 
 
 
Current Situation: 
 
The current situation at Wyndham Court is that we charge different rates to 
council tenants and leaseholders for renting a car parking space.   The 
charges are: 
 
£3.28 per week for Council Tenants 
£4.91 per week for Leaseholders / Private tenants 
 
As at 9/11/10 we currently rent 76 spaces to Council Tenants and 29 to 
Leaseholders / Private tenants, giving a total of 105 spaces rented. 
 
Aim: 
 
The aim is to harmonise rents so that council tenants and leaseholders are 
charged the same, this would be a more fairer and equitable system. 
 
Proposal: 
 
Currently through renting the spaces to Council Tenants and Leaseholders a 
weekly income of £391.67 is received to the HRA. 
 
This is worked out as follows: 
 
76 x 3.28 per week = £249.28 
29 x 4.91 per week = £142.39 
 
Total = £391.67 
 
In order to make sure that we receive the same amount of income to the HRA 
you could simply divide this by 105 (the total number of residents renting car 
parking spaces). 
 
This would mean that the weekly charge would be £3.73 per week, resulting in 
a 13.7% increase for Council Tenants and a decrease of 24% for 
Leaseholders. 
 
The general increase in charges of 6.99% would be levied on top of this new 
charge, bringing the charge up to £3.99 per week. 
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HM (HS-F) RENT SETTING PROCEDURE 1110 

RENT SETTING PROCEDURE 
 

The following rent setting procedure is to be adopted in the setting of rents for new build, 
acquired and converted council properties. 

 
1. New Build 

 
New build rents are to be set at full formula rents from initial let or as otherwise 
required by any grant giving body. 

 
2. Acquired Properties 

 
The numbers of acquired properties are strictly limited in number and the rent should 
be set at full formula rent from initial let or as otherwise required by any grant giving 
body. 

 
3. Converted Properties 
 

The principal aim is to ensure the council treats its tenants in a just and equitable 
manner and that rental charges on similar size and type of properties is broadly the 
same in a particular block, scheme, street or neighbourhood, to ensure parity 
between neighbouring tenants. 

 

In determining the rent for converted council properties (bed-sit to 1 bed, etc.) the 
following applies. 

 

a) Reference must be made to properties of a similar type and size within the 
same block or scheme. 

b) If a property of the same type and size exists, the rent must be set at the 
same level and incorporated within the rent restructuring plan. 

c) If there are no properties of the same type and size within the block or 
scheme, similar properties within the same street or geographic area must 
be used as a comparator to set the appropriate rent level. Again, this will 
be incorporated within the rent restructuring plan. 
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 DECISION-MAKER: AUDIT COMMITTEE  

COUNCIL 

SUBJECT: ANNUAL TREASURY MANAGEMENT STRATEGY AND 
PRUDENTIAL LIMITS 2011/12 TO 2013/14 

DATE OF DECISION: 3 FEBRUARY 2011 

16 FEBRUARY 2011 

REPORT OF: INTERIM EXECUTIVE DIRECTOR OF RESOURCES 

STATEMENT OF CONFIDENTIALITY 

NOT APPLICABLE 

BRIEF SUMMARY 

Treasury Management is a complex subject and the majority of this report is set out in 
accordance with statutory requirements and guidance issued by the Chartered 
Institute of Public Finance and Accountancy (CIPFA).  The information provided is 
therefore mainly technical, but in essence this information forms the basis of the 
Treasury Management Strategy and Objectives that are being followed, even if these 
are not spelt out in simple terms.  The purpose of this summary therefore is to 
interpret this information in such a way that provides Members with key messages on 
the approach to Treasury Management within the Council. 

The core elements of the strategy for 2011/12 are : 

• To continue the use of variable rate debt to take advantage of the current 
market conditions. 

• To constantly review longer term forecasts and to lock in to longer term rates 
through a variety of instruments as appropriate during the year in order to 
provide a balanced portfolio against interest rate risk. 

• To secure the best short term rates for borrowing and investments consistent 
with maintaining flexibility and liquidity within the portfolio. 

• To maximise investment returns in line with the Annual Investment Strategy 
and to constantly monitor global markets to protect the security of our 
investments. 

• To approve borrowing limits that provide for debt restructuring opportunities 
and to pursue debt restructuring where appropriate and within the Council’s 
risk boundaries. 

In essence treasury management can always been seen in the context of the classic 
‘risk and reward’ scenario and following this strategy will contribute to the Council’s 
wider Treasury Management objective which is to minimise net borrowing cost in the 
short term without exposing the Council to undue risk either now or in the longer term. 

The minimisation of net borrowing costs contributes to the Council’s priority for 
providing efficient value for money services and active treasury management can help 
in lessening the impact of both economic conditions and reductions in government 
funding on the City Council.  This has been demonstrated through the use of variable 
rate loans, the interest on which is currently significantly less than longer term fixed 
rate loans, which has offset the reduction in investment portfolio income due to lower 
rates.   
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This also demonstrates that the Council takes a rounded view to Treasury 
Management, considering jointly the debt and investment portfolio together rather 
than one being the consequence of activity in the other. 

The Council can also demonstrate integrated thinking through work that it has been 
doing on balance sheet analysis and forecasting and working with our advisors on 
potential changes to Housing Revenue Account (HRA) subsidy and debt 
arrangements.  The Council is also very cognisant of the requirements of accounting 
conventions and changes relating to International Financial Reporting Standards 
(IFRS).  However, these do not drive treasury management decisions and this has 
been demonstrated by past decisions to undertake major restructuring which then 
caused huge complexities in representing this in the accounts in line with accounting 
conventions. 

There are a huge number of variables and risks associated with Treasury 
Management but the key risks and the Council’s approach to them are detailed below: 

• Interest Rate Risk – The Council has exposed itself to interest rate risk by 
taking out variable debt during 2009 and 2010.  This was and continues to be 
very financially favourable in current markets but does mean that the Council 
must monitor markets to ensure it is not caught out.  During 2011/12 the 
Council will almost certainly start to take action to lessen this risk through a 
balanced combination of :- 

o longer term fixed maturity loans, 

o medium term Equal Instalment of Principle (EIP) loans which are 
currently cheaper than longer term fixed, 

o longer term Public Works Loan Board (PWLB) variable loans which have 
the option to be fixed at very short notice for a small fee and 

o variable rate investments to take advantage of increasing interest rates, 
mainly through the use of money market funds (MMF). 

• Investment Risk – The risks to capital investment are more known now than 
they have ever been and the Council has a good track record in respect of 
appropriate risk exposure during the global economic crisis of recent years.  
Current investment limits and instruments have been set in the context of 
current conditions and will continue to be monitored and amended as 
appropriate. 

• Changes in Market Conditions – The Council must be able to react quickly to 
changes in market conditions either good or bad and all Treasury Management 
decisions are taken by the Chief Financial Officer (CFO) in line with the 
strategy.  In addition, decision sheets are signed off by the CFO containing 
‘trigger points’ for market changes which can then be automatically actioned at 
short notice without the need to get formal sign off on the day.  Furthermore, in 
response to the continued financial uncertainty, this report recommends that 
the CFO continues to be given delegated authority to make any changes to this 
strategy that will aid good treasury management.  Any decisions made under 
this power will be reported in full at a later date. 

Furthermore, in order to mitigate these risks further, the Council took the opportunity 
in 2009 to use the savings created by a debt restructure (around £1.5M) to create an 
Interest Equalisation Reserve which is available to smooth any significant fluctuations 
in market conditions in future years, so that there is no adverse impact on budgets or 
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council tax in any single year. 

In this report, Council is requested to approve the Prudential Indicators and the 
Treasury Management Strategy and to note the main activities undertaken during 
2010/11 to date which are summarised below:  

 (i) Investment returns are expected to decrease from £1M in 2009/10 to 
an estimated £0.8M in current year as a result of the continued low 
interest rates and the fact that income earned in 2009/10 included 
deals arranged before the decline in the markets which have since 
matured .  The average rate achieved to date (0.99%) is inline with 
the performance indicator of the average 7 day LIBID rate (0.41%), 
mainly due to the rolling programme of yearly deals which was 
restarted in October 2010 following advice from our Treasury 
Advisors. 

 (ii) In order to continue to balance the impact of ongoing lower interest 
rates on investment income we have continued to use short term 
debt which is currently available at lower rates than long term debt.  
As a result the average rate for repayment of debt, (the Consolidated 
Interest Rate – CRI), at 2.97% is lower than that budgeted for but 
slightly higher than last year (2.82%) which is in line with reported 
strategy.  It should be noted that the forecast for longer term debt is 
a steady increase over the next few years and so new long term 
borrowing will be taken out above this rate therefore, leading to an 
anticipated increase in the CRI (reaching 4.95% by 2013/14). 

The estimates for interest payable and the Prudential Indicators contained within this 
report assume that the recommendations in the Capital and Revenue budget reports, 
elsewhere on the agenda, are approved.  If there are any changes to the capital 
programme or the level of borrowing the Prudential Indicators will need to be revised. 

RECOMMENDATIONS: 

Audit Committee is recommended to 

 (i) Endorse the Treasury Management Strategy for 2011/12 as outlined 
in the report. 

 (ii) Note that the indicators as reported have been set on the 
assumption that the recommendations in the Capital Update report 
will be approved.  Should the recommendations change, the 
Prudential Indicators may have to be recalculated. 

 (iii) Note that due to the early timing of this report, changes may still be 
required following the finalisation of capital and revenue budgets and 
therefore any significant changes to this report will be highlighted in 
the final version that is presented to Full Council. 

Council is recommended to 

 (i) Approve the Council’s Prudential Indicators as detailed within the 
report. 

 (ii) Approve the 2011 MRP Statement. 
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 (iii) Approve the Treasury Management Strategy for 2011/12 as outlined 
in the report. 

 (iv) Note that the indicators as reported have been set on the 
assumption that the recommendations in the Capital Update report 
will be approved.  Should the recommendations change, the 
Prudential Indicators may have to be recalculated. 

 (v) Continue to delegate authority to the Chief Financial Officer, 
following consultation with the Cabinet Member for Resources and 
Workforce Planning, to approve any changes to the Prudential 
Indicators or borrowing limits that will aid good treasury 
management.  For example increase the percentage for variable rate 
borrowing to take advantage of the depressed market for short term 
rates.  Any amendments will be reported as part of quarterly financial 
and performance monitoring and in revisions to this strategy. 

REASONS FOR REPORT RECOMMENDATIONS 

1. In order to comply with Part 1 of the Local Government Act 2003, and the 
established treasury management procedures that have been adopted by the 
Authority, each year the Council must set certain borrowing limits and 
approve a treasury management strategy which includes: 

• Treasury Management Strategy for 2011/12 (Borrowing; paragraphs 
20-37, Debt Rescheduling; paragraphs 43-48, Investments; 
paragraphs 49-62). 

• Prudential Indicators (NB - The Authorised Limit is a statutory limit). 

• MRP Statement – Paragraphs 64-68. 

• Use of Specified and Non-Specified Investments – Appendix 2. 

ALTERNATIVE OPTIONS CONSIDERED AND REJECTED 

2. Alternative options for borrowing would depend on decisions taken on the 
setting of the capital programme, which are being taken at Full Council on 16th 
February 2011. 

DETAIL (Including consultation carried out) 

 Consultation 

3. The proposed capital and revenue budgets on which this report is based have 
been subject to their own consultation processes outlined in the relevant 
reports elsewhere on the Council agenda. 

 Background 

4. The Local Government Act 2003 introduced a system for borrowing based 
largely on self-regulation by local authorities themselves.  The basic principle 
of the new system is that local authorities will be free to borrow as long as 
their capital spending plans are affordable, prudent and sustainable.  

 

5. The Chartered Institute of Public Finance and Accountancy’s Code of Practice 
for Treasury Management in Public Services (the “CIPFA TM Code”) and the 
Prudential Code require local authorities to determine the Treasury 
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Management Strategy Statement (TMSS) and Prudential Indicators on an 
annual basis.  The TMSS also incorporates the Investment Strategy as 
required under the DCLG’s Investment guidance.  

6. 

 

CIPFA has defined Treasury Management as: 

“the management of the organisation’s investments and cash flows, its 
banking, money market and capital market transactions; the effective 
control of the risks associated with those activities; and the pursuit of 
optimum performance consistent with those risks.” 

The Council is responsible for its treasury decisions and activity.  No 
treasury management activity is without risk. The successful identification, 
monitoring and control of risk is the prime criteria by which the effectiveness 
of its treasury management activities will be measured.  Accordingly, the 
analysis and reporting of treasury management activities will focus on their 
risk implications for the Council.  The main risks to the Council’s treasury 
activities are: 

• Liquidity Risk (Inadequate cash resources) 

• Market or Interest Rate Risk (Fluctuations in interest rate levels 
and thereby in the value of investments). 

• Inflation Risks (Exposure to inflation) 

• Credit and Counterparty Risk (Security of Investments) 

• Refinancing Risks (Impact of debt maturing in future years). 

• Legal & Regulatory Risk (i.e. non-compliance with statutory and 
regulatory requirements, risk of fraud). 

7. The Council acknowledges that effective treasury management will provide 
support towards the achievement of its business and service objectives. It is 
therefore committed to the principles of achieving value for money in treasury 
management, and to employing suitable comprehensive performance 
measurement techniques, within the context of effective risk management.  

To aid the Council in carrying out its Treasury Management function, it has 
appointed Treasury Management Advisors (Arlingclose) who advise the 
Council on strategy and provide market information to aid decision making.  
However it should be noted that the decisions are taken independently by the 
CFO taking into account this advice and other internal and external factors. 

8. The Council’s proposed strategy for 2011/12 - 2013/14 also takes into account 
the outlook for interest rates (see Appendix 3) and the Council’s current 
treasury position, projected treasury management and capital financing 
activities and approved Prudential Indicators. 

9. The purpose of this TMSS is to approve: 

• Treasury Management Strategy for 2011-12 (Borrowing; paragraphs 
20-37, Debt Rescheduling; paragraphs 43-48, Investments; 
paragraphs 49-62). 

• Prudential Indicators (NB - The Authorised Limit is a statutory limit) . 

• MRP Statement – Paragraphs 64-68. 

• Use of Specified and Non-Specified Investments – Appendix 2. 
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10. The Council approved the adoption of the CIPFA TM code at is Council 
meeting on 19th February 2003 and has incorporated the changes from the 
revised CIPFA Code of Practice into its treasury policies, procedures and 
practices. 

11. All treasury activity will comply with relevant statue, guidance and accounting 
standards. 

 Reform to the Council Housing Subsidy System 

12. The DCLG published a summary of responses to the consultation held 
between March and July 2010 on proposals for the reform of the current 
system of council housing finance which would see the removal of the 
subsidy system by offering a one-off reallocation of debt.  There was 
widespread agreement with the general methodology proposed in the 
Prospectus. Many of the reservations related to assumptions about costs and 
the affordability of allocated debt.  There was broader acceptance that a level 
of housing debt redistribution was an acceptable or necessary price to pay 
for the freedoms and benefits that the reforms would bring and there was 
strong support for retaining and clarifying the operation of the HRA ring 
fence.  The Housing Minister confirmed that the new system of HRA self-
financing will be most likely implemented in 2012.  Full details of the 
Government’s policy on reforming council housing finance will be published 
in early 2011. 

In the Consultation the PwC self-financing model provides an indicative 
sustainable level of opening housing debt.  As the Council’s debt level 
generated by the model is higher than the Subsidy Capital Financing 
Requirement (SCFR), the Council will be required to pay the DCLG the 
difference between the two, which is approximately £60M.  This will require 
the Council to fund this amount in the medium term through internal 
resources and/or external borrowing.  The Council has the option of 
borrowing from the PWLB or the market.   

The type of loans taken will be decided on following discussions with the 
Housing department and the Councils’ Treasury Advisors.  

All the figures within this report are on based on the position prior to the 
inclusion of the HRA debt, due to the uncertainty about timing and amounts.  
It should be noted that this will have a significant impact on the indicators as 
this will represent an increase of actual debt of approx 25% in 2012 at rates 
of potentially 6-7% which are significantly higher than our projected portfolio 
of 4.23%.  Any changes will be reported as required. 

 Balance Sheet and Treasury Position 

13. The underlying need to borrow for capital purposes as measured by the 
Capital Financing Requirement (CFR) together with Balances and Reserves 
are the core drivers of Treasury Management Activity.  The estimates, based 
on the current Revenue budget and Capital Programmes, are set out below: 
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 31/03/2011 31/03/2012 31/03/2013 31/03/2014

Estimate Estimate Estimate Estimate

£M £M £M £M

Capital Financing Requirement 360 360 356 346

Less:

Balances & Reserves 25 15 15 15

21
Cumulative Net Borrowing 

Requirement / (Investments)
33 22 25

316 310

Cumulative Maximum External  

Borrowing Requirement
58 37 40 36

Existing Profile of Borrowing and 

Other Long Term Liabilities
302 323

 

  

14. As the CFR represents the level of borrowing for capital purposes and 
revenue expenditure cannot be financed from borrowing, net physical 
external borrowing should not exceed the CFR other than for short term cash 
flow requirements.  It is permissible under the Prudential Code to borrow in 
advance of need up to the level of the estimated CFR over the term of the 
Prudential Indicators.  Where this takes place the cash will form part of its 
invested sums until the related capital expenditure is incurred.  This being the 
case net borrowing should not exceed the total of the CFR in the preceding 
year plus the estimates of any additional CFR for the current and next two 
financial years other than in the short term due to cash flow requirements. 

 

The year–on-year change in the CFR is due to the following: 

 

2009/10 

Actual

2010/11 

Estimate

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

£M £M £M £M £M

Balance B/F 275 310 360 361 356

Capital expenditure financed 

from borrowing 
37 59 11 5 0

Revenue provision for debt 

Redemption.
(5) (6) (8) (8) (8)

Movement in Other Long 

Term Liabilities
3 (3) (2) (2) (1)

Cumulative Maximum 

External Borrowing 

Requirement

310 360 361 356 347

Capital Financing 

Requirement

 

2009/10 

Actual

2010/11 

Estimate

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

£M £M £M £M £M

General Fund 217 256 255 250 241

HRA 93 104 106 106 106

Total CFR 310 360 361 356 347

Capital Financing 

Requirement
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 Estimates of Capital Expenditure 

15. It is a requirement of the Prudential Code to ensure that capital expenditure 
remains within sustainable limits and, in particular, to consider the impact on 
Council Tax and in the case of the HRA, housing rent levels.   

 

2010/11 

Approved

2010/11 

Revised

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

£000's £000's £000's £000's £000's

General Fund 107,673 92,921 69,426 14,580 9,257

HRA 40,720 38,057 25,892 24,512 0

Total 148,393 130,978 95,318 39,092 9,257

Capital Expenditure

 

Capital expenditure is expected to be financed as follows: 

 

2010/11 

Approved

2010/11 

Revised

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

£000's £000's £000's £000's £000's

Capital receipts 5,803 6,684 11,676 7,997 5,719

Government Grants 34,925 26,513 36,998 4,481 2,010

Revenue contributions 13,898 14,241 7,371 1,919 470

Major Repairs Allowance  10,394 10,394 13,096 13,247 0

Revenue 17,137 14,130 15,579 6,382 0

Total Financing 82,157 71,962 84,720 34,026 8,199

Supported borrowing 8,336 8,336 0 0 0

Unsupported borrowing 57,900 50,680 10,598 5,066 1,058

Total Funding 66,236 59,016 10,598 5,066 1,058

Total Financing & Funding 148,393 130,978 95,318 39,092 9,257

Capital Financing

 

 

 Incremental Impact of Capital Investment Decisions 

16. This indicator is intended to estimate the impact of capital investment 
decisions on the Council Tax and rent levels in future years. It compares 
what the capital financing costs are expected to be with the current approved 
capital programmes (i.e. the programmes approved in September 2010) with 
what the capital financing costs are estimated to be if the capital reports 
proposed elsewhere on the agenda are approved. It is intended to show how 
the decision to approve the new programme will impact in future years i.e. 
what the effect of any new borrowing will be on Council Tax and housing 
rents. (Much of the increase over the 3 years is as a result of adding the 
2010/11 schemes to the capital programme and additional unsupported 
borrowing).  

17 For the HRA, the reality is that the rent levels are set under the 
Government’s rent restructuring formula, which is independent of the level of 
capital investment and borrowing. The calculation of the indicator ignores this 
factor. 

For the General Fund, the incremental impact will not necessarily be passed 
on to the Tax payers either as other decisions such as cutting back other 
expenditure may be made to compensate for this increase in future years 
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budget setting. 

The incremental impact of capital investments decisions are estimated to be: 

 

2010/11 

Estimate

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

£ £ £ £

3.39 6.76 1.56 2.96

10.07 17.03 4.18 7.71Increase in Average Weekly Housing 

Incremental Impact of Capital 

Investment Decisions

Increase in Band D Council Tax

 

 

 Ratio of Financing Costs to Net Revenue Stream 

18. The estimate for interest payments in 2011/12 is £8.5M and for interest 
receipts is £0.6M.  The ratio of financing costs to the Council’s net revenue 
stream is an indicator of affordability and highlights the revenue implications 
of existing and proposed capital expenditure by identifying the proportion of 
the revenue budget required to meet borrowing costs.  

 

2010/11 

Approved

2010/11 

Revised

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

% % % % %

General Fund 4.99% 6.14% 7.49% 8.43% 9.09%

HRA 5.14% 4.66% 5.75% 7.50% 8.69%

Total 5.55% 5.48% 7.09% 8.25% 8.46%

Ratio of Financing Costs 

to Net Revenue Stream

 
 

The upper limit for this ratio is currently set at 10% to allow for known 
borrowing decision in the next two years and to allow for additional 
borrowing affecting major schemes.  The table above shows the likely 
position based on the proposed capital programme.  The ratio is based on 
costs net of investment income.  

 

 Outlook for Interest Rates  

19. The economic interest rate outlook provided by the Council’s treasury advisor, 
Arlingclose Ltd, is attached at Appendix 3.  The Council will reappraise its 
strategy from time to time and, if needs be, realign it with evolving market 
conditions and expectations for future interest rates.  

  

 Borrowing, Rescheduling and Strategy 

20. The Council’s underlying need to borrow for capital purposes is measured by 
reference to it’s CFR as detailed in paragraph 15 above.  The CFR represents 
the cumulative capital expenditure of the local authority that has not been 
financed.  To ensure that this expenditure will ultimately be financed, local 
authorities are required to make a Minimum Revenue Provision for Debt 
Redemption (MRP) from within the Revenue budget each year. 

21. Capital expenditure not financed from internal resources (i.e. Capital Receipts, 
Capital Grants and Contributions, Revenue or Reserves) will produce an 
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increase in the CFR, (the underlying need to borrow), and in turn produce an 
increased requirement to charge MRP in the Revenue Account. 

22. Physical external borrowing may be greater or less than the CFR, but in 
accordance with the Prudential Code, the Council will ensure that net external 
borrowing does not, except in the short term, exceed the CFR in the 
preceding year plus the estimates of any additional CFR for the current and 
next two financial years.   

23. The cumulative estimate of the maximum long-term borrowing requirement is 
estimated by comparing the projected CFR with the profile of the current 
portfolio of external debt and long term liabilities over the same financial 
horizon and is shown in Appendix 1.  This is measured in a manner consistent 
for comparison with the Authorised Limit and the Operational Boundary. 

 

24. The Authorised Limit sets the maximum level of external borrowing on a 
gross basis (i.e. not net of investments) and is the statutory limit determined 
under Section 3(1) of the Local Government Act 2003 (referred to in the 
legislation as the Affordable Limit). 

 

2010/11 

Approved

2010/11 

Revised

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

£000's £000's £000's £000's £000's

Borrowing 361 443 486 536 538

Other Long-term Liabilities 22 81 77 73 71

Total 383 524 563 609 609

Authorised Limit for 

External Debt

 

25. The Operational Boundary links directly to the Council’s estimates of the 
CFR and estimates of other cash flow requirements.  This indicator is based 
on the same estimates as the Authorised Limit reflecting the most likely 
prudent, but not worst case, scenario but without the additional headroom 
included within the Authorised Limit.  

 

2010/11 

Approved

2010/11 

Revised

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

£000's £000's £000's £000's £000's

Borrowing 351 429 471 522 523

Other Long-term Liabilities 21 73 71 68 67

Total 372 502 542 590 590

Operational Boundary for 

External Debt

 

  

26. The CFO has delegated authority, within the total limit for any individual year, 
to effect movement between the separately agreed limits for borrowing and 
other long-term liabilities.  Decisions will be based on the outcome of financial 
option appraisals and best value considerations.  Any movement between 
these separate limits will be reported to Council as part of the Outturn report. 

27. The Council’s strategy is to maintain maximum control over its borrowing 
activities as well as flexibility on its loans portfolio.  Capital expenditure levels, 
market conditions and interest rate levels will be monitored during the year in 
order to minimise borrowing costs over the medium to longer term.  A prudent 
and pragmatic approach to borrowing will be maintained to minimise 
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borrowing costs without compromising the longer-term stability of the portfolio, 
consistent with the Council’s Prudential Indicators. 

28. In conjunction with advice from its treasury advisor, Arlingclose Ltd, the 
Council will keep under review the following borrowing options: 

• PWLB loans 

• Borrowing from other local authorities 

• Borrowing from institutions such as the European Investment Bank  
and directly from Commercial Banks 

• Borrowing from the Money Markets 

• Local authority stock issues  

• Local authority bills 

• Structured finance 

29. Even though the cost of new local authority loans has increased to 1% above 
the cost of the Government’s borrowing (following the issuance of Circular 
147 on 20th October 2010 as part of the CSR announcement), the PWLB 
remains an attractive source of borrowing, given the transparency and 
control that its facilities continue to provide.  The types of PWLB borrowing 
that are considered appropriate for a low interest rate environment are: 

• Variable rate borrowing 

• Medium-term year Equal Instalments of Principal (EIP) or Annuity 
Loans 

• Long-term Maturity loans, where affordable 

Capital expenditure levels, market conditions and interest rate levels will be 
monitored during the year in order to minimise borrowing costs over the 
medium to longer term and maintain stability.  The differential between debt 
costs and investment earnings, (the “cost of carry”) remains acute, despite 
long term borrowing rates being at low levels, and this is expected to remain 
a feature during 2011/12. 

The “cost of carry” associated with medium and long-term borrowing 
compared to temporary investment returns means that new fixed rate 
borrowing could entail additional short-term costs.  The use of internal 
resources in lieu of borrowing may again, in 2011/12, be the most cost 
effective means of financing capital expenditure. 

30. PWLB variable rates are expected to remain low as the Bank Rate is 
maintained at historically low levels for an extended period.  Exposure to 
variable interest rates will be kept under regular review.  Each time the spread 
between long-term rates and variable rates narrows by 0.50%, this will trigger 
a formal review point and options will be considered in conjunction with the 
Authority’s Treasury Advisor and decisions taken on whether to retain the 
same exposure or change from  variable to fixed rate debt. 

31. The Council’s existing PWLB variable rate loans borrowed prior to 20th 
October 2010 will be maintained on their initial terms and are not subject to 
the additional increased margin for new variable rate loans. 

32. The Council long term debt includes £9M which are LOBO loans (Lender’s 
Options Borrower’s Option) all of which are currently in their option state.  In 
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the event that the lender exercises the option to change the rate or terms of 
the loan, the Council will consider the terms being provided and also 
repayment of the loan without penalty.  The Council may utilise cash 
resources for repayment or may consider replacing the loan(s) by borrowing 
from the PWLB.  The default response will however be early repayment 
without penalty. 

33. Actual borrowing undertaken and the timing will depend on capital expenditure 
levels, interest rate forecasts and market conditions during the year, in order 
to minimise borrowing costs.  The Council will be advised by its financial 
advisors of the specific timing of borrowing.  This may include borrowing in 
advance of future years’ requirements provided that overall borrowing is 
maintained within the Council’s projected CFR and its approved Affordable 
Borrowing Limit. 

34. The maturity term of new borrowing will be consistent with the Council 
maintaining a prudent loans maturity profile in accordance with its Prudential 
Indicators. 

35. The Option for Forward Funding:  The Council does not have to rely on 
borrowing in discrete financial years to fund its capital financing requirement 
and the strategy provides flexibility to take forward borrowing decisions when 
rates are favourable and the need to borrow can be demonstrated.  Overall 
borrowing must still be within the Council’s Affordable Borrowing Limit. 

36. ‘Trigger’ rates for borrowing:  The Council’s treasury advisors, provide 
economic and interest rate forecasts as well as formulating views on 
borrowing and lending opportunities.  In addition, decision sheets are signed 
off by the CFO containing ‘trigger points’ for market changes which can then 
be automatically actioned at short notice without the need to get formal sign 
off on the day. 

37. The Council will maintain a pragmatic approach to borrowing, bearing in mind 
the Council’s debt maturity profile and the need to minimise borrowing costs 
without compromising longer-term stability of the portfolio.  Total borrowing for 
the year will be reported to Council in July 2011 as part of the Treasury 
Management Outturn report. 

 Value for Money 

38. One of the key elements of the TMSS is to ensure the minimisation of 
borrowing cost and the maximisation of investment income commensurate 
with the level of risk exposure the Council feels is appropriate.  Whilst recent 
events have underlined the potential pitfalls of exposure to risk for financial 
gain, this does not mean that Treasury Management activity can ignore value 
for money principles. 

39. The Council has applied its TMSS in making borrowing and investment 
decisions and has taken a very active stance in past restructuring and 
changing both its borrowing and investment portfolio in response to changing 
market conditions. 
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40. In terms of assessing value for money, the Council monitors three key 
indicators, the details of which are shown in the table below and indicate that 
the direction of travel for the Council is very favourable.  Furthermore 
comparing the Council’s CRI with other authorities has shown that the council 
has one of the lowest rates in the country. 

41. The table below shows our target and actual rates for the key Indicators set 
for Treasury Management: 

  
Target 2009/10 Target 2010/11 Estimate Estimate Estimate

2009/10 Actual 2010/11 Actual 

YTD

2011/12 2012/13 2013/14

% % % % % % %

Consolidated Rate of 

Interest
2.82 2.97

Temporary Borrowing          0.60         0.43         0.60         0.38        1.00         2.50        3.35 
Average Long Term 

Borrowing
         5.00         3.20         5.00         3.32        6.00         6.00        6.00 

Temporary Investments          0.58         0.86         0.57         0.99        0.90         2.40        3.25  
 

42. The CRI is shown as actual only, to demonstrate the direction of travel, since 
it is not practical to set a target for this indicator due to complexities of 
measuring the overall debt portfolio over time. 

 Debt Rescheduling 

43. The Council will continue to maintain a flexible policy for debt rescheduling.  
Market volatility may provide opportunities for restructuring debt from time to 
time.  The rationale for restructuring would be one or more of the following: 

• Savings in interest costs with minimal risk. 

• Balancing the volatility profile (i.e. the ratio of fixed to variable rate 
debt) of the debt portfolio. 

• Amending the profile of maturing debt to reduce any inherent 
refinancing risks.  

44. The rescheduling of PWLB debt since the introduction of its repayment rates 
on 1st November 2007 has not ceased, but has become undoubtedly harder 
and was further acerbated by the 1% increase in PWLB rates, detailed in 
paragraph 29, as premature repayment rates did not benefit from the 
corresponding increase and the PWLB’ methodology remained unchanged. 
Rescheduling now places greater emphasis on the timing and type of new 
borrowing. 

45. The Council’s debt portfolio is monitored against equivalent interest rates and 
available refinancing options on a regular basis.  As opportunities arise, they 
will be identified by the Council’s treasury management advisors and 
discussed with the Council’s officers.  Any rescheduling activity will be 
undertaken within the Council’s treasury management policy and strategy and 
will comply with the accounting requirements of the local authority SORP and 
regulatory requirements of the Capital Finance and Accounting Regulations 
(SI 2007 No 573). 
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46. Borrowing and debt rescheduling activity will be reported as part of quarterly 
monitoring, as part of outturn and in future updates to this strategy. 

47. The following Prudential Indicators allow the Council to manage the extent to 
which it is exposed to changes in interest rates.  The upper limit for variable 
rate exposure has been set to ensure that the Council is not exposed to 
interest rate rises which could adversely impact on the revenue budget.  The 
limit allows for the use of variable rate debt to offset exposure to changes in 
short-term rates on investments. 

The Council’s existing level of fixed interest rate exposure is 77% and 
variable rate exposure is 23% and the limits are shown below: 

 

2010/11 

Approved

2010/11 

Revised

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

% % % % %

Upper Limit for Fixed 

Interest Rate Exposure
100 100 100 100 100

Upper Limit for Variable 

Interest Rate Exposure
35 50 50 50 50

 

48. The Council will also limit and monitor large concentrations of fixed rate debt 
needing to be replaced.  Limits in the following table are intended to control 
excessive exposures to volatility in interest rates when refinancing maturing 
debt: 

 

Lower Limit Upper Limit

% % £000's %

under 12 months 0 45 44,549 1.64% 28.83%

12 months and within 24 

months

0

45

5,000 3.72% 3.24%

24 months and within 5 

years

0

50

16,000 3.11% 10.35%

5 years and within 10 years 0 50 23,986 2.83% 15.52%

10 years and within 20 years 0

50

0.00%

20 years and within 30 years 0

75

10,000 4.68% 6.47%

30 years and within 40 years 0

75

30,000 4.62% 19.41%

40 years and within 50 years 0

75

25,000 3.89% 16.18%

50 years and above 0 100 0 0.00%

154,534 3.27% 100.00%

Average Fixed 

Rate as at 

31/12/10 

% Fixed Rate 

as at 31/12/10

Actual Fixed 

Debt as at 

31/12/10 

 

  

 Investment Policy and Strategy 

 Policy 

49. Guidance from DCLG on Local Government Investments in England requires 
that an Annual Investment Strategy (AIS) be set.  The Council’s investment 
priorities are: 
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• security of the invested capital, 

• liquidity of the invested capital and 

• an optimum yield which is commensurate with security and liquidity. 

50. Investments are categorised as ‘Specified’ or ‘Non Specified’ investments 
based on the criteria in the CLG Guidance.  Potential instruments for the 
Council’s use within its investment strategy are contained in Appendix 2.  

51 The CFO, under delegated powers, will undertake the most appropriate form 
of investments in keeping with the investment objectives, income and risk 
management requirements and Prudential Indicators.  Decisions taken on 
the core investment portfolio will be reported to Council as part of the 
Treasury Management Outturn report in July 2011. 

52 The credit crisis has refocused attention on the treasury management priority 
of security of capital monies invested.  The Council will continue to maintain 
a counterparty list based on its criteria and will monitor and update the credit 
standing of the institutions on a regular basis.  This assessment will include 
credit ratings and other alternative assessments of credit strength as outlined 
in paragraphs 58-60.  

 Investment Strategy 

53 The global financial market storm in 2008 and the continued uncertainty have 
forced investors of public money to reappraise the question of risk versus 
yield.  Income from investments is key in supporting the Council’s budget. 

54 The UK Bank Rate has been maintained at 0.50% since March 2009.  Short-
term money market rates are likely to remain at very low levels which will 
have a significant impact on investment income.  The Council’s strategy must 
however be geared towards this development whilst adhering to the principal 
objective of security of invested monies.  To protect against a lower for 
longer prolonged period of low interest rates and to provide certainty of 
income, 2-year deposits and longer-term secure investments will be actively 
considered within the limits the Council has set for Non-Specified 
Investments (see Appendix 2).  The longer-term investments will be likely to 
include: 

• Term Deposits with counterparties rated at least A+ (or equivalent)  

• Supranational Bonds (bonds issued by multilateral development banks): 
Even at the lower yields likely to be in force, the return on these bonds will 
provide certainty of income against an outlook of low official interest rates.  

55. The Council’s shorter term cash flow investments are made with reference to 
the outlook for the UK Bank Rate and money market rates.  The Council’s 
current level of investments is presented at Appendix 1. 

56. Changes to the investment strategy for 2011/12 include: 

• AAA-rated Variable Net Asset Value (VNAV) Money Market Funds. 

• UK Treasury Bills (T-Bills), which are short-term Government debt 
instruments issued by the Debt Management Office (DMADF). 

• Local Authority Bills, which are debt instruments issued by other Local 
Authorities. 

• Term deposits in Sweden. 
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• Maximum duration for new deposits 2 years. 

57. In any period of significant stress in the markets, the default position is for 
investments to be made with the DMADF or UK Treasury Bills.  The rates of 
interest from the DMADF are below equivalent money market rates, but the 
returns are an acceptable trade-off for the guarantee that the Council’s capital 
is secure. 

58. The Council selects countries and the institutions within them (see Appendix 
2), for the counterparty list after analysis and careful monitoring of: 

• Credit Ratings (minimum long-term A+ for counterparties; AA+ for 
countries)  

• Credit Default Swaps (where quoted) 

• GDP;  Net Debt as a Percentage of GDP 

• Sovereign Support Mechanisms/potential support from a well- resourced 
parent institution 

• Share Prices 

• Macro-economic indicators 

• Corporate developments, news and articles, market sentiment. 

59. The Council and its Treasury Advisors, Arlingclose, will continue to analyse 
and monitor these indicators and credit developments on a regular basis and 
respond as necessary to ensure security of the capital sums invested. 

60. We do remain in a heightened state of sensitivity to risk.  Vigilance is key and 
this modest expansion of the counterparty list is an incremental step.  In order 
to meet requirements of the revised CIPFA Treasury Management Code, the 
Council is focusing on a range of indicators (as stated above), not just credit 
ratings. 

61. Limits for Specified Investments are set out in Appendix 2. 

62. The Council has placed an upper limit for principal sums invested for over 
364 days, as required by the Prudential Code.  This limit is to contain 
exposure to the possibility of loss that may arise as a result of the Council 
having to seek early repayment of the sums invested. 

 

2010/11 

Approved

2010/11 

Revised

2011/12 

Estimate

2012/13 

Estimate

2013/14 

Estimate

£M £M £M £M £M

50 50 50 50 50

Upper Limit for total 

principal sums invested 

over 364 days

 

 Balanced Budget Requirement  

63. The Council complies with the provisions of S32 of the Local Government 
Finance Act 1992 to set a balanced budget. 
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 2011/12 MRP Statement 

64. 

 

The Local Authorities (Capital Finance and Accounting) (England) 
(Amendment) Regulations 2008 (SI 2008/414) place a duty on local 
authorities to make a prudent provision for debt redemption.  Guidance on 
Minimum Revenue Provision has been issued by the Secretary of State and 
local authorities are required to “have regard” to such Guidance under section 
21(1A) of the Local Government Act 2003.  The four options available are: 

Option 1: Regulatory Method 

Option 2: CFR Method 

Option 3: Asset Life Method 

Option 4: Depreciation Method 

NB This does not preclude other prudent methods 

65. MRP in 2011/12:  Options 1 and 2 may be used only for supported 
expenditure.  Methods of making prudent provision for self financed 
expenditure include Options 3 and 4, (which may also be used for supported 
expenditure if the Council chooses). 

66. The MRP Statement has to be submitted to Council before the start of the 
2011/12 financial year.  If it is ever proposed to vary the terms of the original 
MRP Statement during the year, a revised statement will be put to Council at 
that time.  

67. The Council will apply Option 1 in respect of supported capital expenditure 
and either Option 3 or 4 in respect of unsupported capital expenditure but this 
does not exclude any other prudent methods that might meet the needs of the 
Council.  The proposed MRP charges for 2011 are detailed below 

 

 31-Mar-11 31-Mar-12 31-Mar-13 31-Mar-14

Estimate  Estimate Estimate Estimate

£000's £000's £000's £000's

Supported Borrowing 4,119 4,092 3,808 3,525

Unsupported Borrowing 1,541 3,102 3,364 3,496

HCC Transferred Debt 768 737 707 679

PFI and Finance Leases 2,766 2,481 1,934 2,075

Total MRP 9,194 10,412 9,814 9,775  
 

68. MRP in respect of leases brought on Balance Sheet under the IFRS based 
Code of Practice will match the annual principal repayment for the associated 
deferred liability. 

 Monitoring and Reporting on the Annual Treasury Outturn and 
Prudential Indicators 

69. The Chief Financial Officer will report to the Audit Committee on treasury 
management activity / performance as follows: 

(a) A mid year review against the strategy approved for the year. 

(b) An outturn report on its treasury activity, no later than 30th September 
after the financial year end. 
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70. In addition, a quarterly update will be presented to Cabinet as part of 
Quarterly Revenue Financial Monitoring. 

 Member Training 

71. CIPFA’s revised Code requires the responsible officer to ensure that all 
Members tasked with treasury management responsibilities, including scrutiny 
of the treasury management function, receive appropriate training relevant to 
their needs and understand fully their roles and responsibilities.  Training was 
undertaken on the 10th December 2010. 

 Investment Consultants 

72. To aid the Council in carrying out its Treasury Management function, it has 
appointed Treasury Management Advisors (Arlingclose) who advise the 
Council on strategy and provide market information to aid decision making.  
However it should be noted that the decisions are taken independently by the 
Chief Financial Officer taking into account this advice and other internal and 
external factors. 

RESOURCE IMPLICATIONS 

Capital/ 

73. The Capital implications are considered as part of the General Fund Capital 
Programme report and HRA Capital Programme report elsewhere on the 
agenda. 

 

Revenue 

74. The Revenue implications are considered as part of the General Fund 
Revenue Budget report and HRA Revenue Budget report elsewhere on the 
agenda 

Property/Other 

75. None 

LEGAL IMPLICATIONS 

Statutory power to undertake proposals in the report: 

76. Local Authority borrowing is regulated by Part 1, of the Local Government 
Act 2003, which introduced the new Prudential Capital Finance System.  

77. From 1 April 2004, investments are dealt with, not in secondary legislation, 
but through guidance. Similarly, there is guidance on prudent investment 
practice, issued by the Secretary of State under Section 15(1)(a) of the 2003 
Act. A local authority has the 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". The reference to the "prudent 
management of its financial affairs" is included to cover investments, which 
are not directly linked to identifiable statutory functions but are simply made 
in the course of treasury management. This also allows the temporary 
investment of funds borrowed for the purpose of expenditure in the 
reasonably near future; however, the speculative procedure of borrowing 
purely in order to invest and make a return remains unlawful. 
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Other Legal Implications:  

78. None 

POLICY FRAMEWORK IMPLICATIONS 

79. This report has been prepared in accordance with CIPFA’s Code of Practice 
on Treasury Management 

AUTHOR: Name:  ANDREW LOWE Tel: 023 80 2049 

 E-mail: Andrew.Lowe@southampton.gov.uk 

KEY DECISION? No WARDS/COMMUNITIES AFFECTED: all 

SUPPORTING DOCUMENTATION 

Non-confidential appendices are in the Members’ Rooms and can be accessed 
on-line 

Appendices  

1. Current and Projected Portfolio Position 

2. Specified and Non Specified Investments for use by the Council. 

3. Economic and Interest Outlook 

Documents In Members’ Rooms 

1. None 

Integrated Impact Assessment  

Do the implications/subject of the report require an Integrated Impact 
Assessment (IIA) to be carried out. 

No 

Other Background Documents 

Integrated Impact Assessment and Other Background documents available for 
inspection at: 

Title of Background Paper(s) Relevant Paragraph of the Access to 
Information Procedure Rules / Schedule 
12A allowing document to be 
Exempt/Confidential (if applicable) 

1. None  
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31-Mar-11 31-Mar-12 31-Mar-13 31-Mar-14

Estimate Estimate Estimate Estimate

£M £M £M £M £M

External Borrowing:

Fixed Rate – PWLB 125 117 142 140 134

Fixed Rate – Market 32 38 38 37 37

Variable Rate – PWLB 35 64 64 64 66

Variable Rate – Market 9 9 9 9 9

Existing long-term liabilities 19 19 18 18 17

IFRS long-term liabilities:

- PFI 50 50 49 47 46

- Operating Leases 4 3 2 1 1

Total Gross External Debt 274 300 322 316 310

Investments:

Deposits and monies on call

and Money Market Funds
57 40 40 40 40

Supranational bonds 6 6 6 6 6

Total Investments 63 46 46 46 46

Net Borrowing Position 211 254 276 270 264

Current

Portfolio

EXISTING PORTFOLIO PROJECTED FORWARD

&

INVESTMENT STRATEGY 2011/12 to 2013/14

TREASURY MANAGEMENT STRATEGY STATEMENT

Agenda Item 6
Appendix 1
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SPECIFIED AND NON SPECIFIED INVESTMENTS

Specified Investments identified for use by the Council

Specified Investments will be those that meet the criteria in the CLG Guidance, i.e. the
investment:

• is sterling denominated,

• has a maximum maturity of 1 year,

• meets the “high credit quality” as determined by the Council or is made with the
UK government or is made with a local authority in England, Wales Scotland or
Northern Ireland or a parish or community council and

• the making of which is not defined as capital expenditure under section 25(1)(d)
in SI 2003 No 3146 (i.e. the investment is not loan capital or share capital in a
body corporate).

“Specified” Investments identified for the Council’s use are:

• Deposits in the DMO’s Debt Management Account Deposit Facility

• Deposits with UK local authorities

• Deposits with banks and building societies

• *Certificates of deposit with banks and building societies

• *Gilts : (bonds issued by the UK government)

• *Bonds issued by multilateral development banks

• Treasury-Bills (T-Bills)

• AAA-rated Money Market Funds with a Constant Net Asset Value (CNAV)

• AAA-rated Money Market Funds with a Variable Net Asset Value (VNAV)

• Other Money Market Funds and Collective Investment Schemes– i.e. credit
rated funds which meet the definition of a collective investment scheme as
defined in SI 2004 No 534 and SI 2007 No 573.

* Investments in these instruments will be on advice from the Council’s treasury
advisor.

For credit rated counterparties, the minimum criteria will be the lowest equivalent short-
term and long-term ratings assigned by Fitch, Moody’s and Standard & Poor’s, (where
assigned).

- Long-term minimum: A1 (Moody’s);A+ (S&P); A+(Fitch)

- Short-term minimum: P-1 (Moody’s); A-1 (S&P) or F1 (Fitch).

The Council will also take into account information on corporate developments of and
market sentiment towards investment counterparties.

Agenda Item 6
Appendix 2



New specified investments will be made within the following limits:

Instrument Country /
Domicile

Counterparty Maximum
Counterparty

Limits

%/£M

Term Deposits UK DMADF, DMO No limit

Term Deposits/Call
Accounts

UK Other UK Local Authorities No limit

Term Deposits/Call
Accounts

UK* Counterparties rated at least A+ Long Term

and F1 Short Term (or equivalent)

15% of Total
Investments

(currently £5M)

Term Deposits/Call
Accounts

Non-UK* Counterparties rated at least A+ Long Term

and F1 Short Term (or equivalent) in select

countries with a Sovereign Rating of at

least AA+

£1M

Gilts UK DMO No limit

T-Bills UK DMO No limit

Bonds issued by
multilateral
development banks

(For example, European Investment

Bank/Council of Europe, Inter American

Development Bank)

25% in
aggregate

AAA-rated Money
Market Funds

UK/Ireland/

Luxembourg

domiciled

CNAV MMFs

VNAV MMFs (where there is greater than
12 month history of a consistent £1 Net
Asset Value)

15% of Total
Investments

and 5% of Fund
Balance
(currently

£3.5M per fund)

Other MMFs and
CIS

UK/Ireland/

Luxembourg

domiciled

Pooled funds which meet the definition of a

Collective Investment Scheme per SI 2004

No 534 and subsequent amendments

£1M

Note that any existing deposits outside of the current criteria will be reinvested with the above
criteria on maturity.

NB

Non-UK Banks - These should be restricted to a maximum exposure of 25-30% per country.
This means that effectively all your authority’s investments can be made with non-UK
institutions should you wish, but it limits the risk of over-exposure to any one country.

Group Limits - For institutions within a banking group, a limit of 1.5 times the individual limit of
a single bank within that group.



Individual banks and there associated limits are detailed below:

Instrument Country/
Domicile

Counterparty Maximum
Counterparty

Limit

%/£M

Maximum
Group Limit (if

applicable)

%/£M

Term Deposits/Call
Accounts

UK Santander UK Plc (Banco
Santander Group)

£5M

Term Deposits/Call
Accounts

UK Bank of Scotland (Lloyds
Banking Group)

£5M £7.5M

Term Deposits/Call
Accounts

UK Lloyds TSB

(Lloyds Banking Group)

£5M £7.5M

Term Deposits/Call
Accounts

UK Barclays Bank Plc £5M

Term Deposits/Call
Accounts

UK Clydesdale Bank

(National Australia Bank Group)

£5M

Term Deposits/Call
Accounts

UK HSBC Bank Plc £5M

Term Deposits/Call
Accounts

UK Nationwide Building Society £5M

Term Deposits/Call
Accounts

UK NatWest (RBS Group) £5M £7.5M

Term Deposits/Call
Accounts

UK Royal Bank of Scotland (RBS
Group)

£5M £7.5M

Term Deposits/Call
Accounts

UK Standard Chartered Bank £5M

Term Deposits/Call
Accounts

Australia Australia and NZ Banking Group £1M

Term Deposits/Call
Accounts

Australia Commonwealth Bank of
Australia

£1M

Term Deposits/Call
Accounts

Australia National Australia Bank Ltd
(National Australia Bank Group)

£1M

Term Deposits/Call
Accounts

Australia Westpac Banking Corp £1M

Term Deposits/Call
Accounts

Canada Bank of Montreal £1M

Term Deposits/Call
Accounts

Canada Bank of Nova Scotia £1M

Term Deposits/Call
Accounts

Canada Canadian Imperial Bank of
Commerce

£1M

Term Deposits/Call
Accounts

Canada Royal Bank of Canada £1M

Term Deposits/Call
Accounts

Canada Toronto-Dominion Bank £1M

Term Deposits/Call
Accounts

Finland Nordea Bank Finland £1M

Term Deposits/Call
Accounts

France BNP Paribas £1M



Instrument Country/
Domicile

Counterparty Maximum
Counterparty

Limit

%/£M

Maximum
Group Limit (if

applicable)

%/£M

Term Deposits/Call
Accounts

France Credit Agricole CIB (Credit
Agricole Group)

£1M

Term Deposits/Call
Accounts

France Credit Agricole SA (Credit
Agricole Group)

£1M

Term Deposits/Call
Accounts

France Société Générale £1M

Term Deposits/Call
Accounts

Germany Deutsche Bank AG £1M

Term Deposits/Call
Accounts

Netherland
s

ING Bank NV £1M

Term Deposits/Call
Accounts

Netherland
s

Rabobank £1M

Term Deposits/Call
Accounts

Sweden Svenska Handelsbanken £1M

Term Deposits/Call
Accounts

Switzerlan
d

Credit Suisse £1M

Term Deposits/Call
Accounts

US JP Morgan £1M

Note that this list could change if, for example, a counterparty/country is upgraded, and meets
our other creditworthiness tools. Alternatively if a counterparty is downgraded, this list may be
shortened.

�

Non-Specified Investments determined for use by the Council

Having considered the rationale and risk associated with Non-Specified Investments,
the following have been determined for the Council’s use

In-House Use Maximum
Maturity

Max % of
Portfolio

Capital
Expenditure

?

� Deposits with banks and building
societies

� CDs with banks and building societies

�

�

2 Years
60% in

aggregate
No

�Gilts

�Bonds issued by multilateral
development banks

�Bonds issued by financial institutions
guaranteed by the UK government

�Sterling denominated bonds by non-
UK sovereign governments

�

(on advice from
treasury
advisor)

25 Years
25% in

aggregate
No

Money Market Funds and Collective
Investment Schemes, which are not
credit rated

�

(on advice from
treasury
advisor)

These funds do
not have a

defined maturity
date

10% No

Government guaranteed bonds and
debt instruments issued by corporate
bodies

� 10 Years £5M Yes



In-House Use Maximum
Maturity

Max % of
Portfolio

Capital
Expenditure

?

Non-guaranteed bonds and debt
instruments issued by corporate bodies

� 10 Years £5M Yes

Pooled funds which are not capital
expenditure investments as defined by
regulations.

�

(on advice from
treasury
advisor)

£5M Yes

1. In determining the period to maturity of an investment, the investment should be
regarded as commencing on the date of the commitment of the investment rather than
the date on which funds are paid over to the counterparty.

2. The use of the above instruments by the Council’s fund manager(s) will be by reference
to the fund guidelines contained in the agreement between the Council and the individual
manager.�
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ECONOMIC AND INTEREST OUTLOOK

The economic interest rate outlook provided by the Council’s treasury advisor,
Arlingclose Ltd, for December 2010 is detailed below. The Council will reappraise
its strategy from time to time and, if needs be, realign it with evolving market
conditions and expectations for future interest rates.
�

Dec-10 Mar-11 Jun-11 Sep-11 Dec-11 Mar-12 Jun-12 Sep-12 Dec-12 Mar-13 Jun-13

Official Bank Rate

Upside risk - 0.25 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50

Central case 0.50 0.50 0.50 0.75 1.00 1.25 1.50 2.00 2.50 2.75 2.75

Downside risk - - - - 0.25 - 0.50 - 0.50 - 0.50 - 0.50 - 0.50 - 0.50 - 0.50

1-yr LIBID

Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50

Central case 1.50 1.75 2.00 2.25 2.50 2.75 3.00 3.25 3.50 3.50 3.50

Downside risk - 0.25 - 0.25 - 0.25 - 0.25 - 0.50 - 0.50 - 0.50 - 0.50 - 0.50 - 0.50 - 0.50

5-yr gilt

Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50

Central case 2.00 2.25 2.75 3.25 3.50 3.75 4.00 4.00 4.00 4.00 4.00

Downside risk - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25

10-yr gilt

Upside risk 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.50 0.50 0.50 0.50

Central case 3.50 3.75 3.75 4.00 4.25 4.50 4.75 4.75 4.75 4.75 4.75

Downside risk - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25

20-yr gilt

Upside risk 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.50 0.50 0.50

Central case 4.25 4.50 4.75 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00

Downside risk - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25

50-yr gilt

Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50

Central case 4.25 4.25 4.50 4.75 4.75 4.75 4.75 4.50 4.50 4.50 4.50

Downside risk - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25 - 0.25

• The recovery in growth is likely to be slow, uneven and more “Square
root” than “V” shaped.

• The initial reaction to the CSR is positive but implementation risks remain.

• The path of base rates reflects the fragility of the recovery and the
significantly greater fiscal tightening of the emergency budget. With
growth and underlying inflation likely to remain subdued, the Bank will
stick to its lower for longer stance on policy rates.

• Uncertainty surrounding Eurozone sovereign debt and the risk of
contagion will remain a driver of global credit market sentiment.

�

Underlying assumptions���

• The framework and target announced in the Comprehensive Spending
Review to reduce the budget deficit and government debt are the same as
announced in June and focuses on how the cuts are to be distributed.
The next big fiscal milestone will be the Office of Budget Responsibility’s
assessment of the CSR’s implications for growth, employment and
inflation.

• The minutes of the Monetary Policy Committee’s meeting suggest a
movement away from further Quantitative Easing. Despite Money supply
being weak and growth prospects remaining subdued the MPC have

Agenda Item 6
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gravitated towards increasing rates in the New Year as global inflation
continues to rise along with household inflation.

• Consumer Price Inflation is stubbornly above 3% and will likely spike
above 4% in January as VAT, Utilities and Rail Fares are increased.

• Unemployment remains near a 16 year high at just over 2.5 Million and is
set to increase as the Public Sector shrinks. Meanwhile employment is
growing but this is due to part time work, leaving many with reduced
income.

• Recently announced Basel III capital/liquidity rules and extended
timescales are positive for banks. The restructuring of UK bank balance
sheets is ongoing and expected to take a long time to complete. This will
be a pre-condition for normalisation of credit conditions and bank lending.

• Mortgage repayment, a reduction in net consumer credit and weak
consumer confidence are consistent with lower consumption and
therefore future trend rate of growth despite Q3’s fairly strong
performance.

• The US Federal Reserve downgraded its outlook for US growth; the Fed
is concerned enough to signal further QE through asset purchases might
be required. Industrial production and growth in the Chinese economy
are showing signs of slowing. Both have implications for the global
economy.
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