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      Agenda Item 5 

Cheltenham Borough Council 

Cabinet - 9 February 2010 

Council - 12 February 2010 

Section 25 Report 

Report of the Chief Finance Officer 

1. Executive Summary and recommendation 

1.1 Under Section 25 of the Local Government Act 2003, the Chief Finance Officer 
(nominated Section 151 Officer) is required to report to the Council on the 
robustness of the estimates made for the purpose of setting the budget and 
the adequacy of the proposed financial reserves. The Council is under a 
statutory obligation to have regard to this report when making its decisions on 
the proposed budget. 

1.2 The purpose of this report is to fulfil the duties of the Chief Finance Officer 
(CFO) under Section 25 of the Act. Members should read this in conjunction 
with the main budget report. 

1.3 Cabinet / Council is therefore recommended to: 

1.3.1 Note the contents of this report, and have regard to it when setting the budget, 
council tax and housing rents. 

1.3.2 Financial As detailed in the report 

Contact officer: Mark Sheldon.  

E-mail: mark.sheldon@cheltenham.gov.uk 

Tel no: 01242 264123 

1.3.3 Legal None as a direct result of this report. 

1.3.4 Human Resources None as a direct result of this report. 

1.3.5 Equal opportunities, 
social justice and anti-
poverty 

None as a direct result of this report. 

1.3.6 Environmental None as a direct result of this report. 

 

1.4 Links to Business Plan and Corporate Objectives 
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1.4.1 None. 

1.5 Statement on Risk 

1.5.1 A risk assessment of the budget proposals is appended to the main budget 
report. 

 

2. Background 

2.1 The purpose of this report is to fulfil the requirement under Section 25 of the 2003 
Local Government Act for the Chief Finance Officer (CFO) to make a report to the 
authority when it is considering its budget, council tax and housing rents. The Act 
requires Councillors to have regard to the report in making decisions at the Council’s 
budget and council tax setting meeting.   

 

3. Robustness of the estimates 

3.1 In drawing together the detailed revenue budgets for each service a number of 
assumptions and principles have been applied. In reviewing the overall robustness of 
the estimates these should be assessed. 

Inflation  

3.2 At the time of preparing the budget the inflation allowances built into the base figures 
for 2010/11 were a reflection of the available indices with an allowance to reflect the 
expected trend into 2010. The September 2009 rates for the 'Consumer Prices Index' 
(CPI) was 1.1% and for the 'All Items excluding Mortgage Interest Payments' (RPIX) 
was 1.3%. The latest indices available for December 2009 are for CPI 1.9% and for 
RPIX 2.7%. Contract inflation has been allowed for at the appropriate contractual rate 
e.g. utilities budgets reflect negotiated rates. 

3.3 However, it should be noted that, following previous practice, general inflation has not 
been provided for on service budgets unless the relevant professional officer has 
indicated this would cause material issue to the level or quality of service provision. 
Whilst this creates natural efficiency saving across the Council, it will be important to 
continue to monitor this policy to ensure that budgets are sufficient to provide 
services. 

3.4 I am confident that service managers have sufficient budgets to fund supplies 
and services based upon prevailing pay and price levels in 2010/11. 

Employee costs – pay / turnover 

3.5 Employee budgets include a cost of pay award allowance of 1% plus an allowance for 
incremental progression. The net cost of service assumes an employee turnover 
saving of 3% of gross pay budget which equates to an assumed annual saving of 
around £400,000. Based on previous years this has been achieved but, given the 
current economic situation and the impact on the job market on turnover, this needs 
to be closely monitored.  

 
3.6 In the chancellors pre-budget report, he indicated that pay for public sector 
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employees was likely to be capped at 2011/12 and 2012/13 at 1%. More recently the 
employers side have rejected claims for a pay award on the basis of affordability. The 
budget assumes a 1% pay award. Given the prevailing inflation rates, future capping 
proposals and generally held view that public sector pay should be controlled, the pay 
award provisions for 2010/11 given that negotiations are not yet completed and over 
the course of the MTFS are prudent.  

 
Employee costs – Single Status 

3.7 The budgets for 2010/11 include the financial implications resulting from the single 
status review of pay and terms and conditions. The outcome of the review resulted in 
additional on-going costs rather than being ‘cost neutral’ as originally anticipated. The 
additional costs in 2009/10 have been offset by a lower than budgeted pay award and 
the use of the Reserve which was set aside for transitional costs, which are now less 
as a result of fewer staff facing reductions in pay as a result of appeals. As a result, 
the sum set aside in a reserve to finance the transitional costs proved to be in excess 
of the amount needed and its use to finance the additional on going costs in 2009/10 
is therefore a reasonable approach. 

Employee costs – pensions 

3.8 The Council receives an annual report which projects the pension fund position 
forward taking into account changes in both member profile and performance of the 
fund. The report, which provided a position to August 2009, suggested that due to the 
significant fall in the stock markets and the expectation of increasing inflation, the 
funding level has dropped from an estimated 75.3% at March 2008 to 53.4% at 
August 2009.  

 
3.9 In discussions with the pension fund actuary, it was suggested that this position, if 

sustained, is likely to result in an increase in contribution rates at the next triennial 
revaluation. However, the actuary is aware of the pressure this puts on council 
budgets and is considering approaches to keeping increases as low as possible 
including to potentially fund an additional 1% per annum increases over a longer 
period. The Council has been anticipating an increase and is currently estimating 
potential increases in contributions to 2% per annum over a 3 year period from 1st 
April 2011 i.e. 6% overall in the MTFS. This would see the contribution rate rise from 
25% to 31% over next review period i.e. April 2011 to April 2013. In the Chancellors 
pre-budget report, he indicated that employee costs of pension funds should be 
capped. Whilst there is no detail to suggest what this might mean for the Council, it is 
reasonable to assume that the projections in the MTFS are sufficient for now.  

3.10 Previously the Council has used its pension reserve to phase in the impact of the 
decision to pay the increase in rate immediately based upon previous actuarial advice 
that this is generally the cheapest option in the long term. The existing reserve is due 
to be used up in phasing in the funding of the previous increase in contribution rates. 
Over the coming year, as the Council moves closer to the next revaluation, more 
work will be undertaken to assess the implications and funding options for the 
potential increase in costs at the next triennial revaluation. 

3.11 I am satisfied that, the Council has sufficient budgetary provision for employee 
related costs in 2010/11 and is being prudent in planning for a potential future 
increase in pension fund costs in the MTFS.   

Concessionary Fares 
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3.12 The Government’s free national off-peak concessionary bus travel scheme for the 
over 60’s and disabled people was introduced in April 2008 allowing any UK English 
resident to travel on registered local services. Under the scheme, the Council pays for 
all eligible UK English residents for journeys starting in Cheltenham between the 
hours of 9:30am and 11:00pm funded by an additional specific Government grant of 
£552,000 for 2010/11. The Council currently enhances the national scheme for 
Cheltenham residents by offering free travel between 9:00am and 9:30am and for 
companions of disabled persons. 

3.13 The scheme is very successful and because Cheltenham is a densely populated 
urban area with many local attractions and is the starting point for many journeys 
made in Gloucestershire, the cost of the scheme to the Council is significant (some 
£2.2m per annum). One of the major bus operators made a claim against the districts 
in Gloucestershire for a higher level of re-imbursement rate claiming that they were 
not sufficiently re-imbursed under the scheme. This resulted in a 3 year deal being 
negotiated with the operator on behalf of the district councils in Gloucestershire which 
is now the subject of a legal review, adding a further £440k of annual costs for 
Cheltenham. The budget for 2010/11 provides for full funding of the negotiated re-
imbursement costs as per the agreement.  

3.14 The additional grant received does not cover the additional costs and the Council has 
been notified of an additional amount to cover costs which, whilst welcomed, still 
leave the Council funding a shortfall of in excess of £1m. Since the budget already 
assumes the increased costs, the additional funding of £90k will be used to deal with 
the implications of more recent developments in the Icelandic bank deposits – see 
paragraph 3.22. The Council has responded to recent Department for Transport 
consultation lobbying for fair funding for the scheme.  

3.15 In funding the increase in costs over that budgeted in recent years, the Council has 
now used all of the reserve specifically set up to support implementation. Therefore, 
any further additional cost, over and above the budgeted amount, will need to be 
funded from the General Reserve. 

3.16 In his pre-budget speech, the Chancellor indicated his intention to transfer the 
responsibility for administration of concessionary fares from district councils to the 
higher tier from 1st April 2011. As such, the powers and responsibility will pass to 
Gloucestershire County Council wef this date. Consultation on the transfer of funding 
will take place this summer and the Council will be lobbying for a transfer of the 
funding originally given to the Council for funding the scheme rather than a transfer of 
the current costs of the scheme.    

3.17 Based upon the latest available information, I am satisfied that the 2010/11 
budget contains, as far as can reasonably be predicted, sufficient budget to 
cover the cost of concessionary fares in 2010/11 but would suggest that the 
Council press for the council’s current level of top up to be retained by the 
Council in the transfer of the function to Gloucestershire County Council.   

Treasury Management 

3.18 The Council signed up to the CIPFA Code of Practice for Treasury Management in 
2002 and updates annually its Policy and Strategy statements accordingly. Its 
decisions are supported by an external consultancy (ArlingClose) and considered by 
the Treasury Management Panel.  

3.19 The Councils treasury management activity has generated significant returns for the 
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Council over many years. However, given the events of recent years and the 
uncertainty over the length of the economic crisis, it is now unlikely that investment 
returns will return to previous levels for some considerable time which continues to 
impact on the council. The Council was affected by falling interest rates resulting from 
successive reductions in base rate which reduced the level of investment interest 
earned by the Council of £1.5m to nearer £250k which contributed to maintaining the 
projected budget gap at 1.2m for 2010/11. The Council’s response to the crisis was to 
reduce the reliance on investment interest to support the net budget and the impact of 
the volatility of interest rates on the contribution investment interest makes to the 
bottom line. As such, the Council’s budget for investment interest was reduced on an 
ongoing basis to reflect the implications of prevailing low interest rates and no 
assumptions are made in the MTFS in respect of higher investment returns resulting 
from potential increasing interest rates. Once the longer term situation becomes 
clearer a more optimistic view may be reflected in the MTFS. The financial 
implications included in the budget are based on the recommendations of the 
Treasury Management Panel supported by Arling Close. 

3.20 The collapse of the Icelandic banks, in which the Council had deposits of £11m made 
in 2006 for fixed three-year periods, presented a significant challenge for the Council. 
Despite operating within the strict guidelines outlined in the Council’s Annual 
Investment Strategy, considered by the Council’s Treasury Management Panel and 
approved by Council, being advised by professional external professional advisers 
and using internationally recognised credit rating agencies, the Council found itself 
exposed to the collapse of these banks. Officers have done all they can to recover 
the investments, £0.9m has already been recovered, but the administration process is 
still underway and the Council has yet to receive clear guidance over the level and 
timing of recovery. 

3.21 Previous guidance from the Government allowed councils to defer the impact of any 
non recovery of investments in Icelandic banks which was a reasonable stance in 
view of difficulty in establishing the value and timing of any potential losses.  

3.22 The interim budget proposals made assumptions about the financial implications of 
the exposure to Icelandic banks and included a provision for the potential write off of 
£1.5m of the deposit, based upon the best information and guidance at the time. In 
December 2009, the winding up board (wub) of Glitnir bank made a surprising 
announcement that it would treat local authority deposits the same as other 
depositors rather then give them preferential depositor status as had been 
determined by the wub of Llandsbanki bank. Given the uncertainty over this position, 
an application for an increased level of capitalisation direction was submitted in 
December 2009 as a precautionary measure. As such, the updated MTFS included in 
the final budget papers assumed the write off of the larger sum of £4.43m, assuming 
a worse case scenario i.e. that councils are unsuccessful in their challenge of the 
Glitnor bank decision. Given that it is unlikely that the Government will support the 
Council should this be the outcome and the uncertainty over the outcome, this is a 
prudent approach to take. 

3.23 Following the banking collapse, the Chartered Institute of Public Finance and 
Accountancy (CIPFA) reviewed the Code of Practice covering this area and the 
Council revised its Treasury Management Policy and Annual Investment Strategy to 
take on board the recommendations of the review which strengthen the security of 
public money. The Annual Investment Strategy determines the parameters within 
which Officers undertake daily treasury management decisions. Following the 
banking crisis, the Council’s treasury advisors, ArlingClose, continue to work with the 
Council and the Treasury Management Panel and provide on-going advice on policy.  
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3.24 In February 2009, a number of recommendations were incorporated in the revised 
Treasury Management Policy and Annual Investment Strategy’s lending criteria to a 
much smaller lending counterparty list which was approved by the Council. Given the 
on-going uncertainty about the security and sustainability of banking institutions this 
approach is to continue in 2010/11. This should give Members some re-assurance 
that Officers will, as far as is possible to ascertain, minimise risk in any investment 
decision. 

3.25 The prudential code requires that certain calculations be made (prudential indicators) 
which measure the impact of treasury and borrowing decisions and these are 
included in the Annual Investment Strategy. The indicators for 2010/11 do not yet 
include the implications of the borrowing for the Gloucestershire Airport to finance 
their runway safety project, since the phasing of the borrowing has yet to be 
determined. The borrowing to support the financing of the refurbishment of the 
Everyman theatre does not impact until 2011/12. I am comfortable that the treasury 
related decisions, as measured by these indicators, are in accordance with the 
prudential code.  

3.26 The revision the council’s Minimum Revenue Position policy statement supports the 
future borrowing decision in respect of the Everyman which neutralises the cost to the 
Council and reduces the costs of loan to the theatre and is therefore a sound 
approach. 

3.27 I am satisfied that, given the prevailing low interest rates, the assumptions for 
budgeting for investment interest and potential Icelandic bank losses are 
reasonable and follow Government advice. In addition, given the current 
continued uncertainty in the banking system the restriction in the revisions in 
the Annual Investment Strategy are appropriate.  

Income, Charging and Demand.  

3.28 The Council continues to provide a number of demand led services e.g. car parking, 
land charges, leisure@cheltenham etc. The estimates for 2010/11 have been 
prepared on the advice of the professional Officers, who have taken a realistic view 
about income levels taking into account the impact of the economic downturn. Income 
from development control and land charges remains suppressed and income budgets 
for 2010/11 have been prepared on this basis. No assumptions have been made in 
the MTFS in respect of improving income levels. Given the uncertainty over how long 
the downturn will last this is a reasonable approach to take. 

3.29 Car parking income remains one of the Council’s largest demand led risks. The 
estimates have been prepared bases on increases in car park charges ranging from 
0% to 7.7% which are projected to deliver an increase of 3.5% in gross car parking 
income. In setting the budget, analysis of the trend in car parking income has been 
undertaken which continues to confirm that year on years reductions are evident. The 
Council receives in the region of £4m from car parking income which contributes 
towards funding services and keeping the level of council tax down. Members need to 
be mindful of maintaining this income stream or replacing it with alternative income 
e.g. ground leases in the consideration of development of the current car parks as 
part of the Civic Pride initiative.  

3.30 The budget process for 2010/11 involved the review of previous years’ underspends. 
This identified additional income which has been factored into the base budget for 
2010/11 based upon that achieved in 2008/09 for the Town Hall and Pump Room. 
Officers are confident that these improved income streams can be maintained into 
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2010/11.  

3.31 The Council operates in some highly competitive areas where fees are subject to 
commercial decisions which are supported by benchmarking against the competition. 
The Council needs to be able to respond to the market and be more ‘business like’ 
and as such, although fees and charges are proposed in the final budget, changes to 
fees and charges are not restricted to the annual budget meeting. This is particularly 
relevant in light of the MTFS funding gap projections and the work of the ‘Bridging the 
Gap’ (BtG) Programme Board includes work streams for closing the funding gap from 
increasing income by increasing prices above inflation or the identification of new 
income streams, taking into account comparable charges with neighbouring 
authorities. Given the lack of Government funding, whilst being mindful of the impact 
on taxpayers in the current economic climate, it is more important than ever to ensure 
that income levels are maximised and, as such, service managers need the flexibility 
to vary charges to maintain demand for services. 

3.32 Over a number of years, the Council has benefited from sizeable amounts of Housing 
and Planning Delivery Grant (HPDG). By its nature this is one off and cannot be built 
into base budgets and may not be available in future. HPDG has benefited the 
planning service significantly over recent years and, looking ahead, Members need to 
consider the future service implications of a reduction in this source of funding. 

3.33 Overall, I am satisfied that the estimates for income are based upon reasonable 
assumptions made by Officers despite the difficulty in predicting income 
streams in the current economic climate. The situation will require close 
monitoring during 2010/11. 

4. Housing related budgets 

Housing Revenue Account 

4.1 The Council’s Housing Revenue Account (HRA) capital programme and revenue 
account have been prepared in consultation with Cheltenham Borough Homes 
(CBH). They are in line with housing rent limits, and take into account the full year 
financial impact for both the General Fund and the HRA of the additional borrowing 
consents received to support meeting the decent homes standard. 

4.2 The estimates take into account a revised estimate of the charges to CBH for Council 
services which continue to be refined annually to take account of the management 
agreement. The estimates have been drawn up based on the latest information 
available concerning relevant subsidy levels, expected mid year Capital Financing 
Requirement and borrowing capacity (item 8 debit and credit calculations). 

Housing and Council Tax Benefit. 

4.3 The housing benefit regulations can change from one year to the next and, given the 
substantial sums involved, make accounting for benefit activity a high risk area. As a 
result, it is one of the few areas where the Audit Commission is required to undertake 
a separate annual audit of subsidy, payments and claims work. As Members will be 
aware, given the size of the financial amounts involved (around £40m), this is always 
an area of concern in preparing budget estimates. The Council continues to improve 
its standards and monitoring procedures in this area. Sound processes are in place to 
manage this complex area of activity which supports accurate budgeting and control. 
Based upon the year end position for 2008/09 and the monitoring of the current year’s 
budget I believe the budgets to be, as far as can be predicted in this very volatile 
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area, sufficient to fund predicted activity levels.  

4.4 In summary, the estimates for the HRA and Housing General Fund related 
budgets, as far as can be reasonably determined, appear to be robust. 

5. Finance Settlement  

5.1 The estimates for 2010/11 provide for the financial settlement notified to the Council 
by the Department for Communities and Local Government (DCLG) resulting from the 
Government’s Comprehensive Spending Review (CSR07). This provided estimates 
for the Government support for the 3 year period 2008/09 to 2010/11 which removed 
some uncertainty and previous fluctuation in grant.  

5.2 Overall, the Government increased resources via formula grant by some £29billion in 
2010/11, a 2.6% increase. But as far as Cheltenham’s increase is concerned, the 
level of increase in Government support, on a ‘like for like’ basis at c0.5% in 2010/11 
(2% over 3 year period of CSR07) which is well below the average increase across 
the country. The downside to a 3 year settlement is clearly that any anomalies are 
perpetuated for the duration of the spending review i.e. the council poor grant 
increase c0.5% was received in each of the 3 years whilst other authorities, including 
those in Gloucestershire, received significantly higher annual increases over the 3 
year period. 2010/11 will be the final year of the current spending review and the 
Chancellor indicated in his pre-budget speech that, despite the economic crisis, level 
of support for councils in 2010/11 would not alter. 

5.3 Whilst is very difficult to follow the exact methodology behind the settlements, the 
increases appear to assume a certain level of top slicing of savings. Given the 
pressure of pay and price inflation, pensions funding shortfall and the impact of recent 
legislation e.g. concessionary fares; this represents a real terms decrease in funding.  

5.4 It is very evident that, following the general election, a future government will look to 
reduce the size of the public debt, resulting from the amount of public money being 
used to support the banking crisis by squeezing public spending. Although there is 
still no detail of what the implications of this are, the Council is modelling a significant 
cut in funding in the MTFS i.e. 10% in 2011/12 and a further 5% in 2012/13. Members 
need to be very aware of this possibility and be prepared to deal with the implications 
of such a cut. As we get closer to the election, the precise implications may be spelt 
out but, currently, there is still uncertainty over future funding levels.  

5.5 The transfer of the responsibility and funding of concessionary fares to 
Gloucestershire County Council (GCC) wef 1st April 2011 also brings financial 
uncertainty. Whilst some of the funding which the Council receives is clearly 
identifiable, the initial funding for the old scheme (included in the RSG calculation), is 
not. However, assuming that the cost of the old scheme was fully funded via RSG 
and even taking into account the discretionary elements of the current scheme; the 
council is significantly topping up the level of funding locally. At the point of 
transferring funding to GCC, arguably the Government should only transfer the 
funding received but there is the potential for funding to transfer at current 
expenditure levels, hence the degree of uncertainty. the council will be lobbying 
against such a proposal. 

5.6 Based upon the recent settlements and commentary from all political parties, a 
projection of the MTFS assuming a significant reduction in government support 
is a prudent approach. 
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6. Medium Term Financial Strategy (MTFS) and strategy for ‘Bridging 
the Gap (BtG)’  

6.1 Sound financial management requires that the CFO and Councillors have full regard 
to affordability when making recommendations about the local authority’s future 
revenue and capital programme. The Council produces a Medium Term Financial 
Strategy (MTFS) which assists in its planning and preparing for future potential 
liabilities. The budget proposals include an updated MTFS which is based on known 
or expected expenditure plans for 2010/11 onwards, together with a number of 
assumptions over the next 5 years. The MTFS predicts the funding gap for the next 5 
years modelled using various funding scenarios. The MTFS is becoming an 
increasingly important key strategic document which outlines the Council’s strategy 
for closing the funding gap and strengthening the Council’s approach to longer term 
financial management. The latest estimate of the size of the funding gap in the MTFS 
is £3.4m assuming a 15% cut in Government support, which is less than was 
anticipated as a result of the capping of public sector pay.  

6.2 As I often point out, the level of annual increases in government grant and additional 
income which result from low levels of council tax increases are not enough to cover 
increasing costs leaving the Council in the recurring position of having a funding gap 
as illustrated below. This situation is only likely to worsen if Government grant funding 
is actually cut rather than marginally increase as has been the case over recent 
years. 

 

Annual increase in base costs (inflation / pay awards etc.) 

£m 

1.00 

Increased contributions to fund infrastructure investment 0.2 

less income from council tax @ 2.5% increase (0.2) 

less income from inflationary fees and charges (0.3) 

= Annual funding gap 0.7 

 NB: illustrative figures only 

6.3 The Council should make every effort to break this cycle by increasing income 
streams and reducing costs so that annual costs inflation pressures are covered by 
additional income from price inflation. 

Efficiency savings targets  

6.4 As part of the comprehensive spending review (CSR07), the Government set targets 
for delivery of efficiency gains in local government requiring councils to find 3% 
cashable efficiency savings annually (£4.9bn over 3 years).  

6.5 Cuts in services cannot count towards the target. Savings are measure as increases 
in productivity or enhanced value for money using the following criteria:  

• reducing inputs (money, people, assets etc.) for the same outputs; 
• reducing costs (procurement, labour costs, etc) for the same outputs; 
 

6.6 Over recent years, the approach taken to the identification of savings has been 
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pragmatic. Since the Council easily met the target through a combination of budget 
cuts (not resulting in a reduction in service), as a result of procurement savings and 
partnership arrangements in place to deliver the decent homes programme, very little 
effort was needed to identify further qualifying savings. However, having achieved 
such a high level of savings to date it is likely that future savings delivered through 
the budget process may need to come from reductions in service rather than cost 
efficiencies, making meeting the target through efficiency savings more challenging.  

General Savings 

6.7 In commencing the budget setting process for 2010/11, I re-iterated the general view 
that, although ‘salami slicing’ budgets may have generated significant savings in the 
past, Officers felt that it was no longer possible to deliver further savings without 
jeopardising the level of services. I am of the view that it is difficult to see how this is 
likely to be an option for future budgets since the ‘easy options’ appear to have been 
taken. In approaching the 2010/11 budget, the Cabinet have avoided salami slicing 
and have looked to the ‘Bridging the Gap’ programme to deliver savings and income 
to close the funding gap. 

Procurement savings 

6.8 The budget proposals for 2010/11 contain a target of £120,000 from procurement 
savings. Whilst a programme of procurement projects/savings has been identified to 
meet this target, it is critical that the Council can turn these into cashable savings. 
The Financial Services team continue to work with the Procurement team to validate 
the savings figures and adjust relevant budgets when savings are realised. The 
delivery of future savings will require significant sustained momentum in order to 
ensure the delivery of the target savings outlined in the Medium Term Financial 
Strategy.  

‘Bridging the Gap’ (BtG) 

6.9 The ‘Bridging the Gap’ (BtG) programme has been developed further as a corporate 
wide approach to meeting the challenge of the budget gap and has proved to be a 
major achievement for the Council. The identification of savings and additional 
income through this process has met the funding gap of £1.2m for 2010/11 and 
contributed some £2.3m towards the MTFS funding gap. The programme 
sponsorship and management changed during the course of the year and underwent 
a significant re-invigoration using many approaches and skills learned from the 
Council’s organisational development programme.  

6.10 The previously identified targets for work streams had served a purpose but were 
arbitrary and in the current economic climate, it had proved to be difficult to realise 
some of the savings streams e.g. asset management. As programme manager, I 
facilitated a number of sessions with the Senior Leadership Team (SLT) in order to 
re-think the Council’s approach and generate ideas for bridging the gap and SLT are 
now aligned behind a collective commitment to resolving the problem of the gap. As 
such the individual targets are no longer needed. 

My assessment  of the progress and robustness of the workstreams are as follows: 

6.11 Service Review and comparisons: Considerable cost comparison work was 
undertaken in progressing the sourcing strategy which concentrated on 
benchmarking corporate services using data from the Chartered Institute of Public 
Finance and Accountancy (cipfa).  In addition, an exercise in comparison of fees and 
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charges was attempted across the whole range of council services but this proved to 
be difficult since comparable pricing structures were not easy to find. However, some 
data was used to inform some of the above inflation price increases in the budget 
proposals and the approach should be maintained in the future. However, it is 
recognised that significant increases in charges above inflation are difficult to sell to 
the public particularly in the current economic climate.  

6.12 Asset Management: One of the key pressures on the MTFS remains the cost of 
maintaining the Council’s large property portfolio. The Council has, over a number of 
years, rationalised its property portfolio and is now left with few assets which are 
surplus to requirement. Efforts over recent years have demonstrated that the disposal 
of assets can be a lengthy process which is not without political difficulties. It is 
therefore important to establish the ‘consensus’ approach to property portfolio. The 
current work on updating the Asset Management Plan could assist Members in 
achieving this. The cross party Asset Management Working Party continues to make 
a valuable contribution to considering key property decisions e.g. Regent Arcade and 
St Pauls regeneration which is helping to develop a long term view of the property 
portfolio. Despite the economic climate there are still high aspirations for further 
investment in both existing and new buildings / facilities which will require both 
significant capital investment and potentially increased on-going revenue costs. The 
Council needs to be careful not to raise expectations which may not be affordable, 
particularly in view of the lack of potential funding sources and reducing revenue 
budgets. Long term affordability remains a key issue. 

6.13 Shared services: Progressing the shared services agenda gained significant 
momentum over recent months following many years of achieving little. The service 
partnerships for audit, building control and legal represent an important step forward. 
The engagement of consultants ‘eighty twenty’ provided significant external expertise 
in the area of shared services which helped the Council progress options for sourcing 
a range of back office services, culminating in the sourcing strategy being approved 
by the Council in December 2009. From our experience, it is now clear that sharing is 
often complex, time consuming, can require significant pump priming and project 
management in order to deliver major changes for the Council. However, it is 
anticipated that sharing of systems, processes and staff may provide a more resilient 
and cost effective approach to delivering services in the future which is preferable to 
a more crude approach to delivering savings.  

6.14 Service Reviews: Again, some significant progress in a number of areas with the 
resulting staff savings have been built into the budget for 2010/11. Since a number of 
vacant posts existed in the areas under review it meant that savings could be 
delivered quickly with minimal up front cost. It is important for the Council to learn 
from the service reviews and rollout the systems thinking approach across the 
organisation so that all services benefit. 

6.15 Procurement: The Council has been rewarded from its investment in the procurement 
function by savings generated over many years but there becomes a limit to the 
potential for delivering savings given current systems and partnerships. As a result of 
the investment arising from the sourcing strategy work, additional resource has been 
approved to strengthen the procurement function. This should provide much needed 
manpower to, not only maintain the existing programme of work, but to support some 
of the major projects e.g. GO-7. It is apparent that translating the savings from 
tendering for goods and services into budget reductions is not always straight forward 
and requires close working between Financial Services, the procurement officer and 
buy in from the SLT. 



 

Cabinet 9th February 2010 
Council 12th February 2010 

 Section 25 report 

 Page 12 of 20 Last updated 28 January 2010 
 

6.16 A number of the proposals for bridging the funding gap arose from the BtG sessions 
with SLT who were asked to generate ideas for making savings or increasing income 
in order to deliver a 20% cut in controllable budget. Whilst this was slightly crude it 
proved to be an effective way of considering the impact of a potential significant 
squeeze in public sector funding. The result was a list of ideas which was considered 
by Cabinet. Some were accepted and form part of the budget proposals (Appendix C) 
including proposals which, whilst not contributing to the 2010/11 budget, contribute to 
future years to totalling £2.3m over the period of the MTFS.  

6.17 Others ideas, labelled ‘Future options’ (Appendix D), are not supported by the 
Cabinet in the 2010/11 budget either because they require further work, are politically 
unacceptable or require some cross party consultation. This approach is a significant 
step forward and particularly relevant in responding to the public sector spending 
squeeze. Many of the future options are more controversial but some may be 
necessary in order to bridge the project funding gap. Members are urged to develop 
cross party consensus on more significant issues which make a significant 
contribution to closing the gap as soon as possible in order to both allow time to 
deliver savings or additional income and to avoid potentially more arbitrary alternative 
cuts. 

6.18 In considering future options Members need to be mindful of the feedback from the 
IDeA peer review team felt that the Council was trying to do too much and that we 
should use the opportunity of the next corporate strategy to reassure ourselves that 
the Council has the financial and staffing capacity to deliver its ambitions. They wrote:  

 “A number of people raised some concerns about whether the council is trying 
to do too much. The nine (plus one) priorities lead to 33 overall aims which 
amounts to a very ambitious agenda. Given a rising budget deficit and 
difficulties experienced through the impact of the recession, there is concern 
that the council is in danger of spreading itself too thinly, with a result that it is 
pursuing too many priorities at a time of major resource challenge. When the 
business plans are next revised, it will be important for the council to satisfy 
itself that it has adequate staffing and financial resources to achieve its 33 
aims”.  

6.19  In developing future joint corporate strategy and MTFS and in the context of reducing 
resources, the Council will need to consider this feedback. 

6.20 BtG Staff sessions: The sessions facilitated by the Financial Services team in 
September 2009 proved to be a huge success with around 115 ideas being 
generated. As outlined, some have already been adopted and others will be subject 
to further work and considered by Members in future. Staff across the organisation 
made some very worthy contributions and this work is to continue via the intranet 
using the BtG pages which document the programmes progress in meeting the 
challenge. 

6.21 Overall, the BtG programme has been a tremendous success in both bridging the 
funding gap for 2010/11 but also beginning to make progress towards future years. 
However, the programme contains many work streams which are complex and time 
consuming and it should be borne in mind that the organisation already has a huge 
agenda and does not have the spare resource to take on more. The work streams 
which generate significant future savings still require significant effort to implement 
proposals and Members need to be mindful of this over the coming years.  

‘One off’ staffing costs 
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6.22 Members need to be mindful that, in decisions to reduce staffing numbers, savings 
may not be delivered immediately since one off redundancy / pension costs may 
offset savings initially. In the final budget proposals, many of the savings have been 
delivered as a result of vacancies which have been actively managed across the 
organisation. It is important that this continues, particular in view of the GO-7 
initiative, in order to deliver savings as soon as possible and with as little up front cost 
as possible. 

6.23 Overall, the BtG programme has been a transformational approach to the 
identification and delivery of savings and additional income required to bridge 
the funding gap for 2010/11 without significant impact on services levels or 
reverting back to ‘salami slicing’. The momentum of the ‘Bridging the Gap’ 
programme needs to be maintained and developed further, including more 
cross party working, in order to address future projected funding gaps.  

Capping / level of council tax increase 

6.24 The Secretary of State retains certain capping powers through the Local Government 
Act 1999. In a statement to the House of Commons, the minister indicated that ‘the 
average council tax increase for 2009/10 was 3% and that the anticipated that this 
amount will fall further in 2010/11 whilst protecting front line services’.  In fact in a 
letter to councils, the minister indicated that the Government excepted council tax 
increases in England ‘to achieve a 16 year low in 2010/11’ and made it clear that it 
remains prepared to take capping action against excessive increases by authorities 
and will require them to re-bill households for a lower level of council tax if necessary. 
It should be noted that the cost to the Council of being capped is in the region of 
£50,000 plus any cash flow costs resulting from having to make payments to the 
precepting authorities whilst income is not being collected.  

6.25 The final budget proposals assume a council tax increase of 2.5% for 2010/11 which 
is in line with the Government aspiration for the level of increase. The level of council 
tax is clearly a matter for Members to decide. Given a future government funding 
squeeze and inflationary cost pressures impacting upon budgets i.e. single status, 
utility costs, pensions costs etc. there is justification for increasing the council tax 
above the figure proposed to cover costs and Members need to be mindful that this 
option available but that there is the potential for firmer guidelines being issued in 
future e.g. potential for a council tax freeze. However, on balance, I would not 
advocate this approach and consider the proposed increase to be a reasonable 
balance between contributing towards increasing costs and minimising the increase 
for council tax payers in difficult economic times. Members do need to be aware that 
the additional income generated through low tax increase is not sufficient to close the 
gap and therefore places increasing pressure on the organisation to find savings.  

6.26 In agreeing the level of council tax, Members need to consider carefully a balance 
between the level and quality of services and keeping council tax increases down. 
Every 1% increase in council tax provides approximately £77,000 of funding for 
services. Even at the maximum increase permissible of 5%, the average band D 
property would have to pay £9.35 per year more, for services provided by 
Cheltenham Borough Council, which is 18p per week. Looking back, had council tax 
been increased by 5% in each of the last 4 years in line with the Government capping 
level, the 2010/11 budget would be better off by more than £500,000.  

6.27 Given the general view that council tax payers feel that they pay enough council tax 
and may be under tremendous financial pressure given the current economic climate, 
there is an understandable desire to keep council tax as low as possible. However, it 
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is becoming increasingly difficult to absorb further cost pressures and maintain 
service levels and, as such, eventually these costs may have to be passed onto the 
council tax payer unless the Council is prepared to stop doing things. These are 
difficult decisions and often, when service cuts are suggested, the public react by 
opposing any reduction in service whilst still arguing that they do not want to pay 
more. The Council provides a considerable number of discretionary services over and 
above those that it statutorily needs to provide. The Council’s basket of services and 
level of support to external organisations compares favourably with other councils 
and many residents and businesses value these discretionary services and cite them 
as the reason why Cheltenham is such a good place to live, work and ‘do’ business.  

6.28 In making budget decisions, Members need to carefully consider the balance 
between low council tax and maintaining service levels in setting the budget. Whilst 
attractive in the short term, suppressing council tax increases at low levels can often 
lead to more damaging consequences for those services cherished by tax payers and 
visitors to the town whose presence helps to underpin key sectors of the local 
economy.  

6.29 In summary, the proposed level of council tax increase strikes a balance 
between making a contribution to increasing costs and minimising the increase 
for council tax payer given the economic climate. In setting the level of council 
tax for 2010/11, the Council need to be satisfied that the proposed increase is 
reasonable and consider whether it is a sufficient base charge to finance the 
level of services which it wishes to see maintained in the future.  

Asset Management Plan (AMP) and Capital strategy (CS) 

6.30 The Government is placing more emphasis on the need for sound asset management 
planning, the requirement for which features in the Use of Resources Assessment. 
Guidance to local authorities in respect of the transfer of assets to the third sector, 
one way of reducing the burden on councils but also engaging the third sector in 
place shaping also exists.  

6.31 The process of updating the Council’s own Asset Management Plan (AMP) is 
underway. The Council has aspirations for significant investment in the property 
portfolio e.g. Town Hall, Art Gallery & Museum and Pittville Park as well as public 
realm as part of the Civic Pride proposals. An updated AMP should include a fully 
costed ‘shopping list ‘of aspirations for the Council’s property portfolio including 
capital and revenue implications and the identification of options for funding. This will 
provide Members with a clear indication of what can be afforded from existing 
resources / future capital receipts and identify the potential level of prudential 
borrowing that may be required to fulfil these aspirations. The development and 
approval of the Asset Management Plan will provide a clear strategy which will 
ensure scarce staffing resource is not wasted in pursuing options which are not 
acceptable to the wider Council. The Council’s Capital Strategy 2009/10 – 2013/14, 
approved by the Council in February 2009, set out the strategy for funding the capital 
programme and 20 year maintenance programme and made reference to key capital 
projects. An updated AMP will be a major step forward in developing a long term 
strategy for the Council’s assets which will inform the development of the Capital 
Strategy further.  

6.32 The Council is not yet in a position where it has enough money built into the base 
revenue budget to fund the annual maintenance budget (circa £1.4m) for the property 
portfolio. As a result, an incremental increase in revenue contribution to the Planned 
Maintenance Reserve used to fund building maintenance is factored into the MTFS. 
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The programmed maintenance for 2010/11 has been contained within the affordability 
envelope. Although plans are in place, included in the Capital Strategy approved by 
Council in February 2009,  to address the longer term financing of the current 
projections of the maintenance programme, it may not ultimately address the 
spiralling cost of maintaining the size of the property portfolio. Members are faced 
with 2 choices (i) the rationalisation of asset portfolio resulting in a reduction in costs 
or (ii) accepting the cost of maintaining the portfolio and increase revenue 
contributions which impacts on council tax.  

6.33 The potential sale of all or part of the Regent Arcade would have provided the Council 
with much needed pump priming money for civic pride and potentially avoided the 
liability to some of the costs of the refurbishment works. Given that negotiations so far 
have not resulted in the release of funds, the Council should actively look to progress 
other sourcing options, particularly Midwinter allotments. The proposed pump priming 
would have allowed the Council to have undertaken some high profile schemes e.g. 
Boots corner whilst some of the more complex and longer term redevelopment 
options are being considered. Members need to be mindful that the aspirations for 
civic pride may need to be adjusted in view of a potentially reduced affordability 
envelope and the timing of delivery of investment may be re-geared to the longer 
term realisation of other related proposals.  

6.34 In the absence of pump priming from the Regent Arcade, the projection of the Civic 
Pride Reserve indicates that there is sufficient to fund the costs of the delivery vehicle 
in 2010/11. However, should the Regent Arcade or other asset sales not materialise 
in the short term, Members will need to consider how to top up the reserve to finance 
the delivery vehicle costs for future years. 

6.35 The Prudential code allows councils to undertake non-supported borrowing to meet 
its objectives if this is considered to be prudent and affordable. Prudential borrowing 
is increasingly being used by a number of councils across the country. Given that the 
traditional method of financing capital i.e. revenue contributions is not likely to provide 
sufficient funds to meet the aspirations for investment in the property portfolio and 
civic pride, prudential borrowing needs to be given serious consideration, accepting 
that financing it given the existing budget gap and a public sector spending squeeze 
is likely to be challenging. 

6.36 The budget includes proposals for prudential borrowing from the Public Works Loans 
Board to fund the investment in the Runway Safety Project for Gloucestershire airport 
and restoration works to the Everyman theatre.  

6.37 The airport investment has been subject to considerable scrutiny over a number of 
years and the business case was robustly tested using both external advisors and by 
the Section 151 Officer at Gloucester City Council and myself for Cheltenham 
Borough Council. The decision made by the Council in December 2009 was based on 
considerable analysis of the plans and my endorsement of the financial implications 
of the project. The impact of the decision in respect of the airport is that Cheltenham, 
along with Gloucester city, will each borrow £1.2m from the Public Works Loans 
Board for on-ward lending to the airport to carry out the runway safety works. The 
borrowing is to be repaid by the airport company and, as such, there is no cost to the 
council tax payer. In fact the business plan projections indicate that the safety works 
will support more profitable business resulting in a projected increase in profits of 
c500k per annum. As a result of the approved revised dividend policy, each 
shareholding council will receive a projected increase in dividend of circa £123k per 
annum which has been factored into the MTFS and helps towards bridging the 
funding gap. The timing of borrowing to support the airports plans has yet to be 
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resolved and has therefore not been factored into the prudential indicators at this 
stage. 

6.38 The Everyman Theatre funding proposal involves £1m of prudential borrowing from 
the Public Works Loans Board for onward lending to the theatre to fund the 
refurbishment works. The necessary borrowing will not be needed until 2011/12 and 
is therefore not factored into the prudential indicators included in the budget 
proposals. In return for the facilitated loan and £250k grant, the theatre have been 
asked to agree to a revised lease which simplifies responsibilities and results in a 
reduction in the annual grant of £30k over a 6 years period. Again, this has been 
factored into the MTFS and will help towards bridging the funding gap. Similarly, it is 
important to establish that the business case is robust enough to ensure that the 
Everyman Theatre can repay the loan so that there is no cost to the council tax payer. 
Given that this scheme is still at an early stage, it is important to understand that the 
proposal, if supported, is still subject to the verification of the business case by the 
Section 151 Officer.  

6.39 The prudential indicators, appended to the Treasury Management Policy for approval 
by Council, allow for the Council’s own capital programming but not for the 
implications of the borrowing required for the Airport or the Everyman Theatre. Once 
the phasing of the borrowing is finalised, a revised set of indicators will be prepared 
for Member approval, likely to be in the outturn report to the Council in June 2010.The 
compete package of proposals are within a prudential framework and the decisions in 
respect of capital, as measured by the indicators, do not place unnecessary burden 
on the tax payer. 

6.40 The assumptions for financing the capital programme and the planned 
maintenance programme in the 2010/11 budget are reasonable. In moving 
forward, the Council must work towards agreeing a shared consensus for asset 
management in approving an updated Asset Management Plan. 

7. Assessment of Reserves 

7.1 The requirement for financial reserves is acknowledged in statute. Section 32 and 43 
of the Local Government Finance Act 1992 requires billing authorities to have regard 
to the level of reserves needed for meeting estimated future expenditure when 
calculating the budget requirement. 

7.2 It is the responsibility of the local authority and its CFO to maintain a sound financial 
position. External auditors also have a key responsibility in reviewing the 
arrangements in place and may, in the course of their duties, form an opinion on the 
level of reserves taking into account their local knowledge of the authority’s financial 
performance over a period of time. However, it is not the responsibility of auditors to 
prescribe the optimum or minimum level of reserves for individual authorities.  

7.3 Within the existing statutory and regulatory framework it is the responsibility of the 
CFO to advise the authority on its level of reserves. Councillors, on the advice of the 
CFO, should make their own judgements on such matters taking into account all the 
relevant local circumstances. These will vary and a number of these have been 
identified within this report, including the fact that recently the Audit Commission rated 
the Council as performing well in the overall management of the authority, the best 
score of the districts in the county. The adequacy of reserves can only be assessed 
at a local level and requires a considerable degree of professional judgement. The 
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assessment needs to be made in the context of the authority’s MTFS, its wider 
financial management, and other associated risks over the lifetime of the plan. The 
Secretary of State has reserved powers to set a minimum level of reserves to be held 
by councils if required. 

7.4 The final budget proposals include a schedule of the reserves held by the Council, 
stating their purpose together with actual and proposed changes between years. 
These are reviewed on a regular basis and have been again in the process of 
finalising the budget proposals.  

7.5 The MTFS provides longer term projections of reserves indicating a gradual reduction 
in the level of reserves over the next 5 years. This reflects the use of some of the one 
off reserves which are currently set aside to fund specific spending plans e.g. 
pensions, transitional costs of single status, Art Gallery and Museum development 
and capital and maintenance programmes. Over this period the annual revenue 
budget to fund the 20 year maintenance programme will increase to around £1.4m 
per annum which will be more in line with the annual spend, mitigating the reduction 
in the maintenance reserve currently used to finance the programme.  At the end of 
the 5 year period of the MTFS, the total level of reserves, including the General 
Reserve, is estimated to be circa £5.2m 2015/16. The Council may, of course build 
up additional earmarked reserves to meet future spending plans which are not 
currently identified. 

7.6 In assessing the level of the General Reserve, the Council had historically placed 
reliance on the degree and protection provided by earmarked reserves. Clearly there 
is an opportunity cost to holding reserves and I undertake regular a review of 
reserves to ensure that the Council does not hold money in reserves unnecessarily. 
This has resulted in a reduction in the number of specifically earmarked reserves over 
recent years. This had the potential to increase the risk of having to use the General 
Reserve but, in practice, has not caused an issue and is therefore a reasonable 
strategy. Money held in reserve ties up resources which could be spent on one off 
initiatives. However, conversely, every £100,000 held in reserve earns approximately 
£500 for the Council which is budgeted for in the revenue estimates as treasury 
management income.  

7.7 The Council has previously agreed to aim to maintain its General Reserve at 
approximately circa 10% of net operating expenditure, or a level between £1m and 
£1.5m. The budget proposals for 2009/10 included the re-alignment of reserves to 
increase the size of the General Reserve by £1.05m, to circa £2.5m, to support the 
budget for 2009/10 and future budgets during the period of the economic downturn 
e.g. further reduction in income levels and investment income. Although, the Council 
has managed to deliver services without calling in the General Reserve, it had been 
use around £750k of the General Reserve to finance the cost of the court case in 
respect of the former Managing Director and may have to fund a further £450k should 
the former Managing Director win her appeal for 35% of the court costs currently 
determined by the court to be paid by her. Previously, I had provided advice that if the 
General Reserve was seriously depleted as a result of the losing the court case, that 
Members would need to consider building it back up. 

7.8 Also, previously I had suggested that the General Reserve could be used to finance 
the potential losses from the deposits in Icelandic banks, which have been bolstered 
by the £1.2m VAT windfall. However, given that £585k was used to finance the 
investment in the sourcing strategy work, a further £149k is needed to finance the up 
front cost of initiatives which deliver savings and additional income of £1.2m in the 
2010/11 budget, circa £80k to finance the costs of the KPMG review of the process 
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leading to the court undertaking, I have reviewed the position. The estimate of the 
General Reserve as at 31/3/11 is £1.88m, assuming that the Council does not lose 
the appeal on court costs. Given the position in respect of Glitnir bank, I have 
assumed a worse case scenario for the potential scale of losses in Icelandic banks 
and have applied for a an increased capitalisation direction to spread the cost of this 
over 20 years rather than using the General Reserve as originally suggested. This 
would mean that the General Reserve would not be used and its balance would 
remain as projected and, as such, no further action would be needed to increase the 
revenue contribution in the MTFS to replenish it at this stage.  

7.9 However, the delivery of the budget for 2010/11 and many of the Bridging the Gap 
initiatives which support it, has required ‘up front’ investment. The revenue budget is 
now extremely tight and there is less potential to deliver underspends, particularly in 
the current economic climate. In order to continue to deliver future savings as quickly 
as possible, it is important to have access to one off money. Therefore, I would 
recommend that Member take every opportunity to use further one off windfalls i.e. 
either future budget underspends or windfall funding, to top up the General Reserve. 
My advice would be that the level of General Reserve should be maintained toward 
the top end of the range £1.5 - £2m to fund future up front investment costs. 

7.10 The triennial revaluation of the pension fund in 2007 resulted in an increase in the 
contribution rate, the impact of the increase on the General Fund being managed by 
use of the pension reserve. Given that the next triennial revaluation is due for April 
2011 and the likelihood of a further increase in contribution rate, it could be argued 
that the pension fund should be increased further at this stage to deal with the 
potential impact on the General Fund budget in a similar say that that previously 
adopted. However, given the statements made in the Chancellors pre-budget report 
in respect of the capping of costs to employers and the fact that 6% increase in 
already factored in the MTFS and on the informal advice of the pension fund actuary, 
no action is being suggested at this stage. The triennial revaluation will hopefully 
make clearer the longer term picture in what is now becoming very confusing area of 
activity. 

7.11 Overall, I am satisfied that the projected levels of reserves are adequate for the 
forthcoming year and that the balance of reserves held is about right. However, 
there are still some uncertainties over the duration of the MTFS, particularly 
pensions, the Asset Management Plan and its impact on the Capital Strategy 
which may cause me to review this position in due course. 

8. Budget setting and monitoring. 

8.1 In assessing the formation of the budget and MTFS and in any assessment of the 
adequacy of reserves, it is important to consider the authority’s financial management 
arrangements. 

8.2 The Council has a good track record in budget setting and financial management as 
recognised in the ‘Use of Resources Assessment’ score where the authority scored 3 
i.e. exceeds minimum requirement – performs well, the best score of the districts 
within the county. It has a history of delivering services within budget and has a 
regular budget monitoring process which is reported to Cabinet which ensures that 
corrective action can be taken to address any in year financial issues where 
appropriate. 

8.3 The Council has end of year procedures in place for budget under/overspends which 
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are actively designed and communicated to ensure openness and positive financial 
management in removing the temptation to spend unnecessarily at the year end in 
order to use up unspent budgets. It is unfortunate that delivering services within 
budget, as a result of prudent financial management, has often been perceived as 
negative. These ‘underspends’ have been used to fund expenditure which would 
have otherwise been added to future budgets and council tax.  

8.4 The current principle promoted throughout the organisation is that unspent budgets, 
where there is no on-going commitment / Member approved alternative use, are 
‘given up to the centre’. This mechanism allows the Council to absorb overspends or 
underachievement of income in other areas. It is important that ‘delivering services 
within budget’ continues to be promoted and accepted as a desirable outcome by 
Officers and Members since there is a danger that any other view promotes 
expenditure that may be incurred to avoid ‘bad press’ resulting in added pressure to 
future years’ budgets. 

8.5 Sound financial management is key to the success of the organisation and Officers 
continue to look at ways of improving financial management information. Training in 
both the use of the system and in budgetary control takes place on an on-going basis.  

9. Corporate Risk Management 

9.1 The Council’s work around risk management continues to develop. Divisions regularly 
review their individual risk registers and continue to improve procedures / take action 
to mitigate risk where possible. The Council’s corporate risk register continues to be 
assessed in order to establish whether any headway is being made in the control of 
risk. In 2009/10, the performance management system, Electronic Service Plan 
(ESP) was developed to include divisional and the corporate risk models. 

9.2 Whilst the Council has made some progress in tackling some of the key risks or 
recognises the need to undertake work in the near future to deal with others, it 
continues to be challenged by the issue of capacity. However, the Organisational 
Development work has helped with this, e.g. the creation of the Senior Leadership 
Team to replace the BOD and Senior Management Team (SMT), coupled with 
coaching has led to examining the way we approach our work programmes. With 
reducing budgets and staffing it is important that Members are clear about what the 
focus of work should be and where the Council will spend less effort.  

9.3 The Council provides a wide range of services which should be re-examined in the 
light of reducing resources. The Council is intending to move to a commissioning 
model using citizen’s needs analysis to drive the commissioning of services. This may 
help to focus the Council on the needs of the citizens given the financial outlook.  

9.4 The budget does not propose any cuts which have the potential to impact on 
corporate governance and this has been confirmed by the Audit Committee.  

9.5 I am satisfied that the budget, as far as is possible within limited resources, 
aims to tackle some of the key risks in the corporate risk register and poses no 
significant increase in risks. 

10. Conclusions 
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10.1 The Local Government Act 2003 requires the CFO to report to Council on the 
robustness of the budget estimates and the adequacy of reserves. This report aims to 
address this requirement and draws together a number of challenges and issues that 
are likely to face the Council in future years. The key issues and messages which 
require Members consideration in approving the budget proposals for 2010/11 include 
the following: 

• The on-going impact of the economic crisis on Council income levels for services 
and investment income levels resulting from sustained low interest rates. 

• The worse case scenario on the Council of its exposure to Icelandic banks built into 
future financial projections. 

• The revision of the AMP and its implications for future capital and maintenance 
programmes for Council owned assets. 

• The importance of the delivery of savings through the ‘BtG’ work streams to closing 
future funding gaps given that there are now no alternate easy options available. 

• The need to develop cross party working in light of the imminent public sector 
funding squeeze in order to seek buy-in to more difficult decisions. 

• The need to maintain the reserve levels to fund future ‘one off’ costs given the 
pressure on the General Fund budget. 

• The balance between low council tax and service levels provides a sound basis for 
the future.  

• The overall financial standing of the Council, despite the challenges ahead, is 
currently sound.  

• The Council has a reasonable level of reserves. 

10.2 Members are asked to consider the advice provided in this report, in line with 
statutory duties placed on Members, based upon my assessment of the robustness of 
the overall budget and estimates in the Medium Term Financial Strategy.  
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      Agenda Item 6 

Cheltenham Borough Council 

Cabinet - 9 February 2010 

Council - 12 February 2010 

General Fund Revenue and Capital - Revised Budget 
2009/10 and Final Budget Proposals for 2010/11 

Joint report of the Cabinet Member for Community 
Development and Finance and the Chief Finance Officer 

 

1. Executive Summary and recommendation 

1.1 This report summarises the revised budget for 2009/10 and the Cabinet’s final 
budget proposals for 2010/11. 

1.2 Cabinet is recommended to: 

1.2.1 Note the revised budget for 2009/10 including the proposal to use any of the 
predicted under spend in 2009/10 to replenish the General Reserve. 

1.2.2 Agree the schedule of fees and charges at Appendix H. 

 

1.3 Agree the following for recommendation to Council. 

1.3.1 Approve the final budget proposals, detailed in this report and supporting 
appendices, including a proposed council tax for the services provided by 
Cheltenham Borough Council of £187.12 for the year 2010/11 (a 2.5% increase 
based on a Band D property of £4.57 per year or 9p per week). 

1.3.2 Approve the proposed capital programme at Appendix I and reverse the 
decision to earmark £300,000 to support the Pittville Park restoration scheme 
which was originally allocated subject to achieving HLF funding at full Council 
on 17th March 2008 and release the funds back into the Capital Reserve, as 
outlined in paragraph 13.4 – 13.5. 

1.3.3 Approve the proposed Property Maintenance programme at Appendix J. 

1.3.4 Note the updated Medium Term Financial Strategy at Appendix K including the 
impact of the ‘Bridging the Gap’ programme on the forecast budget gap. 

1.3.5 Approve a level of supplementary estimate of £100,000 for 2010/11 as outlined 
in Section 22. 

1.3.6 Note that given the financial outlook, the process for scrutiny of the budget is 
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to be reviewed in order to determine a more effective approach.  

            In respect of the Everyman Theatre (paragraphs 13.8 – 13.15) 

1.3.7 Approve in principle the request for one off capital grant to the Everyman 
theatre of £250,000 funded from the Capital Reserve in 2011/12 subject to a 
£30,000 reduction in annual grant over a 6 year period and the granting of a 
new lease plus a £1m loan with interest. 

1.3.8 Delegate to the Chief Finance Officer, in consultation with the Cabinet Member 
for Community Development and Finance, the authorisation of the loan subject 
to ensuring that the theatre can demonstrate a robust business case for 
repaying the loan.  

1.3.9 Subject to the approval of the above, agree not to recover the under paid rent 
under the terms of the existing lease, over the past 6 years, totalling £120,000 
(See paragraph 13.13). 

1.4 Summary of implications 

1.4.1 Financial As contained in the report and appendices. 

Contact officer: Mark Sheldon.  

E-mail: mark.sheldon@cheltenham.gov.uk 

Tel no: 01242 264123 
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1.4.2 Legal The budget setting process must follow the Council's 
Budget and Policy Framework Rules. 

With regard to the Everyman Theatre, detailed 
consideration has been given to whether the package 
of support is capable of constituting State Aid and 
thereby incompatible with the internal market under the 
Treaty on the Functioning of the European Union in 
particular whether the transactions and assistance 
proposed distort competition or have an effect on trade 
between Member States. Having considered carefully 
the Treaty requirements and sought advice from the 
Department of Business, Innovation and Skills, 
Members are advised that there are sound grounds for 
regarding the aid and support by the Council to the 
activities of the Everyman Theatre as not affecting inter 
State trade and unlikely to distort competition and, 
therefore, do not constitute State Aid. 

In relation to Glitnir Bank, if the current mediation 
process being undertaken on behalf of the affected 
councils is not successful then it may be necessary for 
the Council to join in a group legal action for recovery 
of the monies owing to it. 

Contact officer: Peter Lewis 

E-mail: peter.lewis@tewkesbury.gov.uk 

Tel no: 01684 272012 
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1.4.3 Human Resources In the spirit of building on our positive industrial 
relations environment, the recognised trade unions 
were briefed on the budget proposals at a meeting on 
9th December 2009. 

The final budget proposals detail the savings 
generated from a number of restructures that have 
already taken place this year. Further potential savings 
are predicted to be achieved following restructures 
within the Wellbeing and Culture Division. The exact 
HR implications arising from the proposed restructures 
are yet to be determined. Dialogue with the recognised 
trade unions will continue in order to ensure that the 
potential impact on employees are kept to a minimum 
and in doing so help to avoid the need for any 
compulsory redundancies. 

On going, it is important that capacity is carefully 
monitored and managed in respect of any reduced 
income streams.   

The budget proposals include the following implications 
for staff: 

2 = retirement 
11.4 = deletion of vacant posts  
2 = compulsory redundancies  
3.5 = creation of shared services/shared roles 
 

Total = 18.9 FTE 

Contact officer: Julie McCarthy 

E-mail: julie.mccarthy@cheltenham.gov.uk 

Tel no: 01242 264355 

1.4.4 Equal opportunities, 
social justice and anti-
poverty 

None as a direct result of this report. 

1.4.5 Environmental The budget contains a number of proposals for 
improving the local environment, as set out in this 
report. 

 

1.5 Links to Business Plan and Corporate Objectives 

1.5.1 The aim of the interim budget proposals is to direct resources towards the key 
priorities identified in the Council’s Corporate Business Plan. 

1.6 Statement on Risk 

1.6.1 The Council, as part of its work on corporate governance, has a corporate risk 
management strategy and corporate risk register, which highlights key risks to the 
organisation in achieving business objectives. The high level risks have been 
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reviewed in preparing the interim budget and will be reviewed by the Corporate 
Governance Group and audit committee.  

1.6.2 A risk assessment of the final budget proposals is contained in Appendix L. 

 
2.      Introduction 

2.1 In accordance with the Council’s Budget and Policy Framework Rules, which forms 
part of the Council’s constitution, the Cabinet is required to prepare interim budget 
proposals for the financial year ahead and consult on the proposals for a period of 
not less than four weeks before making firm proposals to Council in February 2010. 
This report sets out the final budget proposals for 2010/11. 

3.     Background 

3.1 Following consultation on the interim budget proposals, the Cabinet is required to 
draw up its firm budget proposals, having regard to the responses it has received 
during the consultation period. this report reflects the Cabinet’s response to such 
comments. 

 
3.2 For 2010/11, the Government expects the average council tax increase to be 

substantially below 5%.  
 
4. Budget Consultation 

4.1 The consultation period took place between 16th December 2009 and 26th January 
2010. Consultation with the trade unions commenced in the late summer and 
consultation with the employees affected is ongoing. 

4.2 During the consultation period, interested parties were invited to provide feedback on 
the initial budget proposals including groups, businesses, tenants, residents, staff, 
trade unions and overview and scrutiny committees. Presentations were made to key 
business groups as part of the consultation process.  

4.3 A summary of the budget consultation responses and the Cabinet’s responses, in 
arriving at the final budget proposals, are contained in Appendix M.  

5. 2009/10 Revised Budget 

5.1 Budgets for 2009/10 have been revised to reflect savings in employee cost budgets 
as a result of savings due to staff turnover, the pay award for 2009/10 which was 
below the level budgeted and the additional cost of single status on the base budget, 
vacant posts, reduced income and operational savings. 

 
5.2 The Cabinet propose to recommend to Council in June 2010 that the projected 

underspend for 2009/10 is used to re-imburse the General Reserve which has been 
used to fund the ‘one off’ staffing costs associated with the 2010/11 budget 
proposals. The revised budget reflects this proposal. 
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6. 2010/11 Finance Settlement / Planning Delivery Grant / 
Concessionary fares grant / Local Authority Business Growth 
Incentive (LABGI) / Flood grant 

6.1 The Government’s comprehensive spending review (CSR07) in 2007 determined the 
level of funding for the whole of the public sector for the period 2008/09, 2009/10 and 
2010/11. The following table summarises the final figures for the level of Government 
support to the Council notified on 20th January 2010, in line with the CSR07 figures. 

 2009/10 £m 2010/11 £m 

Revenue Support Grant 1.646m 1.118m 

Cheltenham’s share of 
Redistributed Business Rates 

7.129m 7.701m 

Formula Grant   8.775m 8.819m 

Actual cash increase over 
previous year 

0.043m 0.044m 

 

6.2 The level of government support, based upon a ‘like for like’ comparison will increase 
by £43,875 or 0.5% in 2010/11 (a 2% increase over the CSR07 3 year period 
2008/09 – 2010/11). The increases in Government support do not keep pace with pay 
and price inflation (e.g. fuel and utilities), pension fund pressures or provide full 
recognition of the costs imposed by new legislation which has added in excess of 
£1m to the 2010/11 budget therefore, this represents a real terms decrease in 
funding.  

6.3 Housing and Planning Delivery Grant (HPDG): The Council’s planning functions are 
facing exceptional pressures as a result of changes to the national and local planning 
framework, demands for greater transparency, public involvement, cross-boundary 
working and significant proposed growth at north-west and south Cheltenham. In 
recognition of these increased demands, the government introduced a performance-
related incentive scheme known as Housing and Planning Delivery Grant (HPDG). 
The Council’s most recent allocation of HPDG is £485,000 and it is recommended 
that this should continue to be used to support planning services which generate the 
performance giving rise to the grant allocations. Expenditure commitments on 
projects and staff have been reduced, but are still significant (five employees are 
currently supported via HPDG) meaning that the current HPDG cash reserve is fully 
committed. Future allocations of HPDG (including that relating to the latest allocation) 
will continue to link closely to the Council’s performance in progressing the Local 
Development Scheme and in helping achieve targets for delivering new housing. 
There remains some concern that the economic downturn could impact on future 
HPDG allocations, but the government recognises this risk and the allocation 
mechanism has been revised accordingly. Given the allocation of HPDG for 2010/11, 
work will be needed to identify how best to allocate resources to maximise planning 
and HPDG performance in future years, having regard to the staffing structure and 
strategic evidence base required. 

6.4 Local Authority Business Growth Incentive (LABGI): The Government has reviewed 
the LABGI scheme and it is unlikely that the Council will receive anything like the 
amounts previously received and therefore no assumptions have been made about 
what the Council may receive in future in preparing the final budget proposals. 
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However, the budget proposals do include proposals for the use of a previous 
unspent LABGI award of £25,000 plus the sum received in 2009/10 of £55,000, a 
total of £80,000 (see Appendix B) 

 
6.5 Concessionary Fares: The finance settlement includes separate grant funding for the 

introduction of national concessionary fares for the over 60’s of £552k. The 
Department for Transport (DfT) has recognised that some councils are under funded 
and has now notified the council that it may receive a further £90,000 in 2010/11. The 
DfT also undertook a consultation exercise with a deadline of 31st December 2009 to 
which the Council made a formal response seeking further funding for 2010/11 and in 
which the Council also highlighted the overall local underfunding of the current 
scheme. 

 
6.6 Flood Defence Grant in Aid: The Council has received notification that it will receive 

the following one off funding from the national allocation of flood defence grant. 
 

• Warden Hill Flood Relief Works - £520,000 in 2010/11, £15,000 in 2011/12 
 
• Hearne Brook catchment area study – £150,000 in 2014/15 

 
 
7. The Cabinet’s final budget proposals for 2010/11. 

7.1 In preparing the final budget proposals, the Cabinet have undertaken the following: 

• Prepared a standstill budget projection under a general philosophy of no growth in 
levels of service. Inflation for contractual and health and safety purposes has been 
allowed at an appropriate inflation rate where proven.  

• The general rate of inflation remains at historically low levels. The September 2009 
RPI is 1.3% and CPI rate of 1.1% but December rates have increased i.e. RPI is 
2.7% and CPI rate of 1.9%. Despite inflation rates increasing, general inflation has 
not been allowed for but given the potential of there being no pay award, there could 
be a saving on pay which could offset the impact of any sustained general 
inflationary pressure on budgets in 2010/11. 

• Provided for pay inflation for 2010/11 at 1%. Given the employers response to the 
request for a pay award i.e. that no pay ward can be afforded, there may be a saving 
on the pay bill of £141,400 during the year. Given the uncertainty over the outcome 
of the pay negotiations the budget has not been revised downward at this stage. 
This prudent approach will cushion the Council’s budget against the continued 
impact of the recession and Icelandic banks without putting further pressure on the 
General Reserve. Should a 0% pay award materialise, this will be factored in at the 
revised budget stage. 

• Based income budgets upon an average increase in fees and charges of 2.5%. Price 
increases above this figure have been separately identified in Appendix C. A full 
schedule of fees and charges to be approved by Cabinet under, its constitutional 
powers, are listed fully in Appendix H. 

• Assessed the impact of prevailing interest rates on the investment portfolio, the 
implications of which have been considered by the Treasury Management Panel. 

• Identified savings and additional income at Appendix C required in order to bridge 
the funding gap and proposals for service growth. The three year cumulative 
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efficiency target (NI179) for 2010/11 is £3,095,000 which represents cumulatively 
10.3% of our baseline expenditure as at 2007/08. The annual NI179 efficiency target 
for 2010/11 is £1,262,000. Appendix C identifies savings and additional income 
streams which qualify against the target with an asterisk. The total of these allowable 
efficiency gains is £775,600. In addition, each year the Council prepares a standstill 
budget and does not inflate direct operational costs. The allowable efficiency saving 
from this source, identified as ‘Withstanding the impact of Inflation,’ equates to 
£345,700. The combined efficiency savings from these two sources amounts to 
£1,121,300. This leaves a shortfall of £140,700 against the required efficiency target 
of £1,262,000. However, if there were a pay freeze in 2010/11, this would deliver a 
further £141,400 of efficiency savings. The combined efficiency savings would 
therefore be £1,262,700 which would meet the target requirement of £1,262,000 for 
2010/11. 

• Prepared the schedule of fees and charges for approval by Cabinet at Appendix H, 
the budgetary implications of which are included within the revenue estimates for 
approval by Council. 

7.2 In making decisions about the budget and level of council tax, the Cabinet has borne 
in mind that every 1% increase in council tax generates additional revenue to fund 
services of around £77,000.  However, the Cabinet is also acutely aware that, given 
the present state of the economy, many council taxpayers are struggling financially.  
This strengthens its previously stated resolve to keep the council tax increase for 
2010/11 to a modest and affordable level.  

 
7.3 The Council, in response to the current economic climate, increased the General 

Reserve in April 2009 by £1.1m to support the further impact of the recession on the 
Council’s budgets. The economic downturn continues to impact on many council run 
services e.g. the demand for housing benefit and council tax support is increasing, 
income levels for many of its service areas remains suppressed. In addition, the bank 
base rate cut to 0.5% has resulted in a dramatic and sustained reduction in the 
investment interest earned by the council which has impacted on the ‘bottom line’ net 
cost of services. However, despite these continued trends the overall budget does not 
need to use the General Reserve to maintain services into 2010/11.  

 
7.4 As outlined above, the 2010/11 finance settlement includes separate grant funding for 

the introduction of national concessionary fares for the over 60’s and disabled, of 
£552,000 for 2010/11. The Council, along with the other councils in Gloucestershire, 
are in the process of settling a long running dispute over the reimbursement rate for 
concessionary fares which results in an increase in the costs of the scheme by some 
£440,000 per annum. This increases the total cost of concessionary fares to almost 
£2.2m per annum and the cost of the introduction of the national scheme to around 
£1m per annum, the shortfall in government funding of around £800,000 is one of the 
major contributors to the increased funding gap compared to the February 2009 
estimate.  

7.5 The Cabinet is also acutely aware that, in the present state of the economy, many 
council taxpayers are struggling financially.  This strengthens the Cabinet’s resolve to 
close the budget gap and keep the council tax increase for 2010/11 to a modest and 
affordable level.  

 
7.6 The main thrust of the 2010/11 budget is for the Council to respond to the current 

economic crisis to play its part in helping the country manage its way out of recession 
into economic recovery. The key aims in developing an approach to the budget is to: 

 
• Protect frontline services, as far as possible 
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• Develop longer term plans for efficiencies over the period of the MTFS including 

increasing emphasis on shared services and a new approach to commissioning 
services. 

 
7.7 The financial crisis will inevitably be a key determinate in influencing any new 

Governments strategic response, and already there are indications that there will be a 
freeze on the pay of local government employees. Moreover, it is clear that everyone 
will be affected by public expenditure reductions, despite attempts to protect the most 
vulnerable. 

 
7.8 The Cabinet believes that in making the decisions to balance the budget and plan for 

the future, there should be open discussion and transparency, and has chosen to 
make clear which officer recommendations have been accepted and which have not 
been in a new format that is easier to understand both in terms of the individual 
decisions, their impact on the budget gap and the impact on the MTFS.   

 
7.9 In the coming period of uncertainty it will be necessary for the Council to carefully 

consider the financial implications of any schemes it embarks on and consequently it 
needs to bear in mind bolstering its reserves.   

 
7.10 Following the consultation period , a number of changes have been made to the 

budget to reflect further consideration of the proposals and their impact on the 
organisation which are documented in the supporting appendices to the report and 
summarised as follows:  

 
Summary of changes to Interim Budget proposals 
 

£ 

Defer proposal to reduce the frequency of building control 
inspections to a statutory level of inspection (Interim budget 
proposals, Appendix C – G5) 
 

40,000 

Additional charge to the HRA across the ‘ring fence’ for Housing 
Forecourts contract 

(22,500) 

Savings target for Housing forecourts contract budget  
 

(5,000) 

Delete contribution to General Reserve – (Interim budget, 
Appendix G) adjusted for central admin outcome 
 

(12,500) 

Net impact on General fund Budget for 2010/11 
 

nil 

 
7.11 The proposal to reduce the inspection frequency for building control requires further 

consideration as a result of the shared service with Tewkesbury Borough Council 
which has yet to be concluded. As such Officers are not confident that this can be 
delivered as was originally proposed and, as such, has been deferred pending further 
investigation. 

 
7.12 The additional costs of the housing forecourt contract in 2010/11 resulting from an 

increase in payroll costs arising from single status needs to be passed onto the HRA 
in order to preserve the principle of the ‘ring fencing’ of the Housing Revenue 
Account. Some of the additional cost will be met from savings is the budget for the 
contract for which a target has now been set for 2010/11 at £5,000. These changes 
reduce the net cost the General Fund but the charge to the HRA has to be passed 
onto tenants as an increase in the service charge. The separate report on the HRA 
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provides more detail. 
 
7.13 The interim budget included a net contribution to the General Reserve of c£5,000 

which increased at final budget stage as a result of central administration allocations 
across the HRA ‘ring fence’ to c£15,000. This has been used to offset the above 
changes. 

 
8. Service growth 

8.1 The Cabinet’s initial approach was that, given the difficult financial situation, there 
should be no growth in services which has an impact on revenue expenditure except 
where there is a statutory requirement or a compelling business case for an 'invest to 
save' scheme. The growth identified in the budget proposals meets these criteria and 
reflect the need to invest in business processes and schemes which support the BtG 
programme. Proposals for growth are included in Appendix B 

 
9. Treasury Management   

9.1 Appendix F summarises the budget assumptions for treasury management activity 
taking into account the following changes, considered by the Treasury Management 
Panel, at its meetings on 23rd November 2009 and 28th January 2010. 
 
Budgeting assumptions 

 
9.2 The Council has been affected by the collapse of Icelandic Banks in which it 

deposited a total of £11m on fixed term interest rates in 2006. Additionally interest 
rates are at an all-time low, with the base rate falling to 0.5% in 2009. Interest rates 
are forecast to remain at this level for some time yet and are not predicted to rise until 
late 2010. 

 
9.3 In accordance with the 2009/10 Treasury Management Strategy which was approved 

at Council on 13th February 2009, maturing investments have been used to reduce 
debt which has resulted in reducing debt costs. This has been the effect of reducing 
the Council’s debt levels hence borrowing costs are expected to reduce by a further 
£294,400.  This has removed some of the exposure of reducing interest rates on 
investment income. Moving forward, if the market and PWLB conditions are right, it is 
still proposed that the Council will use maturing investments to reduce the overall 
debt levels of the Council at the earliest opportunity, assuming that the Council will 
not have to pay significant premiums as a result.  

 
9.4 However, investment interest is estimated to fall by £580,000 to around £243,000 for 

2010/11 compared to 2009/10 as a result of the unprecedented and sustained low 
interest rates. This is significantly less than the investment income levels of around 
£1.5m being achieved in 2008/09.  

 
9.5 As a result of reducing both borrowing and lending, the net impact on the 2010/11 is a 

reduction in net treasury management income of £293,600 (Appendix F).  
 

Icelandic banks 
 

9.6 The Council has been actively pursuing the recovery of its deposits in 3 Icelandic 
banks, namely Kaupthing Singer & Friedlander, Glitnir and Landsbanki. At the time of 
preparing the interim budget proposals it was assumed, based upon external advice 
that councils were likley to be classed as preferential depositors. This could result in a 
total potential loss of £1.5m based on recovering 50% from Kaupthing, Singer & 
Friedlander; 83% from Landsbanki and 100% from Glitnir. As such, the Council made 
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a capitalisation direction application to cover this amount in order to spread the cost 
over twenty years at a cost of £75,000 per annum which was built into the interim 
budget proposals for 2010/11.  

 
9.7 However, in December 2009, the winding up board (wub) of Glitnir bank made a 

surprising announcement that it would treat local authority deposits the same as other 
depositors rather then give them preferential depositor status. The LGA are actively 
working with the 51 councils with deposits in Glitnir bank and are determined to 
challenge this decision using external legal support. The wub treatment of council 
deposits is totally opposite to the decision made by the wub of Llandsbanki bank 
which gave UK councils priority depositor status. The change in status would mean 
that the Council would recover in the region of 25-30% rather than the 100% from 
Glitnir that would be recovered with priority depositor status. Given the uncertainty 
over the position, an application for an increased level of capitalisation direction at 
£4.4m was submitted in December 2009 as a precautionary measure.  

 
9.8 Should this worse case scenario materialise, then the Council would need to write off 

£221,500 over 20 years, an additional £146,500 over and above the £75,000 already 
budgeted for in 2010/11. For 2010/11, it is proposed that the £90,000 additional 
concessionary fares grant should be used to partially offset this, leaving £56,500 to 
be financed from the General Reserve if necessary. Given the uncertainty 
surrounding the outcome, this has not been factored into the final budget proposals. 
No accrued interest on these deposits has been budgeted for in 2010/11. The 
updated MTFS assumes the write off of the larger sum, assuming a worse case 
scenario i.e. that councils are unsuccessful in their challenge of the Glitnir bank 
decision. 

 
9.9 The process of recovery may result in legal proceedings being commenced through 

the Icelandic Courts. Should this be needed, the affected 51 councils have agreed to 
share the costs of a joint legal case.  The total costs of such an action have yet to be 
confirmed but it is estimated that the Council’s share could be in the order of £10-20k. 
It is currently proposed that any such costs would be funded from the budgets which 
support the treasury management activity (Appendix F). Any such issue of 
proceedings would be subject to Member approval following consideration of a report 
from the Chief Finance Officer and Borough Solicitor. 

 
 
10. Single Status 

10.1 In 1997, national agreement was reached between the National Employers and 
recognised trade unions upon the need for all local authorities to move towards the 
harmonisation of terms and conditions of employment of the former manual workers, 
and former white collar workers. This harmonisation process was also intended to 
support the principle of ensuring equal pay for equal work for all employees. The 
1997 Agreement (more commonly referred to as ‘Single Status’) was further 
strengthened by the 2004 nationally negotiated pay award which represented a 
‘package’ of change. One element of that package was that all local authorities 
should have completed their local pay reviews by April 2007. 

 
10.2 The single status package was agreed locally in principle in February 2008, subject to 

national union approval. Costs for the package were worked out based on job 
evaluating roles, devising a new 11-grade grading structure together with a revised 
set of terms and conditions, and making comparisons with the current position. A two 
and a half year pay-protection arrangement was also negotiated to cushion the 
effects of implementation on employees likely to be adversely affected. Successive 
Cabinet’s have taken the view that this should be achieved on a cost neutral basis in 
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the long term but recognised that there will be short and medium term costs which 
needed to be budgeted for (i.e. cost of protection, support costs to help manage 
implementation and appeals).  

 
10.3 The Council had already set aside £957,000 for the transitional cost of single status. 

The Cabinet are not proposing that the Council should set aside any additional funds 
for this purpose at this stage. Equal pay issues could be raised at anytime 
irrespective of single status, and historic equal pay claims remains a significant risk to 
the Council.  

 
10.4 The base budget now includes the cost of the new pay structure based on the 

conclusion of the appeals process. The implications of which are that, since less staff 
face a reduction in pay there are less staff requiring salary protection resulting in the 
need for a lesser sum to fund the transitional costs. As such the balance of the 
reserve has been used to support the additional cost of a net increase in the salary 
budget in 2009/10. The on-going increase to the pay bill has been built into the base 
budget estimated for 2010/11. The additional cost as a result of concluding all job 
evaluation appeals is £283k which, when offset by the saving on the 2009/10 pay 
award, leaves additional costs of £81k to be funded in 2009/10. 

 
10.5 There is a risk of historic equal pay claims as a result of single status implementation. 

The window for lodging any Equal Pay claims is from 11th September 2009 to 10th 
March 2010. A full financial impact assessment will be completed once at that date, 
as we will then be able to quantify the potential financial impact of any claims 
received. 

 
 
11. Medium Term Financial Strategy (MTFS) 

11.1 Looking ahead, the impact of the recession of reduced revenues to the treasury 
(including company and personal tax, stamp duty and VAT) coupled with the cost of 
bailing out the banking sector has increased the level of public borrowing to record 
levels. The major political parties have expressed a desire to bring the level of public 
debt under control through a tightening of public sector finances and, as such, the 
future level of grant support is likely to be reduced significantly. Although not yet 
confirmed, politicians and commentators have suggested that the public sector may 
see a squeeze in funding for at least the period of the next spending review (2011/12 
– 2013/14) in the region of 7% - 20%.  

 
11.2 The MTFS approved in February 2009 has been updated to reflect the latest 

estimates of the implications of the chancellor’s pre-budget report and assumes a 
15% reduction in the level of government support as a result of a public sector 
spending squeeze. It also includes the Council’s strategy for closing the gap and 
makes further projections of the impact of this strategy on the gap. The updated 
MTFS is attached at Appendix K and assumes a worst case scenario.  

 
 
12. Pensions 

12.1 The Council’s pension fund was subject to triennial revaluation by the pension fund 
actuary in 2007/08 which resulted in an increase in the contribution rate to 24.96% 
with effect from 1st April 2008.  

 
12.2 The Council receives an annual report which projects the pension fund position 

forward taking into account changes in both member profile and performance of the 
fund. The latest report, which provided a position statement to August 2009, 
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suggested that due to the significant fall in the stock markets and the expectation of 
increasing inflation, the funding level has dropped from an estimated 75.3% at 
20/3/07 to 53.4% at 28/8/09.  

 
12.3 If this situation does not recover, this could result in a larger deficit and a significant 

increase in contribution rates at the next triennial revaluation. The actuary is 
conscious of the impact of these potential increases on council tax and may consider 
moving to a higher rate by capping increases at 1% per annum over a longer period 
of increase but has yet to determine the longer term implications of this on the fund. 
The Council is already assuming an increase in contributions to 2% per annum over a 
3 year period from 1/4/11 i.e. 6% overall. This position will be re-visited as guidance 
on options becomes clearer. 

 
 
13. Capital and Property Maintenance Programmes 

13.1 The proposed capital programme for the period 2010/11 to 2015/16 is at Appendix I. 
 
13.2 The Section 151 Officer has raised the issue of the long term financing of both the 

Council’s capital programme and 20 year maintenance programme on a number of 
occasions. The work to update the Council’s Asset Management Plan will provide a 
strategic view in respect of the long term aspirations for the Council’s property 
portfolio, supporting the priorities identified in the Council’s Business Plan. This work 
should identify additional funding requirements over the coming years and may 
consider alternative forms of financing, including prudential borrowing.  

 
Regent Arcade negotiations 
 

13.3 The Council has been negotiating the potential sale of the Council’s interest in the 
Regent Arcade in order to release pump priming for civic pride. However, these 
negotiations are unlikely to result in a sale at this stage and therefore the Council is 
now faced with an exposure to its share of the costs of the refurbishment of the 
arcade, circa £350,000 to £500,000. The Council, as a priority, must budget for this 
potential commitment and the Cabinet has built this into its final budget proposals. 

 
Parks and Gardens capital proposals 

 
13.4 In October 2009, the Cabinet withdrew a report to the Council which made 

recommendations to the Council to re-allocate £300,000 of the Capital Reserve which 
the Council had previously earmarked towards supporting the Heritage Lottery bid for 
Pittville Park to invest in other parks.  

 
13.5 However, in light of the rejection of the lottery bid and in view of the commitment to 

Regent Arcade, this now has to be re-considered consistent with the resolution 
agreed at Council on 17th March 2008. The money set aside for Pittville is now 
needed to fund the liability toward the Arcade and the Cabinet is recommending that 
the decision to ring fence the money for Pittville Park be reversed.  

 
Civic Pride 

13.6 Given the current position with Regent Arcade, funding of the next stages of civic 
pride has also been revisited. In order to progress plans, the Council needs to fund 
the delivery vehicle, undertake site investigation and preparation work in order to 
present the development sites to the market.  

 
13.7 The Council has now secured funding from the Homes and Communities Agency, 
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South West Regional Development Agency and Gloucestershire County Council 
towards funding the delivery vehicle and transport related costs. A projection of the 
Council’s own civic pride reserve, including these contributions and estimated costs 
has been made which would indicate that there is sufficient funding to cover costs in 
2010/11 but that an additional c£110,000 may be required for 2011/12.  There is the 
potential for a future capital receipt to be used to finance this, including Regent 
Arcade, sale of Midwinter allotments or other assets and although it is flagged up for 
future consideration, no provision is made within the final budget proposals to finance 
this. 

 
Everyman Theatre 

13.8 The Council received a request from the Everyman Theatre, which it owns, for 
financial support towards its ambitious plans for the refurbishment of the theatre. The 
theatre company have asked the Council for a one off grant support of £250,000 and 
an interest free loan of £1m over 25 years.  

 
13.9 Given the financial outlook, the Cabinet are unable to offer an interest free loan but 

are recommending that the Council approve a £1m loan (with interest) plus a grant of 
£250,000 in 2011/12 in time for the commencement of the refurbishment works. 

 
13.10 The Cabinet have taken the opportunity with officers to review the current lease and 

wish to deal with some of its anomalies and are proposing that the grant is conditional 
on the following: 

• granting of a new lease for a term of 50 years. 

• move to a full repairing lease which transfer annual maintenance costs of £15,000 to 
the theatre, 

• transfer of the engineering insurance to the theatre at an annual cost of c£3,000 
(currently organised by the council but recoverable under the existing lease)   

• move to a market rent for the theatre, calculated at £72,750 per annum 

• reduction in grant of £30,000 (£5,000 per annum incrementally from 2011/12 over the 
period  2011/12 to 2016/17  

• success in achieving support from the Heritage Lottery Fund for the residue of the 
works 

• a service level agreement 

• production of a robust business plan 
 
13.11 It is proposed that the annual grant is increased in 2010/11 to £225,450 to offset the 

above additional costs / rent being transferred to theatre (currently estimated at 
£76,650) so that neither the theatre nor the Council are any worse off. 

 
13.12 The theatre has given an initial response which is broadly supportive of the proposal 

although have made further requests of the Council in respect of specific elements of 
it. The Council is still in negotiations with the theatre in respect of the proposals.   

 
13.13 In reviewing the lease, the Council established that the conditions of the current lease 

were not being adhered to and the Council had been under paid rent over the past 6 
years totalling £120,000. The Cabinet, in proposing the terms of the new lease are 
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recommending that Council do not seek to recover this sum from the theatre. 

13.14 The Cabinet acknowledges that this is a very substantial commitment that may be 
controversial, and has taken it for the following reasons: 

• The theatre is not only a Grade 2 listed building but unique in being the earliest 
surviving example of the work of the renowned theatre architect Frank Matcham, and 
is of national importance. 

• It is an important part of the cultural infrastructure of the town which has a significant 
impact on the early night-time economy and on the attraction of the town centre, and 
on the whole of the town through the outreach work it performs. 

• Unless this decision is taken now there is a fear that the opportunity will be missed 
given the difficult times ahead and the scarcity of capital resources. 

• It provides an opportunity to reduce longer term funding for the Theatre by enabling it 
to become a more attractive venue with a more resilient business case for its long 
term survival. 

 
13.15 The Cabinet are proposing that the package of support to the Everyman theatre is 

approved subject to a robust business case and are recommending to the Council to 
approve the delegation of the decision to approve the loan to the Chief Finance 
Officer. The business case must demonstrate that the theatre can repay the loan with 
interest, in full, so that there is no cost to the council tax payer. 

 
14. Supplementary Estimates 

14.1 Under financial rule 11.3, the Council can delegate authority to the Cabinet for the 
use of the General Reserve up to a certain limit. This is to meet unforeseen 
expenditure which may arise during the year for which there is no budgetary 
provision. It would be prudent to allow for a total budget provision of £100,000 for 
supplementary estimates in 2010/11 to be met from the General Reserve, the same 
level as in 2009/10.  

15. Budget Presentation 

15.1 The budget presented in this report at Appendix A includes a projection of the base 
budget i.e. the cost of providing the same level of services in 2010/11 as in 2009/10 
taking into account inflation and pay awards including some savings and additional 
income in the base budget. In an attempt to concentrate attention on the policy 
changes to the budget, the detailed projection of base budgets for existing service 
levels are not included as supporting paperwork to this report but these formed part of 
the Members’ budget packs.  

16. Budget Scrutiny process 

16.1 Given the financial outlook and the importance of ensuring that Members are given 
adequate opportunity to scrutinise and influence the budget decisions, the Cabinet 
are keen to explore whether there is a more effective way of undertaking the budget 
scrutiny process. Many alternative methods have been tried in the past but it is 
important to re-consider the current approach. One option may be a budget scrutiny 
working party drawn from each overview and scrutiny committee or a continual 
process which takes place during the course of the existing scrutiny committee cycle 
of meetings rather than once the budget proposals have been published.  
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16.2 Ideas for progressing this will be canvassed over the coming months. Given the 
financial outlook, scrutiny of budgets is likely to become more important and as such, 
Members are asked to approve that the process for scrutiny of the budget is reviewed 
in order to determine a more effective approach  

17. Alternative Budget Proposals 

17.1 It is important that any political group wishing to make alternative budget proposals 
should discuss them, in confidence, with the Chief Finance Officer and / or the 
appropriate Strategic Director / Chief Executive (preferably channelled through one 
Group representative) to ensure that the purpose, output and source of funding of any 
proposed changes are properly identified. 

17.2 Given the fine political balance of the Council and the possibility that significant 
amendments to the budget may be carried, it is very important that there is time for 
members to carefully consider and evaluate any alternative budget proposals. 
Political groups wishing to put forward alternative proposals are not obliged to 
circulate them in advance of the budget-setting meeting, but in the interests of sound 
and lawful decision-making, it would be more effective to do so, particularly given that 
they may have implications for staff. 

18. Final Budget Proposals and Council Approval 

18.1  The Cabinet have presented firm budget proposals having regard to the responses 
received.  In reaching a decision, the Council may adopt the Cabinet’s proposals, 
amend them, refer them back to the Cabinet for further consideration, or in principle, 
substitute its own proposals in their place. 

18.2  If it accepts the recommendation of the Cabinet, without amendment, the Council 
may make a decision which has immediate effect. Otherwise, it may only make an 
in-principle decision. In either case, the decision will be made on the basis of a 
simple majority of votes cast at the meeting. 

18.3  An in-principle decision will automatically become effective 5 working days from the 
date of the Council’s decision, unless the Leader informs the Chief Finance Officer in 
writing within 5 working days that he objects to the decision becoming effective and 
provides reasons why. It should be noted that a delay in approving the budget may 
lead to a delay in council tax billing with consequential financial implications.  

18.4  In that case, another Council meeting will be called within 7 working days of the date 
of appeal when the Council will be required to re-consider its decision and the 
Leader’s written submission. The Council may (i) approve the Cabinet’s 
recommendation by a simple majority of votes cast at the meeting or (ii) approve a 
different decision which does not accord with the recommendation of the Cabinet by 
a majority. The decision will then become effective immediately. 

19. Conclusions 

19.1 As outlined throughout the report, the economic situation is having a major impact on 
the budget setting process. The budget proposals for 2010/11 have been prepared in 
a climate of uncertainty and have been severely impacted upon by the continued 
economic downturn. Low interest rates coupled with suppressed income levels have 
presented a huge challenge for both Officers and Members in preparing a budget for 
the year ahead.  

19.2 Future funding gaps, coupled with the uncertainty of the implications for local 
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government of a public sector spending squeeze point to a challenging period for the 
Council.  

19.3 The Council continues to find itself under pressure in the following key areas: 

• The cost implications of providing a wide range of services, including many 
discretionary services. 

 
• The impact of the performance of the pension fund, due to falling stock markets, 

on employment costs. 
 

• The cost of maintaining a large property portfolio. 
 

• The impact of low interest rates on investment income. 
 

• The potential impact of the Icelandic banking situation. 
 

• The impact of sustained low income levels.  
 

19.4 Given the current concerns about council tax levels, it is important Members ensure 
that in setting the 2010/11 budget the following are considered: 

• it achieves a proper balance between increasing spending, efficiency savings, 
council tax and holding reasonable balances and reserves; 

 
• it can demonstrate public support for local spending decisions; and 

 
• it receives the support of the majority of Members. 

 
19.5 As part of the Council’s medium term financial planning, it is important to continue to 

prepare for a number of challenges, including the identification of savings required for 
future years to bridge future funding gaps, maintaining the Council’s substantial asset 
portfolio, meeting new government targets and local customer demand for improved 
services. 

Appendices A.  Net General Fund Budget 2009/10 Revised and 
2010/11 

B.  Growth Bids 

C.  Final Budget Proposals 2010/11 – Impact on 
MTFS 

D.  Bridging the Gap – Potential Future Options for 
Cross Party Consideration. 

E.  Capital Charges 

F.  Interest and Investment Income 

G.  Detailed Reserve Movements 

H.  Schedule of fees and changes 

I.  General Fund Capital Programme 
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2015/16 

L.  Risk Assessment of Budget Proposals 2010/11 

M.  Cllr. John Webster: Response to Budget 
Consultation 

Background papers Provisional Finance settlement 2010/11 

Contact Officer  Mark Sheldon, Chief Finance Officer 

Tel. 01242 264123;   

e-mail address mark.sheldon@cheltenham.gov.uk 

Accountability John Webster, Cabinet Member for Community 
Development and Finance. 

All Overview and Scrutiny Committees. 

 



APPENDIX A

NET GENERAL FUND BUDGET 2009/10 REVISED AND 2010/11

2009/10 2009/10 2010/11
GROUP ORIGINAL REVISED ORIGINAL
Projected cost of 'standstill' level of service £ £ £

Chief Executives 2,302,100 2,450,700 2,232,650
Corporate 3,047,050 3,292,500 3,374,500
Environment 6,081,900 6,583,900 6,401,400
Social & Community 6,255,400 7,585,700 6,478,900
Programmed Maintenance (Revenue) 878,600 741,850 811,000
Business Change 72,500 339,500 17,000
Single Status 405,000
Savings from procurement (80,000)
Savings from vacancies (400,000) (60,000) (400,000)
Bad debt provision 45,000 40,000 40,000

18,607,550 20,974,150 18,955,450

Capital Charges - Appendix E (823,800) (1,145,000) (757,600)
Interest and Investment Income - Appendix F 0 147,400 293,600
Use of balances and reserves - Appendix G (1,322,797) (3,437,900) (634,853)
Proposed Growth recurring - Appendix B 39,300
Proposed Growth one-off - Appendix B 22,500
Savings / Additional income identified - Appendix C (1,159,000)

NET BUDGET 16,460,953 16,538,650 16,759,397

Deduct:
Area Based Grant (22,500) (28,500)
LABGI Funding (55,197)
Revenue Support Grant (1,645,562) (1,645,562) (1,118,206)
National Non-Domestic Rate (7,129,422) (7,129,422) (7,700,653)
Collection Fund Contribution (33,500) (33,500) (33,500)

(8,808,484) (8,886,181) (8,880,859)

NET SPEND FUNDED BY TAX 7,652,469 7,652,469 7,878,538

Band ‘D’ Tax £182.56 £182.56 £187.12
Increase per annum £4.57
Increase per week £0.09
% Rise 2.5%

INCREASE - 2009/10 base v 2010/11 budget 226,069

Gross Collectable Tax Base 42,341.60 42,341.60 42,528.60
Collection Rate % 99.00% 99.00% 99.00%
Net tax base 41,918.18 41,918.18 42,103.31
Rounded tax base for calculation purposes 41,918.20 41,918.20 42,103.30
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10/11 FINAL BUDGET SCHEDULE of FEES and CHARGES APPENDIX H

Ref. Description

43 Street trading consents - occasional 

09/10 (08/09 plus inflationary increase)
NB - The full fee must be paid at the time of 
application. An administration fee will be retained 
where an application is unsuccessful.

Annual 
base  Monthly Weekly Daily Rate 

£ £ £ £ 
43.001 8,791 951 308 119
43.002 7,072 764 248 94
43.003 5,354 581 190 77
43.004 4,586 497 162 71
43.005 3,669 396 129 58
43.006 2,939 308 100 38

Street Trading - fee structure 2010/11

NB - The full fee must be paid at the time of 
application. An administration fee will be retained 
where an application is unsuccessful.

Annual Monthly Weekly Daily Rate

£ £ £ £
Ice Cream Vehicles

43.007 (Annual) 1,113 N/A N/A N/A
43.008 (Seasonal April - Sept) 729 N/A N/A N/A

Flower Stalls & Other Stalls/Prime Sites
43.009 (Up to 3 sq metres) 2,000 330 111 53
43.010 (3 - 6 sq metres) 3,762 406 133 60
43.011 (6 -12 sq metres) 4,702 510 166 73
43.012 (12 -18 sq metres) 5,488 596 195 79

Flower Stalls & Other Stalls Secondary Sites
43.013 (Up to 3 sq metres) 1,500 290 98 50
43.014 (3 - 6 sq metres) 3,010 390 122 58
43.015 (6 -12 sq metres) 3,762 406 133 60
43.016 (12-18 sq metres) 4,574 500 160 72

Hot Food Units (Town Centre Only)
43.017 (Up to 3 sq metres) 3,000 390 122 58
43.018 (3 - 6 sq metres) 7,249 784 254 97
43.019 (6 -12 sq metres) 9,011 975 316 112

Hot Food Units (Outside Town Centre)
43.020 (Up to 3 sq metres) 2,000 330 111 53
43.021 (3 - 6 sq metres) 3,000 390 122 58
43.022 (6-12 sq metres) 4,100 400 127 70

Hot Food Vehicles (mobile)
43.023 Town Centre 7,249 784 254 97
43.024 Outside town Centre 4,100 400 127 70

Mobile and static Units
43.025 Mobile Unit - Hot drinks Only 4,000 400 127 70

43.026 Administration fee - Unsuccessful Applications - £90.00

10/11 (09/10 plus inflationary increase)
NB - The full fee must be paid at the time of 
application. An administration fee will be retained 
where an application is unsuccessful.

Annual 
base  Monthly Weekly Daily Rate 

£ £ £ £ 
43.027 9,011 975 316 112
43.028 7,249 784 254 97
43.029 5,488 596 195 79
43.030 4,702 510 166 73
43.031 3,762 406 133 60
43.032 3,010 316 103 40

Look under annual street trading consents above to see how much an annual consent would be for the type 
of trading you wish to carry out. Then look up this amount (annual base) in the table below and read across 
the row to find out how much a consent would be for each time period. Fees for consents in the Christmas 
period are shown in brackets.
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1.  Introduction  
 
1.1  The Medium Term Financial Strategy (MTFS) is the council’s key financial 

planning document. It sets out, and considers the financial implications of the 
council’s, objectives and priorities. The aim of the MTFS is to ensure a stable 
and sustainable financial position that will allow the council to achieve its 
vision, aims and ambitions over the next 5 years. 

 
1.2 The council is committed to maximising the use of scarce resources and 

directing resources towards its priorities whilst keeping council tax at an 
affordable level. The MTFS is reviewed regularly and reported to Members 
during the budget process and at budget setting annually. 

 
1.3  The council has, for many years, incorporated a national requirement for the 

identification of efficiencies (Gershon savings) within its corporate planning 
and decision-making processes in line with Government targets. 

 
1.4 The identification of efficiencies and other savings (including increases in fees 

and charges) has enabled the council to reallocate available resources to 
achieve the introduction of new or enhanced services (e.g. concessionary 
fares and new recycling initiatives). 

 
1.5 The purpose of this document is to formulate a financial strategy which will 

guide the management of the council’s finances during a period of very tight 
external financial constraint. The strategy considers the factors and influences 
on the council’s resources. 

 
1.6 This year’s review is once again overshadowed by the national economic 
 climate. The council faces a major challenge in managing the impact of the 
 recession on budgets and services, including the impact of falling interest 
 rates coupled with tight government grant settlements. Most of the issues  had 
 already been anticipated but not to the extent now being experienced. 
 
1.7 The strategy covers the period 2010/11 - 2015/16 and sets out the resource 

issues and principles that shape the budget; identifies current issues and 
considers potential developments / related issues that are likely to provide the 
basis for future revenue and capital budgets.  

 
1.8 The Housing Revenue Account (HRA) is not included, as a separate budget 

and Business Plan is produced for the HRA to cover its planning processes. 
 
 
2.  Links to other Council Plans 
 
2.1 Cheltenham Borough Council's Business Plan 2007-2010 was agreed in 

March 2007 and set out our three year aims and their supporting ambitions. 
 
2.2 Since then the council has agreed three annual business plans with 

milestones, targets and risks and a separate Medium Term Financial Strategy 
(MTFS), which is for a five year period and updated annually. 
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2.3 The next plan will run from April 2010 and it is proposed that the council 
adopts a Corporate Strategy that has a more explicit link with the MTFS which 
would be for a five year rolling period. This new over-arching long term 
strategy would provide a framework for the annual budget and action plan 
which would be reviewed and updated annually.  

 
2.4 The council has begun the process of developing the new strategy and 

elected members, officers, key partners, community groups and local 
businesses have been involved in shaping how the new draft strategy should 
look and the key issues we need to focus on. A consultation draft was agreed 
by cabinet on 8th December 2009. 

 
2.5 As part of the development process, we took advice from the Improvement 

and Development Agency for local government who told us that we have 
been trying to do too much and that we should use the opportunity of the new 
corporate strategy to reassure ourselves that we have the financial and 
staffing capacity to deliver our ambitions. 

 
2.6 We have therefore agreed that we should move to fewer high-level objectives 

to help us be clearer about our priorities and that these objectives must reflect 
the reality of community needs and provide a framework for community 
outcomes. 

 
 Our proposed objectives 
 
2.7 The draft strategy is proposing that the council adopts three community 

objectives: 
• Enhancing and protecting our environment 
• Strengthening our economy 
• Strengthening our communities 
 

2.8 These are supported by two cross-cutting objectives of: 
• Enhancing the provision of arts and culture 
• Ensuring we provide value for money services that effectively meet 

the needs of our customers 
 
 Our proposed outcomes 
 
2.9 The outcomes are critical in that they describe the improvements we will 

make to improve the well-being of the whole population of Cheltenham. By 
putting outcomes centre-stage in our strategy, we are making a commitment 
that our customers and communities will judge us by how well we are 
improving the quality of life rather than other measures of success. 

 
2.10 Some of these outcomes we will be able to deliver by ourselves, but for many 

other outcomes we will have to work in partnership with other organisations. 
 
2.11 From the consultation activities and the needs analysis we are proposing a 

set of outcomes the council should be focusing on. 
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Objectives Outcomes 
Cheltenham has a clean and well-maintained 
environment 
 
Cheltenham’s natural and built environment is 
enhanced and protected  
 
Carbon emissions are reduced and Cheltenham is 
able to adapt to the impacts of climate change 
 

Enhancing and protecting our 
environment 

Cheltenham has improved access and travel options 
 
Cheltenham is able to recover quickly and strongly 
from the recession  
 
We attract more visitors and investors to 
Cheltenham 
 

Strengthening our economy 
 

Unemployed people are able to access employment 
and training 
 
Communities feel safe and are safe 
 
People have access to decent and affordable 
housing 
 
People are able to lead healthy lifestyles 
 

Strengthening our communities 

Our residents enjoy a strong sense of community 
and are involved in identifying and resolving local 
issues 

Enhancing the provision of arts and 
culture  

Arts and culture are used as a means to strengthen 
communities, strengthen the economy and enhance 
and protect our environment 
 

Ensuring we provide value for 
money services that effectively meet 
the needs of our customers 
 

The council delivers cashable savings, as well as 
improved customer satisfaction overall and better 
performance through the effective commissioning of 
services 

 
 
2.12 The role of the MTFS is to support the delivery of the council’s vision, aims 

and ambitions. A key delivery driver for this to be achieved is through joint 
plans with partners and stakeholders alike which are detailed in section 8 
below. 

 
 
3.  Financial Projections – Revenue Resource Requirements 
 
3.1  The key aim of the MTFS is to develop a series of financial projections to 

determine the longer term financial implications, in order to deliver the aims 
set out in the council’s business plan. 

 



  APPENDIX K 
 
MEDIUM TERM FINANCIAL STRATEGY 2010/11 TO 2015/16 
 

 4

3.2 As in previous years, the approach is to use the current financial year as a 
base position, inflate this to the price base of the budget year, and add 
unavoidable spending pressures and the implications of immediate priorities 
and previous decisions. This is then measured against the projection of 
available funding to determine affordability. The package of measures 
required to equalise the two forms the financial strategy to ‘bridge’ the funding 
gap for each financial year. 

 
3.3 The projections of the funding gap based on council tax increases of 2.5%, 

3.5% and 5% are shown in Table 1. 
 
Table 1: Projection of Funding Gap 
       
 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 
 £ £ £ £ £ £ 
Net Cost of Services brought forward 
from previous year (assuming a 
balanced budget has been set) 

 16,753,397 16,085,232 15,909,393 16,137,457 16,371,726 

       
Increased costs of existing services       
General Inflation  150,000 200,000 200,000 200,000 200,000 
Employee related expenditure  396,100 206,100 413,400 421,700 430,200 
Pension costs - 2004 Revaluation  50,000 50,000 50,000   
Pension costs - 2007 Revaluation  65,500     
Pension costs - 2010 Revaluation  278,500 278,500 278,500   
Landfill Tax  40,000 40,000    
DEFRA funded vehicles   70,000    
Maintenance of watercourses, streams 
and ditches 

  30,000    

       
Income        
Fees and Charges  (328,200) (336,800) (345,500) (354,100) (362,900) 
Investment Income  30,200 (1,400) (4,300) (9,000) (4,600) 
       
Minimum Revenue Provision  146,500     
       
Reserves       
Property repairs & renewals fund  125,000 200,000 200,000 182,000  
RCCO  75,000     
       
Projected Net Cost of Service 16,753,397 17,781,997 16,821,632 16,701,493 16,578,057 16,634,426 
       
Government Grants (8,841,359) (7,957,223) (7,559,362) (7,559,362) (7,559,362) (7,559,362) 
Collection Fund surplus (33,500) (33,500) (33,500) (33,500) (33,500) (33,500) 
Council Tax (assumes 2.5% increase) (7,878,538) (8,094,509) (8,316,531) (8,544,595) (8,778,864) (9,019,507) 
       
Projected Funding Gap - 1,696,765 912,239 564,036 206,331 22,057 
       
Cumulative Funding Gap  1,696,765 2,609,004 3,173,040 3,379,371 3,401,428 
       
       
Funding Gap Projections:       
Council Tax (assumes 3.5% increase)  1,617,795 828,144 474,568 111,228 (78,951) 
Cumulative Funding Gap  1,617,795 2,445,939 2,920,507 3,031,735 2,952,784 
       
Council Tax (assumes 5.0% increase)  1,499,338 699,035 334,080 (41,404) (244,541) 
Cumulative Funding Gap  1,499,338 2,198,373 2,532,453 2,491,049 2,246,508 
       
 
3.4 The key assumptions for the preparation of these projections are explained 

below. 
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4.  Key Assumptions  
 
 General 
 
4.1  The net cost of services has been estimated by using the ‘approved’ 2010/11 

base budget (subject to council approval on 12th February 2010) as the base 
for future projections through to 2015/16. 

 
4.2  General Inflation on supplies and services, energy costs, and non-domestic 

rates has been projected based on previous detailed information. Gas and 
electricity prices will remain static until the contracts come up for renewal at 
the end of October 2011. Currently, it is not anticipated that the council will be 
subject to significant price rises at this time given that prices were at their 
peak when the last contracts were tendered.  Obviously there are no 
guarantees given that prices are entirely market driven but the feedback 
coming from the company that run the council's tender have been positive in 
this respect. 

 
4.3 The retail cost of fuel is heavily linked to the global cost of oil and the 

Dollar/Sterling exchange rate. The recent high global cost of oil has now been 
mitigated somewhat and current prices, although still fluctuating, are below 
their peak of 2008. 

 
4.4  Major contracts and agreements are rolled forward based on the specified 

inflation indices in the contract or agreement. 
 
 Employee related costs 
 
4.5  In line with the pre-budget report (PBR) a 1% cap on public sector pay 

settlements in 2011/12 and 2012/13 are factored into the projections. Pay 
settlements for the years 2013/14 to 2015/16 are estimated to be 2% per 
annum. An additional 0.5% increase in employer national insurance 
contributions has been applied from April 2011.  

 
4.6 An allowance has also been included for incremental progression in 2011/12 

as a result of single status. The net cost of service assumes an employee 
turnover saving of 3% of gross pay budget. 

 
4.7  The council is part of the Gloucestershire Pensions Fund, which is 
 administered by the County Council. The rate of contribution paid to the fund 
 by participating employers is set following a triennial revaluation of the Fund 
 by the appointed actuary. 
 
4.8  The most recent triennial revaluation of the Fund was based on the position 
 as at 31st March 2007, the results of which were formally published on 31st 
 March 2008. The valuation found that the Fund’s objective of holding 
 sufficient assets to meet the estimated current cost of providing members’ 
 past service benefits was not met at the valuation date. 
 
4.9  Contribution rates are calculated on an individual basis for each participating 
 employer. For the council’s element of the Fund, the funding level was 
 assessed at 75.3% (compared with 68.4% in 2004), with a shortfall of 
 £34.6m. The fund actuary is aiming for this deficit to be recovered over a 20 
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 year period, giving a target contribution rate for the council (for this three-year 
 valuation period) of 25.0%. This consists of: 
 
 •  a 14.65% future service rate which should cover the liabilities scheme 
  members build up in the future, plus 
 
 •  a 10.35% past service deficit contribution to cover the shortfall in the 
  fund. 
 
4.10 The net pension fund liability as at 31st March 2009 is £37.081m as reported 

in the 2008/09 Statement of Accounts. 
 
4.11  In order to smooth out the impact on taxpayers for the increase in 

contributions, an earmarked reserve is used to phase in these increases. 
 
4.12  The council receives an annual report which projects the pension fund 

position forward taking into account changes in both member profile and 
performance of the fund. The latest report, which provided a position 
statement to August 2009, suggested that due to the significant fall in the 
stock markets and the expectation of increasing inflation, the funding level 
has dropped from an estimated 75.3% at 20th March 2007 to 53.4% at 28th 
August 2009. 

 
4.13 The PBR announced reforms to public service pensions from 2012/13 

onwards whereby employer contributions to local government pensions will 
be capped. Cost increases below the cap will be shared equally between 
employers and employees, and those above the cap met solely by 
employees. The Government also expect those earning the highest salaries 
to pay a greater contribution towards their pension. It is unclear at this stage 
what cap will be set and we await further confirmation from the Government. 

 
4.14 Following recent events, the Section 151 Officer has discussed the current 

position with the actuary who has indicated that, given the uncertainty over 
this area of activity future projections of potential increases in contributions 
are based on 2% per annum over a 3 year period from 1st April 2011 (i.e. 6% 
overall) are still a reasonable set of assumptions to make. 

 
 Landfill Tax 
 
4.15  Central Government has applied a cost escalator for landfill tax which 

increases the cost of commercial waste disposal by £8 per tonne, year on 
year until 2012/13. Although factored into the projections at £40,000 per 
annum, it is worth noting that all commercial operators will face the same cost 
challenge. It is not unreasonable, therefore, to expect the market to stand an 
above inflationary increase in fees to cover this additional cost. This does not 
give the Authority a disadvantageous cost structure compared with the local 
competition. 
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 DEFRA funded vehicles 
 
4.16  In 2005 DEFRA funded the acquisition of 3 refuse collection and recycling 

vehicles. The working life of the vehicles has been extended and is now due 
for replacement in 2012/13. The MTFS assumes a sum to fund the leasing 
cost of their replacement. 

 
 Flood Resilience 
 
4.17  The council was successful in applying for a one-off grant to deal with 

restoration work following the July 2007 floods. In setting the 2009/10 budget, 
the Cabinet decided that £90,000 of the grant should be earmarked for the 
maintenance of watercourses, streams and ditches over a three-year period. 
Given the desire to ensure maintenance continues, funding will need to be 
built into the base budget from 2012/13. 

 
 Fees and Charges 
 
4.18  A general assumption for a 2.5% increase in fees and charges has been 

factored in, but reviews of all charges are required annually by Service 
Managers. 

 
 Treasury Management 
 
4.19  Investment income from cash investments falls over the MTFS period. This 
 trend was acknowledged in the previous MTFS and is largely due to cash 
 balances (i.e. ear-marked reserves) being consumed, essentially to finance 
 the council’s capital programme and to fund property maintenance, single 
 status and increased pension contributions. Whilst there is an option to take 
 out prudential borrowing, it has been assumed for MTFS purposes that the 
 capital programme will continue to be financed from capital receipts, grants 
 (including S106 developer contributions), and revenue contributions and that 
 borrowing will only take place if absolutely necessary. 
 
 Minimum Revenue Provision 
 
4.20  In light of the most recent developments surrounding the likely returns from 
 Icelandic investments, the council has applied for capitalisation direction of 
 £4.430m which will allow the council to spread any potential losses over 20 
 years. The annual cost to the council (known as the Minimum Revenue 
 Provision) is £221,500 and is likely to impact on the councils budget from 
 2011/12. The interim budget proposals for 2010/11 have already set aside 
 £75,000 towards this provision and the remainder has therefore been factored 
 in as a cost in 2011/12. 
 
 Capital / Property Maintenance 
 
4.21  Current projections (as detailed in the amended 20 year maintenance 

programme) indicate a requirement to fund property maintenance of circa 
£1.4m per annum from revenue contributions which will be achieved in 
2014/15. 
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4.22  A review of capital commitments in 2008/09 also indicated a requirement to 
fund a capital programme of £700,000 per annum from revenue contributions 
which will be achieved in 2011/12. 

 
 Government Support 
 
4.23 The main issue in terms of funding availability is the estimation of the level of 
 Government grant which the council will receive. Although this has been set 
 for the period to 2010/11 as part of the Comprehensive Spending Review 
 2007 (CSR07), future settlements may impact on effective longer-term 
 financial planning and sustainability.  
 
4.24 For the purpose of projecting the funding gap, it is estimated that the level of 
 government grant and share of the national non domestic rates pool will 
 decrease by 10% in 2011/12 with a further 5% reduction in 20012/13 (i.e. a
 15% reduction overall) for the period of the next spending review (CSR10). 
 Following the PBR it is still unclear what level of cuts will be made  and when 
 they will impact. 
 
 Council Tax 
 
4.25  Collection fund surpluses arise from higher than anticipated rates of collection 

of the council tax collection rates. This is assessed annually although the 
current economic climate could have an adverse impact on this source of one 
off funding and therefore no increases have been assumed for the period 
covered in this MTFS. 

 
4.26  The taxbase represents the total number of chargeable properties in the 

borough, expressed as band D. The net budget requirement is divided by the 
taxbase to calculate the level of council tax for band D each year. The 
council’s taxbase is estimated to increase by 100 each year for the purposes 
of the MTFS. This is a lesser increase than in recent years and reflects the 
slowdown in the housing market and the reduction in the number of new 
properties being built. 

 
 Funding Gap 
 
4.27 The projected funding gap assuming a 2.5% increase in council tax presents 

a significant challenge for the council. The latest projections indicate a gap of 
£2.119m assuming a ‘standstill’ position in central government funding. The 
improvement in the baseline 5 year projection reflects the following: 

 
• impact of capping pay increases on pay 
• delivery of the BtG programme savings in the earlier years 
• achieving the target annual funding level for property maintenance 

 
4.28 Clearly, a 15% cut in central government funding will impact significantly on 

the funding gap and increase it to £3.4m over the period covered by this 
MTFS. Conversely, an economic recovery would help to close the gap. 
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5.  Strategy for ‘bridging’ the projected funding gap 
 
5.1  The council could reduce the projected funding gap by increasing council tax 

above 2.5%. Council tax increases of 5% would generate an additional circa 
£200,000 per annum although this approach would be unpopular in the 
current economic climate. 

 
5.2  The council has identified a number of work-streams which form the longer 

term strategy for ‘bridging the gap’ which are detailed below. 
 
5.3 Service Reviews and Benchmarking 
 
5.3.1 The council is keen to ensure that services are of the highest quality and 

lowest cost. Understanding the council’s own costs and how they compare 
with others is key to achieving this. Many of the council’s services undertake 
annual benchmarking exercises using statistical data and analysis that 
already exists, e.g. Chartered Institute of Public Finance and Accountancy 
Statistical Information Service (CIPFA S.I.S.) statistics and benchmarking 
clubs. 

 
5.3.2 The council is keen to see all services benchmarked but recognises the 

volume of work required to continually do so. In preparation for the 2010/11 
budget, the programme of benchmarking services concentrated on corporate 
or ‘back office’ services and future years will be programmed to ensure that 
all services are captured over the MTFS. 

 
5.3.3 These service reviews will also be used to identify the potential for above 

inflation increases on the council’s current range of fees and charges and 
help to identify new sources for charging. Officers will need to examine the 
council’s commercial activities to ensure that it is maximising opportunities 
and to ensure its pricing policy will generate the greatest return. 

 
5.3.4 Through the course of these reviews the council will need to ensure that it has 

the resources to deliver its ambitions. For example, Cheltenham has one of 
the highest spends per capita in England for provision of arts and culture. 
Whilst benchmarking data may suggest this area should be scrutinised for 
savings, the council will need to consider the social and economic wellbeing 
of the town and the cross cutting impact that arts and culture has on our key 
community objectives.  

 
5.4 Asset Management 
 
5.4.1 The council has a significant property portfolio including some key public 

buildings which place significant pressure on the council’s budget and 
represents a significant cost to the tax payer. Annually the council is planning 
to increase its budget by some £200k (equivalent to 2.5% council tax) in order 
to pay the annual cost of around £1.4m on the maintenance of public 
buildings. 

 
5.4.2 The council is aiming to reduce the net cost of the council’s property portfolio 

through increasing income streams or reducing management and operational 
costs of the council’s property portfolio. The council is in the process of 
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preparing an updated Asset Management Plan for consideration which will 
outline the council’s strategic approach to asset management. 

 
5.4.3 A review of the asset base could identify potential property disposals which 

will both raise capital resources (capital receipts) and reduce the incidental 
costs of holding properties (e.g. on-going maintenance costs, business rates, 
etc). Similarly, vacant properties are being reviewed to identify alternative 
uses that might better support the council’s business plan objectives and 
generate an income. It is worth noting however, that it has proved difficult to 
release savings from property rationalisation in the current economic climate. 

 
5.4.4 Given the reducing level of the Capital reserve, it is proposed that future asset 

sales (capital receipts) will be used to support the capital programme and 
civic pride rather than be used to pay off debt and marginally reduce the cost 
of financing the amount of minimum revenue provision set aside by the 
council. 

 
5.5 Procurement  
 
5.5.1 Historically, the council has already set a challenging savings target for the 

procurement function. The Procurement Manager has been extremely 
successful in delivering cashable savings through negotiating preferential 
contracts. The council is robust in ensuring that these savings are removed 
from budgets and the resulting money used in priority areas or recycled as 
cashable savings. The council has also been instrumental in leading on 
procurement activity at a district council level in Gloucestershire and 
colleague councils have benefited from the negotiation of corporate contracts 
by the CBC procurement officer. The council has also embraced some of the 
less traditional procurement routes, i.e. reverse auctions which have resulted 
in further savings being achieved. 

 
5.5.2 The council is well aware of best practice in procurement and keen to explore 

the benefits which processes such as category management can deliver.  As 
well as delivering cashable savings arising from more cost-effective buying, 
category management supports a commissioning approach and delivery of 
excellent services. The council is also involved in discussions with a number 
of potential partners concerning shared procurement activity but these are 
currently at a very early stage. 

 
5.5.3 Recently the council has secured the offer of a loan of £80,000 from the 

South West Regional Improvement and Efficiency Partnership (RIEP) to 
develop and prove a pragmatic approach to category management which 
could be adopted by other District Councils. 

 
5.5.4 The detailed spend analysis and category management principles developed 

by this project will put the council in an excellent position to develop the 
procurement function further by looking at shared services opportunities, and 
challenging the private sector to find additional savings. 

 
5.6 Service Improvement through ‘Systems Thinking’ 
 
5.6.1 The council has adopted a strategy for improving service delivery by: 
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• designing the service to meet customers needs and expectations, and 
 

• optimising the realisation of cashable efficiency gains by removing 
  failure demand and waste from the system 

 
5.6.2 The principal aim of the work is to examine how services are provided in 

order to seek improvements and efficiencies and reduce costs through the 
use of ‘systems thinking’ analytical approaches. This has also been very 
successful with ‘interventions’ in a number of areas which have resulted in 
more efficient services and are projected to deliver savings in the process. 

 
5.7 Shared Services 
 
5.7.1 There has been major progress in the establishment of shared service 

arrangements with some significant achievements being made over a 
relatively short period of time. Recently the council has established a shared 
audit service with Cotswold District council and shared Legal and Building 
Control services with Tewkesbury Borough council. 

 
5.7.2 A more significant and complex piece of work, the ‘Corporate Services 

Sourcing Strategy’  was undertaken which investigated the ‘sourcing’ of key 
corporate services including Finance, Human Resources, Customer Services, 
Revenues and Benefits, procurement and ICT. Included within this, is the 
development of a business case for a shared Enterprise Resource Planning 
(ERP) system to replace individual payroll, HR and finance systems in 7 
district councils (the other 6 districts in the county plus West Oxfordshire 
District Council) with one system which could be a platform for a shared 
service for Finance and HR across these 7 districts. This project is called 
GO7. 

 
5.7.3 The business cases for each of these service areas was approved by the  by 
 council on 14th December 2009. The proposals require up front investment of 
 £785,000, of which the council has already earmarked £200,000 (Financial 
 outturn 2008/09 report to council - June 2009) which is reflected in the 
 Cabinet’s interim budget proposals for 2010/11. It is anticipated that this will 
 deliver  annual savings equating to c£890,700 once all of the work streams 
 are complete. Hence this makes a significant contribution to the BtG 
 programme. 
 
5.8 Other Future Options 
 
5.8.1 As part of the BtG work, the Senior Leadership Team was asked to consider 

the implications in their services of a 20% cut in order to generate ideas. The 
Cabinet have considered a number of other options put forward and have 
included, as part of the interim budget, a list of areas for future consideration. 
These options have not been approved by the present Cabinet during this 
budget round but will need to be considered by any future administration and 
some cross party working. 

 
5.8.2 ‘Invest to save’ initiatives will be encouraged to ensure long-term efficiencies 

in service delivery and value for money are delivered. These initiatives may 
well require some up-front capital investment, the criteria for which are 



  APPENDIX K 
 
MEDIUM TERM FINANCIAL STRATEGY 2010/11 TO 2015/16 
 

 12

outlined in the capital strategy which was approved by council in February 
2009. 

 
5.8.3 Over the last 2 years the "bridging the gap" programme has been successful 

in delivering savings to close the budget gap without any detrimental impact 
upon service delivery. However, the unprecedented financial pressures now 
being faced by the council, and outlined in this MTFS, require a different 
strategy to be adopted to service design and delivery. The objective of 
adopting a different approach is to deliver the best outcomes for individuals 
and communities in the context of the MTFS. When services are redesigned it 
is important that citizens, service users and council tax payers are the focus 
and to this end the council is working towards becoming a commissioning 
council adopting a strategic commissioning approach. 

 
5.8.4 Strategic commissioning is not a new idea; the NHS has been using 

commissioning extensively for many years and legislation particularly in the 
social care and children’s service areas has moved service design to 
embrace a commissioning approach. Commissioning is defined by the 
Cabinet Office as "the cycle of assessing the needs of people in an area, 
designing and then securing appropriate service". Commissioning requires 
better partnership/cross agency working, prioritisation to ensure resources 
(finance, people and assets) are used to best effect to deliver clearly defined 
outcomes which all parties to the commissioning approach are aligned 
behind. Commissioning judgements will be made transparently and 
objectively with a focus on outcomes leaving the method of delivery to the 
provider of the service. By adopting this strategic approach services will be 
transformed, where warranted, and may not necessarily as at present be 
provided through a directly employed workforce; a mixed economy (sharing 
services, outsourcing, creation of "not for profit" vehicles, third sector) 
approach to delivery of services may result. The key tests for commissioning 
will be good quality services, with outcomes for the citizen and community at 
the heart of their provision and which have long term financial viability. 

 
5.9 The Residual Funding Gap 
 
5.9.1 Taking into account that the identified work-streams are delivered throughout 

the period covered by this MTFS, the projected residual funding gap 
(assuming a 2.5% increase in council tax annually) is shown below in Table 2. 

 
Table 2: Projection of Residual Funding Gap 
      
 2011/12 2012/13 2013/14 2014/15 2015/16 
 £ £ £ £ £ 
Projected Funding Gap @ 2.5% 
Council Tax (Table 1) 

1,696,765 912,239 564,036 206,331 22,057 

      
Identified Work-streams      
Service Reviews (85,100) (5,000)    
Asset Management (52,500) (40,000) (20,300) (32,000)  
Shared Services (153,400) (150,400) (234,200) (15,000) (53,400) 
Service Improvement (18,300) (2,000) (14,100) (2,000)  
Procurement (120,000) (100,000)    
Freeze on Members Allowances (9,900) (10,300) (10,600) (11,200)  
      
Projected Residual Funding Gap 1,257,565 604,539 284,836 146,131 (31,343) 
      
Cumulative Projected Residual 
Funding Gap 

1,257,565 1,862,104 2,146,940 2,293,071 2,261,728 
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5.9.2 It should be noted that the current MTFS does not assume any recovery in 

the current economic climate and therefore, the view could be taken that the 
current MTFS predicts the worst case scenario. 

 
5.9.3 The council is seeing the impact of the economic downturn on many services. 

As the economic crisis has deepened, the council has witnessed a more 
significant reduction in income levels for many of its service areas resulting in 
the need to revise income estimates further downwards. The income from 
development control, property rentals, land charges and recycling has 
declined to unprecedented levels. 

 
5.9.4 In addition, the Bank of England base rate cut to 0.5% has resulted in a 

significant reduction in the base budget for investment interest. 
 
5.9.5 Recovery within the economy over the course of the current MTFS would 

obviously assist in closing the projected funding gap although some costs 
(e.g. pay awards) may also increase. 

 
5.9.6 The recent announcement by the government relating to the administration 

changes for concessionary fares will reallocate the responsibility for this 
service from District and Borough Councils to County Councils on 1st April 
2011. The reallocation of revenue support grant funding will be consulted on 
in July 2010. At this stage, although clearly Cheltenham would no longer be 
responsible for paying for the statutory scheme and would lose the current 
specific grant element for the funding of the free national scheme, it is not 
clear how much revenue support grant will be lost as a result of this transfer 
of duties. The best case scenario would result in the council losing the 
identifiable allocations of revenue support grant and specific grants which 
currently total £1.05m. Given that the current expenditure incurred by the 
council for this scheme amounts to £2.2m, the best case scenario would 
result in the council benefiting to an amount of £1.15m. 

 
5.9.7 The issue is further complicated by the potential need to provide database 

information, currently held locally, other administrative aspects of the scheme 
(i.e. card issuing/replacement) which may or may not be sub-contracted back 
to local level and the cost impact of any discretionary elements of the scheme 
which the county council may not wish or be able to fund i.e. 9:00am start 
time and companion passes. For planning purposes, it is assumed that the 
best case scenario would result in the council benefiting to a sum of 
£500,000. 

 
5.9.8 For the purpose of modelling different planning scenarios (i.e. best case 

scenario) Table 3 assumes that the economy recovers by 2011/12 with the 
recovery of income levels to 2007/08 levels and investment income obtaining 
a return of at least 5%. 
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Table 3: Projection of Residual Funding Gap / (Surplus) - best case scenario 
      
 2011/12 2012/13 2013/14 2014/15 2015/16 
 £ £ £ £ £ 
Projected Funding Gap @ 2.5% 
Council Tax 

1,696,765 912,239 564,036 206,331 22,057 

      
Identified Work-streams      
Service Reviews (85,100) (5,000)    
Asset Management (52,500) (40,000) (20,300) (32,000)  
Shared Services (153,400) (150,400) (234,200) (15,000) (53,400) 
Service Improvement (18,300) (2,000) (14,100) (2,000)  
Procurement (120,000) (100,000)    
Freeze on Members Allowances (9,900) (10,300) (10,600) (11,200)  
      
Concessionary Fares (500,000)     
      
Economic Recovery      
Recovery of Income levels  (200,000) (200,000)   
Additional Investment income   (130,000)   
      
Projected Residual Funding Gap / 
(Surplus) 

757,565 404,539 (45,164) 146,131 (31,343) 

      
 
6.  Financial Projections – Capital Resource Requirements 
 
6.1 The council’s capital strategy is geared towards ensuring the maximisation of 

resources available to the council. 
 
6.2 The council has budgeted to make a revenue contribution to capital outlay 

(RCCO) Capital Reserve of £625,000 in 2010/11 which is planned to increase 
by £75,000 in 2011/12 within the current MTFS. This reserve funds part of the 
capital programme which generally consists of 3 areas of expenditure (i) 
replacement of play equipment (ii) replacement of CCTV equipment and (iii) 
mandatory costs of disabled facilities grant, totalling £500,000. Assuming 
additional one off schemes of circa £200,000, the council has an approximate 
capital programme to be funded from RCCO of £700,000 annually. Within the 
current MTFS, this level of RCCO will be achieved by 2011/12. 

 
6.3 The remainder of the capital programme is funded from other sources e.g. 

specific grants. In order to progress new capital schemes not already 
identified within the MTFS, the council will need to prioritise the use of 
available resources detailed in the Capital Strategy which could involve the 
disposal of existing assets or prudential borrowing on a scheme by scheme 
basis. 

 
7.  Financial Projections - Reserves 
 
7.1  A review of earmarked reserves in February 2009 resulted in an increase to 

 the General Reserve. This reserve is held to protect existing service levels
 from further fluctuations in interest rates, potential implications from the 
 Icelandic banks situation and reduction in income levels as a result of the 
 economic downturn 

 
7.2  External factors such as the flooding in 2007 and the problems experienced 

 by the global financial markets in 2008 have highlighted the importance for 
 authorities to maintain an appropriate level of reserves. This has prompted 
 CIPFA’s Local Authority Accounting Panel (LAAP) to issue a bulletin on local 
 authorities’ reserves and balances. 
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7.3   As part of the annual budget setting process and in reviewing the MTFS, the 

 council needs to consider the establishment and maintenance of reserves. 
 These can be held for three main purposes: 

 
• a working balance to help cushion the impact of uneven cash flows 

  and avoid unnecessary temporary borrowing – this forms part of  
  general reserves; 

• a contingency to cushion the impact of unexpected events or  
  emergencies – this also forms part of general reserves; 

• a means of building up funds (earmarked reserves) to meet known or 
  predicted requirements. 

 
7.4  The council has benefited from a strong economy over a number of years 

 which has enabled it to earmark significant funds to specific reserves. These 
 have been reviewed twice yearly by full council under the guidance of the 
 Chief Finance Officer.  

 
7.5  Over the course of this MTFS, a number of earmarked reserves will be 

 depleted as they are used to finance planned expenditure e.g. implementation 
 of single status and the phasing of increasing employee pension costs. 

 
7.6  It is also the case that reserves used to finance the capital programme and 

 property maintenance will reach the levels required to fund existing 
 commitments within this MTFS. 

 
7.7  The proposed net budget requirement for 2010/11 is £16,753,397, which 

 includes a net use of reserves of £634,853. When taking into account 
 revenue contributions used to fund the capital programme in 2009/10 and 
 2010/11, the net reduction in the level of reserves held by the council is 
 projected to be £10,105,953 by 31st March 2011 (in comparison to the level of 
 reserves held as at 31st March 2009). 

 
7.8  The projected position for General Fund reserves to 2015/16 is shown below 

 in Table 4: 
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Table 4: General Fund Reserves Projection 2008/09 to 2014/15 
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7.9  The Chief Finance Officer has maintained in the past that General Reserves 

 should be maintained in the range of £1m to £1.5m. In view of the current 
 economic climate, the risks associated with holding Icelandic investments, 
 and the position in respect of the council’s former Managing Director, it is now 
 the view that this minimum range should be raised to £1.5m to £2m. In order 
 to ensure that the council holds significant reserves to cover the purposes for 
 holding reserves (as outlined in 7.4) a target projected reserve level of £5m 
 has been set. 

 
7.10 The projection shown in Table 4 is important as it demonstrates that the 

 uneven impact of unavoidable cost pressures (e.g. single status, pension 
 costs) can be handled, whilst providing temporary use of reserves to support 
 the budget if required. 

 
7.11 The graph demonstrates that the level of reserves held over the course of the 

 MTFS is projected to fall to circa £4.2m in 2011/12 but gradually rising to the 
 projected target of £5m by 2014/15. 

 
7.12 Risk analysis and a determination of the adequacy of the level of reserves will 

 remain a key element within the Chief Finance Officer’s annual section 25 
 report, in conjunction with the final budget proposals. 

 
 
8.  Working in Partnership 
 
8.1 Partnerships form the basis of an increasing range of the council’s services 
 and extend from joint activities within a loose working arrangement to 
 complex and formally structured vehicles for service delivery. 
 
8.2 The council welcomes the opportunity to work with partner organisations to 
 deliver our proposed outcomes as this adds value for the taxpayers of 
 Cheltenham but will always seek to ensure that the: 
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• Financial viability of partners is assured before committing to an  
  agreement 

• Responsibilities and liabilities of each of the partners is clearly  
  understood by parties to any agreement; 

• Accounting arrangements are established before any payments are 
  made; and 

• Implications of the terms and conditions of any funding arrangements 
  are considered before any monies are accepted. 

 
8.3 Cheltenham Strategic Partnership (CSP) 
 
8.3.1 CSP  brings together core partners, thematic partnerships, community and 
 voluntary sectors. The aims of the CSP are: 
 

• To be the partnership of partnerships for Cheltenham, providing  
  strategic co-ordination, ensuring linkages with other plans and bodies 
  established at the regional, sub-regional and local level and agreeing 
  a community strategy that sets the vision and priorities for the area 
  and gaining consensus about the way forward. 

• To develop and drive the effective delivery of the sustainable  
  community strategy action plan through effective performance  
  management and holding delivery partners and partnerships to  
  account. 

 
8.3.2 The council commits £15,000 pa to support the work of the partnership and to 

enable it to deliver commitments in the sustainable community strategy. 
 
8.4 Cheltenham has a clean and well-maintained environment 
 
8.4.1 The council works with a range of community-based organisations to promote 

a clean and well-maintained environment; 
 

• We work with the Tidy Cheltenham Group to promote a clean  
  environment. 

• We work with Cheltenham in Bloom to promote awareness of the  
  importance of Cheltenham's floral heritage amongst the borough’s 
  residents and businesses and to involve the community in celebrating 
  the borough’s beauty. 

• We work with local communities to attain green flag status for local 
  parks 

 
8.5 Cheltenham’s natural and built environment is enhanced and protected 
 
8.5.1 We are working in partnership with Gloucestershire County Council and the 

South West Regional Development Agency (SWRDA) to coordinate the civic 
pride project that will result in significant investment into the borough to 
secure its longer-term economic success whilst improving its look, its 
ambience and its associated transport infrastructure. 

 
8.5.2 We now share our building control service with Tewkesbury Borough Council 

to reduce overheads. 
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8.5.3 We have developed a joint approach to our strategic planning function with 
Tewkesbury and Gloucester City councils which is sharing posts, resources 
and budgets. 

 
8.5.4 Together with Cheltenham’s Home Improvement Agency we provide renewal 

funding to help improve the quality and safety of private sector housing. 
 
8.5.5 We provide funding to support the County Council’s highway tree planting 

programme throughout the borough. 
 
8.6 Carbon emissions are reduced and Cheltenham is able to adapt to the 
 impacts of climate change 
 
8.6.1 The council supports partnership working in the county through the 

Gloucestershire Waste Partnership and has adopted a county wide Joint 
Municipal Waste Management Strategy. It has also signed a memorandum of 
understanding with Tewkesbury and Cotswold district councils to progress 
towards shared service delivery in waste management by April 2012. This will 
be achieved in a structured and incremental way with progress dependant on 
individual authority agreement at key milestones. 

 
8.6.2 The council also works in partnership with Vision 21 Gloucestershire, an 

independent registered charity that provides support and information about 
climate change and sustainable development, to promote sustainability and 
responsible waste management. A key feature of this partnership is the 
recruitment of 56 active volunteers as Community Recycling Champions who 
promote waste reduction, re-use and recycling within their local community. 

 
8.6.3 The council contributes £5,200 per annum to support the work of the Low 

Carbon Partnership which is focusing on reducing carbon emissions from 
energy and transport use and brings together partners from public, private 
and voluntary sectors. The partnership agrees an annual collective carbon 
reduction target for its members and has just signed up to 10:10.. 

 
8.6.4 We are working with Gloucestershire’s district councils and the county council 

to assess how climate change will impact on our services and how we will 
need to adapt our services to cope with these changes. 

 
8.6.5 We work with Severn Wye Energy Agency and the other Gloucestershire 

councils to run the award winning “Warm and Well” scheme which funds 
energy efficiency measures and renewable energy installations in people’s 
homes. 

 
8.7 Cheltenham has improved access and travel options 
 
8.7.1 The council is a member of the Gloucestershire County Council’s countywide 

concessionary travel scheme for 2009/10. This scheme now allows for 
national free travel which is an expansion of the arrangements as operated 
during 2007/08 where free travel was limited to within Gloucestershire and 
certain cross boundary routes only. The cost allocations for the countywide 
scheme for 2009/10 onwards are controlled by the consultants (JMP) 
providing the administrative support for the County Council acting in its 
capacity as the administering authority. 
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8.7.2 The increase in demand for travel, and hence cost, that has been 

experienced over recent years has been a reflection of many issues including 
the transition from half-fare schemes through full-fare local schemes into a 
fully free national scheme as determined by Central Government. The 
authority is free to offer enhancements to the scheme which it currently does 
through its travel companion and Taxi Voucher schemes. 

 
8.7.3 £525,000 additional funding was provided by Central Government to cover 

the costs of migrating from local full-fare schemes to the national full-fare 
scheme throughout England in 2008/09. This figure was increased in 2009/10 
to £537,000 and will further increase in 2010/11 to £552,000. From 2011/12 
onwards it is proposed to relocate the administrative and financial 
responsibilities for Concessionary Fares from District and Borough Councils 
to County Council’s. This will align with the start of the next three year 
settlement period. 

 
8.7.4 The council works closely with the Highway Authority, Gloucestershire County 

Council, and its delivery arm, Gloucestershire Highways, to enhance and 
maintain the street scene. In recognition of the added value that Cheltenham 
Borough Council can deliver to street scene services a highway agency 
agreement for grounds maintenance was adopted in April 2008, with the 
Borough carrying out a range of services on behalf of the County and match 
funding the replacement programme for street trees 

 
8.8 Cheltenham is able to recover quickly and strongly from the recession  
 
8.8.1 The council has 15 service level agreements in place with a range of partners 

to secure delivery of its economic development strategy worth over £240,000; 
significant SLA’s include those with Gloucestershire First, Adult Education 
department of Gloucestershire County Council and Severn Wye Energy 
Agency. 

 
8.9 We attract more visitors and investors to Cheltenham 
 
8.9.1 We work with the Cotswold and Forest destination management organisation 

to ensure that there is a coordinated approach to promoting the county. 
 
8.10 Unemployed people are able to access employment and training 
 
8.10.1 We work in partnership to facilitate activities that will help people move off 

benefits and into employment. 
 
8.10.2 We work in partnership through the Public Sector Employment Partnership to 

develop a range of workforce development initiatives such as improved NVQ 
training and the apprenticeship scheme. 

 
8.10.3 We work through Gloucestershire Education Partnership to provide staff 

volunteers to work with local schools to provide advice to future school-
leavers. 
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8.11 Communities feel safe and are safe 
 
8.11.1 Tackling crime is consistently the highest priority for our residents and the 

council invests significantly in this work. It directly employs three officers who 
support the work of the community safety partnership, including our anti-
social behaviour officer, but also supports a number of other council services 
that meet the aims of the partnership such as Cheltenham Safe, street 
cleaning, graffiti removal service and summer holiday playschemes. 

 
8.11.2 This work secures additional funding which comes from area-based grant 

allocated through the Gloucestershire Local Area Agreement; which in 
2009/10 was £25,000 for anti-social behaviour grant and £30,000 revenue. 
The £25,000 ASB grant allows the council to deliver a range of activities in 
partnership with others including working with a police officer who is 
seconded to the council to support the ASB work. 

 
8.11.3 We also work with Gloucestershire County Council to ensure investment into 

keeping our children and young people safe. The county council allocated a 
sum of £20,000 in 2009/10 to our children and young people’s partnerships to 
support an integrated “youth offer” which is about ensuring young people 
have access to services, facilities and information and support. The council 
also allocated £30,000 to a range of partnership projects that will tackle child 
poverty in our most deprived communities. 

 
8.12 People have access to decent and affordable housing 
 
8.12.1 The council has over 4,500 properties which are managed by Cheltenham 

Borough Homes which is our Arms Length Management Organisation 
(ALMO) under the terms of a management agreement. It is a company limited 
by guarantee, with the council as the only guarantor. The council has 
continued to enable the delivery of affordable homes through the Cheltenham 
and Tewkesbury Housing Market Partnership which has delivered 20 
affordable homes since 1st April 2008. We are on track to deliver over 40 
homes in the financial year. 

 
8.12.2 We work in partnership to increase the number of older and vulnerable people 

supported to live independently at home through supporting commissioning 
housing related support and the home improvement agency service. 
 

8.12.3 We work with Severn Wye Energy Agency to promote energy efficient homes 
and tackle fuel poverty. 

 
8.12.4 We also work with the 5 other districts in Gloucestershire on a joint approach 

to allocating social housing through Gloucestershire Homeseeker. 
 
8.13 People are able to lead healthy lifestyles 
 
8.13.1 Under Section 31 of the Health Act 1999 health and local authorities are 

encouraged to work together to improve the lives of residents. 
Gloucestershire PCT and the council jointly-fund a Healthy lifestyles 
development officer who delivers a programme of activities in the borough to 
improve their health and wellbeing. The PCT also committed £25,000 in 
2008/09 to the CSP to reduce health inequalities in Cheltenham. 
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8.13.2 The council also supports the Cheltenham Community Sport and Physical 

Activity Network (CSPAN) which is a multi agency steering group that delivers 
projects to improve the health and well-being of residents in Cheltenham. 

 
8.14 Our residents enjoy a strong sense of community and are involved in 

identifying and resolving local issues 
 
8.14.1 We recognise that the Voluntary Sector is central in creating strong 

communities both through larger voluntary sector organisations which provide 
services to communities and the wide range of local community groups and 
organisations. 

 
8.14.2 Consequently we provide a range of grant funding to Voluntary Sector 

partners who are able to deliver cost effective services to their communities, 
including Cheltenham Voluntary and Community Action (CVA) which is 
responsible for co-ordinating and representing the voluntary sector in the 
town. 

 
8.15 Arts and culture are used as a means to strengthen communities, 

strengthen the economy and enhance and protect our environment 
 
8.15.1 The council has committed £2m (in addition to £500,000 already earmarked 

from the sale of the Axiom) to secure the improvement of Cheltenham Art 
Gallery & Museum. This has levered in a grant of £750,000 from a Charitable 
Trust. With these financial foundations, we can now move forward towards 
planning approval and further fundraising. Subject to these, it is hoped to 
begin building work in 2010 with a total budget estimated at £6.3m. 

 
8.15.2 The council has a service level agreement with Cheltenham Festivals (CF) to 

provide four annual festivals of jazz, science, music and literature. The 
programme of festival activity includes a wide range of community and 
educational activities within Cheltenham, concentrating particularly on the 
most disadvantaged communities. An annual grant of £109,200 has been 
allocated to CF to support this provision for the three years 2008/09 to 
2010/11. In addition, the council provides annual in-kind support to CF, 
totalling £190,000 in 2009/10. 

 
8.15.3 The council has also allocated additional grant of £500,000 over the period 

2007/08 to 2009/10 to support CF in becoming independent from the council, 
delivering a viable future for CF by March 2010 and protecting and enhancing 
Cheltenham’s cultural provision. 

 
8.16 The council delivers cashable savings, as well as improved customer 

satisfaction overall and better performance through the effective 
commissioning of services 

 
8.16.1 The council is working with other district councils to help realise the cost 

savings from sharing services. We have already launched shared services for 
Audit (with Cotswold District Council), Legal Services and Building Control 
(both with Tewkesbury Borough Council). 
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8.17 Infrastructure Delivery Planning 
 
8.17.1 A key work stream within the context of partnership working over the period of 

the MTFS is the preparation of a strategic infrastructure delivery plan for 
Gloucestershire. The primary objective of this work is to deliver the 
infrastructure required over the next 15-20 years to support the development 
needs of Gloucestershire and support the visions of sustainable community 
strategies. This will require joint working across public sector organisations to 
release added value in capital projects and other public sector investment. 
This may have implications in the future development of the Capital Strategy. 

 
9.  Areas of Uncertainty associated with the MTFS  
 
9.1  The review has also highlighted a significant number of areas where the 

 impact on revenue spending cannot be quantified with sufficient accuracy, at 
 this point in the process. These have been included as ‘Uncertainties 
 associated with the MTFS’ and these areas will form the basis for ongoing 
 review through the period of the 2011/12 budget process. 

 
 VAT on Car Parks 
 
9.2  The Isle of Wight (I.O.W.) local authority, along with three others, successfully 

 argued at a VAT Tribunal, that they should not have to charge VAT on off-
 street car parking. This was principally on the basis that it would not, 
 despite protests by HM Revenue and Customs (HMRC), create a significant 
 distortion of competition (a key factor in determining VAT liability). 

 
9.2.1 The Tribunal considered the implications of these local authorities not 

charging VAT by looking at the effect on their pricing policies, on customer 
usage and on potential private providers. It found that prices were set at 
levels to either stimulate customer numbers or discourage car use; were 
generally below those set by the private sector and were not an overriding 
factor in customers choosing where to park (they would park nearest to the 
facility they needed rather than choosing solely on price). It could not find any 
evidence of distortion of competition in respect of the local authorities 
represented at the Tribunal. 

 
9.2.2 In conclusion it was unlikely that a change in VAT liability would result in 
 either a change in price or parking policies. 
 
9.2.3 In anticipation of HMRC being compelled to change the VAT liability of off-
 street car parking for all local authorities, from ‘standard rate’ to ‘non-
 business’ (i.e. no VAT chargeable), Cheltenham Borough Council, along with 
 many other local authorities, under advisement, submitted repayment claims 
 to HMRC requesting reimbursement of the VAT already paid on off-street car 
 parking since 1998 (the furthest back allowed at the time). 
 
9.2.4 Total claims lodged to that date amount to £5,040,484. Claims averaging 

circa £650,000 per annum for 2007/08, 2008/09 and the current year have yet 
to be submitted. Subsequent changes in the law have now allowed the 
council to go back even further - to the start of VAT in April 1973. VAT 
advisors have prepared a claim which has been submitted, and subsequently 
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rejected by HMRC, pending the case’s outcome.  This claim amounts to 
£5,000,825 covering the period 1st April 1973 to 30th November 1996. 

 
9.2.5 However, HMRC did not agree with the Tribunal decision and lodged an 
 appeal to the High Court. This was heard in November 2006 and on 16th 
 February 2007, the High Court decided to refer the case to the European 
 Court of Justice (ECJ). The ECJ delivered its judgement on 16th September 
 2008 which was not favourable towards IOW. It focussed strongly on the 
 issue of fiscal neutrality i.e. that two operators engaged in the same activity 
 should not be treated differently in respect of levying a tax. 
 
9.2.6 The matter has now been returned to the High Court which may refer the 
 issue raised back to the Tribunal to reconsider. 
 
9.2.7 This is clearly a situation which has the potential for significant revenue 
 receipts for the council should HMRC lose their case. However, the ECJ’s 
 opinion does diminish the likelihood of success for the plaintiff councils. 
 
9.2.8 Cheltenham Borough Council will continue to account for VAT on off-street 

car parking but will also continue lodging claims with HMRC for repayment, in 
order to protect its position. 

  
 Retrospective VAT Claims 
 
9.2.9 Following a House of Lords judgement in January 2008, new legislation was 

introduced in the March 2008 Budget by HMRC, setting out the transitional 
period for which claims may be made for overpaid output tax (up to 4th 
December 1996) and under claimed input tax (up to 1st May 1997).  The 
deadline for submitting claims was 31st March 2009. 

 
9.2.10 The council enlisted the assistance of VAT consultants, LAVAT, in the 

preparation of claims in the following areas: off-street car parking (as 
previously mentioned), excess parking charges, domestic waste, and 
cemetery and crematorium supplies. 

 
9.2.11 The claims netted the council £1.159m (including interest) and covered the 

period November 1996 to March 1973.  £583k of this relates to the payment 
of ‘simple’ interest to the council on the principal amount. 

 
9.2.12 The council is intending to prepare a further retrospective claim for overpaid 

VAT during the period December 1996 to March 2006, which currently falls 
outside HMRC’s time limits. This has arisen from the Republic of Latvia 
arguing in the European Court that time limits are unlawful.  A favourable 
result for Latvia would be applicable to the UK under European Law, hence 
Cheltenham Borough Council will submit an extended VAT claim to protect its 
position.   
 
Compound interest claim 
 

9.2.13 The ‘Sempra Metals’ case has been brought before the High Court to 
determine whether taxpayers should be entitled to compound interest on 
overpaid VAT.  The High Court has agreed to this in principal but has allowed 
the six year time limit under the Limitation Act to stand meaning their claim 
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falls out of time.  However, the time limit point has been appealed to the Court 
of Appeal.  A decision is due out on this in April 2010; however any decision 
favourable to the taxpayer will be appealed by HMRC.   

 
9.2.14 Following the High Court’s decision, the council has, under advisement, 

instructed DLA Piper to pursue a compound interest claim in the High Court.  
This follows claims being pursued by other local authorities, including Bristol 
City Council.   

 
9.2.15 Should the council be successful in this claim, the initial interest payment of 

£583k would be repaid again, potentially two or three-fold. 
 
 Adequacy of Capital Resources and Property Repairs and Renewals 
 Fund (Reserve) 
 
9.3  The Chief Finance Officer has raised the issue of the long term financing of 

 both the council’s capital programme and 20 year Maintenance Programme 
 on a number of occasions. The work to update the Asset Management Plan 
 remains outstanding. This work should identify additional funding 
 requirements over the coming years and may consider alternative forms of 
 financing, including prudential borrowing. 

 
 Housing and Planning Delivery Grant (HPDG) 
 
9.4  The Authority has been awarded £485,000 for 2009/10. This will push back 

 the impact on the MTFS until 2015/16 for the potential financing of currently 
 employed PDG employees. The current level of impact in 2015/16 is 
 anticipated to be £150,000 per annum. 

 
 Recycling 
 
9.5  Providing a kerbside collection of plastic bottles will have a positive 

 impact on the council’s recycling performance and can be achieved at nil 
 cost. However, in the absence of a kitchen waste collection scheme the 
 council will not achieve its strategic or business plan recycling targets. 

 
9.6 The income generated from the sale of recyclate to recycling organisations is 

 starting to recover following a revival in the market. The income budgets for 
 2010/11 have been adjusted to reflect these changes. Although there are 
 indications that prices are beginning to recover the volatility in the market 
 price for recyclate continues to fluctuate which makes estimating future trend 
 income positions uncertain. 

 
 Off-Street Parking income 

 
9.7 Income from off-street parking continues to fall. There are two income 

streams which form the majority of the budgeted income i.e. fees and fines. 
Whilst income from fees remains under pressure it is the income from fines 
which has declined most. 

 
9.8 The level of fine income in 2005/06 reached a peak of £233k. Since that date 

the level of fine income has declined to the current year’s anticipated level of 
£70k. The combination of income levels from fees and fines has resulted in 
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an anticipated budget shortfall this year of circa £225k behind the base 
budget for 2009/10. It is likely that the adverse weather in the early part of 
2010 has contributed a one-off £100k to this shortfall. However, this leaves a 
trend shortfall of £125k which needs to be addressed over the course of the 
MTFS. 

 
 Land Charges 

 
9.9 The Environmental Information Regulations suggest that there is potential for 

approximately £90k of our current income stream to be lost following 
implementation of these Regulations. These regulations state that there is 
potentially no authority to charge for such information streams that may be 
deemed to be environmental in their nature. No time-table has been set for 
finalising this impact; however, it may be prudent to assume that the impact 
could occur as early as 2011/12. At this stage this is only an estimate of the 
likely position. 

 
 ICT Strategy 
 
9.10 The council is currently updating its ICT strategy which documents the 

councils approach to delivering ICT solutions to support the delivery of key 
corporate strategies. This will include a costed plan which may have financial 
implications over the lifetime of the MTFS which will need to be taken into 
account when the MTFS is next updated. 

 
 2012 Olympics 
 
9.11  The council is in the process of assessing the impact and opportunities 

 arising from the 2012 Olympics in terms of adding value to existing service 
 provision, maximising legacy i.e. making sure that clubs and facilities can 
 cater for the enthusiasm generated by 2012; and managing the potential 
 impact on infrastructure and services. 

 
9.12  To complement this work the council committed £30,000 of the 2009/10 

 LAGBI allocation towards providing sport and play activities for young people 
 in the run-up to the Olympics. Spread over three years, a range of 
 programmes and events will take place throughout the town, which will 
 expand and develop the youth focused sporting offer provided by the 
 council's sports development team and Active Gloucestershire. 

 
9.13  Furthermore, the recent successful CSPAN funding bid has secured funding 

 from Sport England which will be used to provide a bursary scheme to 
 support Cheltenham's gifted and talented athletes up until the 2012 Olympics. 

 
 Icelandic Banks 
 
9.14  The council has £11m of investments with Icelandic banks which went into 

 administration in October 2008. The council has logged claims for recovery of 
 the deposits with the banks administrators, but has yet to be notified of the 
 likely recovery rates or timescales. The MTFS assumes the impact of a worst 
 case scenario based on best information available but the situation remains 
 uncertain. 
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10.  Risk associated with the MTFS 
 
10.1  There are inevitable risks associated with the assumptions for both revenue 

 and capital projections. Employee turnover may vary from that assumed with 
 both financial and service consequences. Net expenditure may be more than 
 has been assumed, either as a consequence of additional demand, e.g. for 
 concessionary fares; reduced income following a fall in demand e.g. car 
 parking; or for new responsibilities which are inadequately provided for within 
 government grant. 

 
10.2  On the capital side, major projects that require additional resources and rely 

 on a level of new capital receipts may prove to be optimistic in the current 
 economic climate. 

 
10.3  Furthermore, the current MTFS assumes that the current system of local 

 government funding will continue. 
 
10.4  However, we now also need to consider additional risks associated with the 

 wider economic situation. Inflation and interest rate assumptions may prove 
 to be incorrect, although this has been factored in to some extent by 
 assuming the worst case scenario. 

 
10.5  The prospect of business failures and a reduction in available tenants may 

 result in rent reductions or rent free periods in order to attract new occupiers 
 to the council’s commercial property portfolio. 

 
10.6  It will continue to be necessary to review the MTFS each year and update it 

 for latest information. In year budget monitoring is crucial to ensure that 
 variances and trends are highlighted at the earliest opportunity. 

 
 
11.  Conclusion  
 
11.1  The council has a track record of strong financial management but is now in 

 a period of significant volatility and uncertainty. The council needs to plan 
 now to ensure that its strong financial position continues throughout the 
 period covered by this MTFS and beyond. 

 
11.2  The development of this strategy for closing the budget gap is an important 

 and on-going issue for the council. 
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APPENDIX M 

 

 

1

CLLR. JOHN WEBSTER: RESPONSE TO BUDGET CONSULTATION 
January 28th 2010 
 
INTRODUCTION. 
 
I attended the following meetings for consultation on the budget: 
• Cheltenham Voluntary and Community Action on 17th Dec 
• C5 meeting on 18th Jan (Cheltenham Parish Councils) 
• Social and Community  Overview & Scrutiny Committee on 11th Jan 
• Environment  Overview & Scrutiny Committee on 20th Jan 
• Economic & Business Improvement Overview and Scrutiny Committee on 25th Jan. 
 
A range of issues arose which were either answered or responded to subsequently. All are 
covered in the final reports to Council or in written responses. 
 
Two of the three Overview & Scrutiny (O&S) sessions lasted well over an hour and covered 
a wide range of detail, some of which could only be provided after the meeting. This has 
been or will be circulated to the appropriate O&S members.  
 
Some discussion may be useful to see whether or not the budget can be subject to more 
searching scrutiny in future, perhaps with one panel made up of members from the three 
committees having a more intensive budget scrutiny session or a series of budget scrutiny 
meetings. 
 
A letter was sent from Cheltenham Voluntary and Community Action generally supporting 
the budget and urging that at least the present levels of support be continued, particularly in 
relation to the subsidised leasing or renting of Council property to Voluntary Sector 
organisations carrying out activity consistent with the Council’s policies. It emphasised the 
importance of the Voluntary Sector to Cheltenham, its role in levering in funding from other 
sources such as the lottery and central Government funding and particularly in its impact in 
the more disadvantaged areas of the town. The budget acknowledges the key role of the 
Voluntary Sector and sees the relationship between it and the Council as being pivotal in 
achieving its goals. 
 
GENERAL QUESTIONNAIRE. 
 
There were only 6 hard copy responses to the General Questionnaire, but almost a 
thousand electronic responses. This very good response to the Council’s budget website 
indicates a much higher level of interest than to previous budgets and is of significance in 
securing greater public feedback and contains some important messages, but clearly was 
limited to those with access to the internet and in possession of some computer literacy.  
 
The issue of the loan to the Everyman Theatre and Pittville Park had a role in initiating this 
response and this needs to be taken account of. The responses are listed below with my 
comments in italics.  
 
There were a further 341 separate representations received in relation to the Everyman 
Theatre (see below), 333 of these in favour of support for the budget suggestions towards it. 
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BUDGET CONSULTATION 2010/11 – SUMMARY OF RESPONSES 
 
997 completed surveys were received. 
 
Q1.  Do you feel that a 2.5%  council tax increase (an extra £4.57 a year or 9p a week) is: 
 

 

 
Nearly 60% of respondents thought the Council Tax increase about right or not enough, with just over 
30% believing it was too much. 
 
Q2. What do you think should be the Council’s priorities for improving services? (up to 3 can 
be chosen) 
 
 Response % 
Preventing crime & disorder 426 19.2 
Street cleaning and maintenance 328 14.8 
Helping with community groups and voluntary sector groups 90 4 
Parks and gardens 101 4.5 
Protecting and enhancing the borough’s environment 59 2.7 
Funding discretionary element of concessionary travel 35 1.6 
Reducing carbon emissions and adapting to climate change 
impacts 

84 3.8 

Delivering value for money 219 9.9 
Waste collection and recycling 199 8.9 
Arts and culture 333 15 
Promoting sport and health living 44 2 
Promoting civic pride 39 1.8 
Affordable housing 82 3.7 
Promoting tourism 46 2 
Promoting business and employment 123 5.5 
Other (See below):  9 0.4 
Total 2217  
 
Responses to Q2 under “other”: 
• Fixing the roads. 
• Heritage. 
• I think we are in a time of protecting services rather than enhancing them. 
• Make pavements much safer. 
• Not promoting – actioning. 
• Reducing waste and excessive cost within the Council. 
• Repairing roads. 
• Road surfaces. 
• Strongly support Glos airport, Staverton. 
 
The greatest priorities listed were preventing crime and disorder (19.2%), Arts and Culture (15%) and 
street cleaning and maintenance (14.8%) with both delivering value for money (9.9%) and waste 
collection and recycling (8.9%) also having significant support. 
The strong showing of Arts and Culture is of significance given the scores for some other of 
Cheltenham’s features, such as Parks and Gardens, and indicates how it is valued in the town. This 
vindicates it as a cross cutting objective in the Corporate Plan identified is a vehicle for tackling 
economic, environmental and community objectives and justifies the high emphasis put on this by the 

  % 
Too Much 303 30.4 
About Right 450 45.1 
Not enough to maintain local services 147 14.7 
Don’t know 97 9.7 
Total 997  
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Council in contributing to the quality of life in the town. The scores also underline the importance of 
partnership working because not all of the priorities are ones that the Council can tackle itself. 
 
Q3. What improvements would you most like to see the Council make to the borough? 
 
In total 371 responses were received to this question. Common responses were: 
• Increase the number of recyclable items collected from the kerbside 
• Improve road surface quality & fill-in potholes. 
• More cycle routes 
• More activities for teenagers. 
• Cleaner streets and an improvement of general “untidiness”. 
• More car parking in the city centre. 
• A greater number of police officers visible on the streets. 
• Maintenance of the Everyman theatre. 
• Maintenance of Pittville Park. 
 
These responses speak for themselves but also indicate the importance of Partnership working 
because many of them need to be addressed by a range of organisations. 
 
Q4. Given the potential squeeze on public sector spending where do you think the council 
should look to reduce spending?  
 
 Response % 
Preventing crime & disorder 37 1.9 
Street cleaning and maintenance 14 0.7 
Helping with community groups and voluntary sector groups 149 7.5 
Parks and gardens 108 5.4 
Protecting and enhancing the borough’s environment 70 3.5 
Funding discretionary element of concessionary travel 326 16.4 
Reducing carbon emissions and adapting to climate change 
impacts 

199 10 

Delivering value for money 39 2 
Waste collection and recycling 17 0.9 
Arts and culture 70 3.5 
Promoting sport and health living 195 9.8 
Promoting civic pride 357 18 
Affordable housing 100 5 
Promoting tourism 164 8.3 
Promoting business and employment 96 4.8 
Other (See below):  42 2.1 
Total 1983  
 
Responses to Q4 under “other”: 
 
• Reduce overstaffing (x13) 
• Reduce senior staff and salaries; downsize council property estate; ask councillors to forego 
their pay and allowances 
• As few consultants and "initiatives" as possible please 
• Staff costs and pensions (x 10) 
• None of the above 
• Street furniture 
• Waste in public buildings & administration 
• All non added value costs 
• Internal efficiency (x2) 
• Long-term benefits (such as Jobseekers’ Allowance) (x2) 
• Shouldn’t reduce spending (x2) 
• Be more efficient and less waste on ill advised legal advice 
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• No more Lairds 
• Unwinnable legal disputes (x2) 
• Look within. Substantial savings can be made on direct costs. Negotiate hard with suppliers. 
Look internally at areas that are underperforming or are overstaffed. Take a business like approach. 
• Civic jollies 
• On making up any pension scheme deficits. I feel for those involved however no-one will be 
topping up non-public employee losses. 
 
There is clearly some resentment over Borough Council funding for Civic Pride (18%) and funding the 
discretionary element to concessionary travel (16.4%), probably because the concession only benefits 
the over 60s and because it is now so heavily subsidised by local Council Tax payers. The 10% 
believing that spending can be reduced by ‘Reducing carbon emissions and adapting to climate 
change impacts’ is capable of two interpretations – those who may be ‘climate change deniers’ who 
don’t want anything spent on it and those who think that cutting energy use will cut costs. There is an 
expected emphasis on increasing efficiency and asking councillors to forego allowances – both 
embedded in the budget. 
 
Q5. The cabinet is proposing £1.2m of savings and increasing income, including cutting 
management and administration costs. What further savings or areas for increasing income do 
you believe the council should consider in the running of its services? 
 
A total of 283 comments were received. The most popular responses were: 
 
• Cut staff pensions 
• Reduce/remove pay for Councillors 
• Stop expensive trips abroad for town twinning 
• Share services with other Councils 
• Sell the Municipal Offices 
• Reduce street lighting 
• Ensure efficiency of staff, particularly those working outdoors 
• Reduce benefits such as job-seekers allowance. 
 
The issue of pensions in the public sector is one that the press has alerted people to and people are 
now questioning the long term sustainability of the present arrangements. This will be a major issue to 
resolve in the years to come. 
 
Q6. Do you have any comments on the charges the council makes for its services? 
 
149 responses were received to this question – several people commented that they did not 
understand the question and would have liked some examples. Of the responses received, the 
following were most common: 
• Car parking charges are too high 
• Costs should be cut at the Municipal Offices 
• Most respondent thought charges were generally fair. 
 
The issue of car parking charges is further explored in Q8 below.  
The second response emphasises the need to continually improve Council efficiency and indicates 
the popular public view that there is waste in all Government. Shared Services and improved 
technology are driving costs down, and there is little obvious waste now within the Municipal Offices. 
 
Q7. Do you agree with the plans to support the Everyman theatre by way of a £1m loan with 
interest plus a £250k grant? 
 
 

  % 
Yes 945 98 
No 19 2 

 964  
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There is overwhelming support for the Council’s support for the Everyman and underlines the 
emphasis put on Arts and Culture in Q2. 
 
Q8. In order to keep council tax increases at 2.5% and to protect local services, we had to 
increase car parking charges by 3.5%. Would you have preferred an increase in council tax of 
3.5% with car parking increases kept at 2.5%? 
 
  % 
Yes 454 45.5 
No 486 48.7 
Don’t know 57 5.7 
Total 997  
 
The response to this question indicates how controversial the issue of parking is within the town with 
a hefty number prepared to accept higher Council tax in exchange for lower parking fees. The 
reasons for this would need further research into where people lived, and their travel patterns and is 
something that needs to be pursued. The issue of parking charges is prominent in general comments 
about the budget below. No comment is made on this feedback because it is self explanatory. 
 
Q9. Finally, do you have any general comments about the proposed budget? 
 
182 comments were received, several of which were regarding support of the Everyman theatre. 
Other examples include: 
 
• In current economic circumstances we need to expect some unpalatable increases and cuts.  
As long as these bring finances back in line without affecting services significantly then the pain is 
acceptable. I do find Cheltenham's parking charges to be generally too high, however, and much 
more expensive than other similar towns I visit and I trust that in future there will be no further 
increases in charges.  We need to remain competitive with Gloucester and Bristol in particular. 
• Your budget proposals seem reasonable – although the Laird case costs should never have 
happened. Losing £2m is a disgrace. 
• One assumes that to make savings by improving efficiency is an ongoing process year on 
year. Therefore it should not be used as a special area of attention or mention in this year’s budget. 
• Civic Pride will cost a fortune, with expensive personnel appointments already being made. 
Keep the Municipal Offices and don’t destroy the Long Gardens. They will only be replaced with more 
bars, vomit, litter, drunks and vandalism. The weather here will never promote “café culture” and a 
new council building will never come in on budget. 
• The budget increase is likely to be in line with RPI inflation. However many people are 
struggling financially. This is why it is so important to increase revenue from high added-value 
employment. 
• I don't envy your task and think you have very tough decisions to make in the coming years. 
• Q8 is a badly worded question. The Council does not HAVE TO increase parking charges or 
increase the council tax further. The Council should look at significant cost reductions in non-frontline 
staff, use of consultants, travel expenses and remuneration and benefit packages. 
• I just hope this isn't another piece of apparent "public consultation" and that the views 
submitted are taken seriously otherwise this too would represent an enormously worthless cost. 
• I am prepared to pay for good Council services if they are carefully selected and do not 
involve significant staff increases. 
• Value for money is what most people want. 
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In addition, a large number of comments (341) were received regarding the Everyman Theatre 
loan and grant. 333 of these were in favour of the loan, with common reasons being the 
tourism brought in by the theatre, the enjoyment many generations have had in visiting the 
Everyman, and that there are no similar theatres nearby. Several comments were received 
from local schools, highlighting the educational benefit of the Everyman.   
Eight comments received were against the loan & grant to the Everyman Theatre, and in 
support of Pittville Park.   
 
NB: Detailed individual comments in respect of the Everyman Theatre and Pittville Park have 
been placed in the members room for information. 
 
One unrelated comment was received, as follows: 
 
Luke Aguirre, Cheltenham 
‘Please will someone try and save our bowling alley’. 
This plaintiff cry from Luke Aguirre will be investigated. 
 
RESPONSE TO PITTVILLE PARK/ EVERYMAN FUNDING ISSUE. 
The reality is that for the coming year (2010/11) the bulk of the Capital Budget (over half a 
million pounds in all) is being allocated to the maintenance of Regent Arcade (which we 
have a legal obligation to do), and the installation of a new IT storage system for the Council.  
This is why the £300k has had to be taken back into the capital reserve. Funding for the 
Everyman is proposed as part of the capital programme for 2011/12 which is when they 
expect to do the work. 
 
The facts about the Pittville Park funding are as follows. 
At Full Council on 17th March 2008 during the last Conservative administration it was agreed 
that the Council should contribute £1m match funding to a £3m HLF bid. The resolution that 
was passed made it quite clear that if the HLF bid was unsuccessful that ‘Full Council will 
reconsider the allocation of the £1m funding’. The funding was only ring-fenced for 
Pittville Park if the HLF bid came to fruition. 
 
The £1m was composed as follows   
• £200k from 4 years general maintenance for all Parks (50k a year) 
• £100k planned maintenance from the Parks budget overall. 
• £200k s106 (planning gain) from Midwinter sale (clearly not available because the 
site has still not yet been sold) 
• £10k from volunteers 
• £190k of ‘qualifying funding’ which has already been spent 
• Plus £300k of capital. 
 
The HLF bid was unsuccessful despite being put forward as the highest priority in the 
region. 
 
A report was submitted to Council on 12th Oct 2009 which recommended ring fencing the 
£300k, not for Pittville Park, but to be invested in a range of other park and open 
space schemes. 
 
When I realised the impact of the £300k on the capital programme this report was 
withdrawn. My view was that it should not be allocated for something else – but that it should 
be considered along with other bids at budget time by full Council as the original resolution 
required. 
 
There may be an opportunity to submit another HLF bid  for Pittville Park - however, it was 
advised by the SW Office of HLF ‘that concurrent bids from the same authority might be 



APPENDIX M 

 

 

7

considered to show a lack of strategic thinking’, and the bid for the Art Gallery and Museum 
had been subsequently submitted.  
 
The key point here is that both Pittville Park and the Museum are owned and run by 
the Council whereas the Everyman building is owned by the Council – but it is leased to the 
Everyman and run as a business by the Everyman Theatre Ltd – a completely 
independent and autonomous 3rd Party which therefore stands a better chance of 
securing HLF funding. 
 
The fact that the Everyman has got through Stage 1 of a Heritage Lottery Grant application 
in September 09 convinced me that theirs was the emerging priority for funding. The 
Everyman's bid to HLF is £500k. The Phase I application was approved in September 09. 
My understanding is that the assessment of the Phase II application (in February) will 
require the Everyman to provide clear evidence of the theatre's funding strategy & evidence 
that the match funding to deliver the project is in place.  The Council recommendation to 
provide funding for the Everyman provides the match funding the HLF is looking for. 
 
I would like to make a number of other points about the Pittville Park funding.    
• The £200k of maintenance from all Parks deprived the remaining parks in 
Cheltenham of 4 years maintenance funding: this funding now goes back to parks generally.  
• About £25k a year will be spent on Pittville for the next two years. 
• The children’s play area has been improved. Further, no cuts are being proposed in 
the caged birds and animals which cost £20k a year to keep. This was an officer option 
presented for consideration and is still present in Appendix D of the budget papers. This 
administration has refused to make this cut and will not do so in the future.  
• The original Council funding identified as match funding for the HLF bid included 
£200k from the sale of the Midwinter site which has not yet transpired. £2m of ‘Midwinter’ 
funding was also earmarked by the previous Conservative administration for the Museum, 
which this administration made available from other sources in last year’s budget. Had the 
Pittville HLF bid been successful every other park in Cheltenham would have been penalised 
and we would have had to find not £300k, but half a million from Council funds to support the 
bid. 
• There may be an opportunity for some funding for Pittville Park in the future if we sell 
assets, but this will almost certainly be for a much more modest scheme. Requests have 
been made to refurbish the main park gates and these can be considered running up to next 
budget, but given that we do not know what our circumstances may be, it is not sensible at 
the moment to give any undertakings about this. 
 
John Webster 
 
Cabinet Member Community Development and Finance. 
Deputy Leader Cheltenham Borough Council. 
webster.j@blueyonder.co.uk  
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      Agenda Item  7 

Cheltenham Borough Council 

Cabinet – 9 February 2010 

Council – 12 February 2010 

Housing Revenue Account (HRA) Revised Budget 2009/10 
and Final Budget Proposals 2010/11 

Report of the Cabinet Member for Community 
Development and Finance and the Chief Finance Officer 

1. Executive summary and recommendation 

1.1 At the meeting on 15th December 2009, the Cabinet approved draft HRA budget 
proposals for 2010/11 for consultation. The Cabinet is now required to make 
recommendations to Council on the 2010/11 budget, having regard to the responses 
to the consultation. These proposals may be subject to further amendment following 
the publication of the final subsidy determinations by the Government. 

1.2 We therefore recommend that Cabinet: 
 
1.2.1 approve the HRA revised budget for 2009/10. 

1.2.2 approve the HRA 2010/11 budget including an average rent decrease of 0.15% 
(applied in accordance with rent restructuring guidelines) and increases in 
other HRA charges as detailed at Appendix D. 
 

1.2.3 approve the 2010/11 management fees and charges for Cheltenham Borough 
Homes as detailed in Section 6.  

1.2.4 approve the revised HRA capital programme for 2009/10. 

1.2.5 approve the HRA capital programme for 2010/11. 

1.3 Summary of implications 

1.3.1 Financial As contained in the report and appendices. 

1.3.2 Legal The Council cannot approve an HRA budget which 
would lead to an overall deficit on the account 

1.3.3 Human Resources None as a direct result of this report. 

1.3.4 Equal opportunities, 
social justice and anti-
poverty 

None as a direct result of this report. 

1.3.5 Environmental None as a direct result of this report. 
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2.    Background 

2.1 Both the revised budget for 2009/10 and interim budget for 2010/11 have been 
prepared to achieve the financial objective of establishing and retaining a contingent 
balance of £1million in revenue reserve with any additional funds being carried 
forward to fund capital expenditure in future years. 

2.2 The draft revenue budgets approved by Cabinet on 15th December 2009 have been 
amended as follows:-  

• Increase in electricity and grounds maintenance costs (+£32,900) 

• Increase in CBH management fee to reflect final service level agreement charges 
from the Council (+£20,000) 

 
• Net increase from final central administration recharges (+£10,500) 

 
• Additional income from service charges (+£33,700) 

 
       The net impact of the above is to reduce the estimated revenue reserve balance at 

31st March 2011 by £29,700.   

3. 2009/10 Revised Budget 

3.1 The revised budget at Appendix A shows an increase in surplus of £250,100 
compared to the original estimate. This will replenish the revenue reserve to 
£1,045,200 by 31st March 2010 despite the balance brought forward from 2008/09 
being lower than originally anticipated. Following the confirmed outturn for last year, 
the capital expenditure budget for 2009/10 was reduced by £100,000 to offset a 
necessary increase in the bad debt provision for rechargeable works. Further 
variations have been identified in budget monitoring reports. 

3.2 Significant variations are summarised as follows:-     

Budget Heading Change in 
resources 

 £’000 
  
Reduction in revenue contributions required to fund capital 

programme 
288

Net reduction in interest payable & receivable (lower interest rates) 76
Reduction in HRA subsidy payable 97
Reduction in commercial income (higher voids on shops) -20
Increase in reactive & planned maintenance (higher demand for 

minor disabled adaptations & increased costs of drain 
clearance and void refurbishment) 

-63

Increase in bad debt provision (rechargeable works) -100
Increase in stock insurance premiums -19
Other net -9
 
Net Total 250

                                                                                                                                                              

3.3 Appendix B gives details of housing repairs expenditure which shows forecast 
additional expenditure of £63,000 as detailed in paragraph 3.2 above 
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4. 2010/11 Budget 

4.1 The Government’s draft proposals for HRA subsidy were significantly delayed this 
year and were only published for consultation on 10th December 2009. The 
consultation period ended on 25th January 2010 and the final determinations are 
awaited. As requested by Cabinet a consultation response to the draft determinations 
was submitted which expressed concern over the delay in publication and identified 
the potential adverse consequences of accelerating rent convergence. 

 
4.1.2   Until the final outcome of the review of Council Housing Finance is known DCLG 

proposes that no significant changes will be made to the current system. A response 
to the recently completed consultation process is anticipated in February 2010 when it 
is anticipated a self financing offer will be made to all stock owning authorities, 
including the proposed date of implementation. 

 
4.1.3  The draft determination for 2010/11 shows a national average increase in guideline 

rent of 3.1% (2.5% for Cheltenham), a reduction from the figure of 6.1% originally set 
for the year. Rent restructuring uses the retail price indicator for September each year 
to uplift the formula rent for the following financial year. In September 2009 this was -
1.4%, the first time it had been negative since the current rent policy began. Formula 
rents will be reduced by 0.9% (-1.4%+0.5% for convergence) and the reduction in 
guideline rent has been achieved by bringing forward rent convergence to 2012/13 
(previously 2023/24). For Cheltenham tenants this will result in a marginal reduction of 
0.15% in average rent for 2010/11 as illustrated by Appendices C & D.   

 
4.1.4  The draft determination indicates increases in management, maintenance and major 

repair allowances for Cheltenham. The additional resources will offset the increased 
subsidy withdrawal from a higher guideline rent. 
 

4.1.5  The net effect of the subsidy proposals for Cheltenham, arising from changes to unit 
allowances and stock levels, is a reduction in subsidy payable of £30,000 compared 
with the current year. The changes proposed to individual elements are shown 
below:- 

 
Element of Subsidy % change Changes to 

Subsidy Payable 
  £’000 
   
Management Allowance + 3.6 - 93
Maintenance Allowance + 4.2 -211
Major Repairs Allowance + 2.3 -66
Guideline Rent Income + 2.5 + 337
Other Changes  +3
  
Net Subsidy Payable  -30

 
4.1.6   Given there will be no material changes to rent income in 2010/11 the subsidy 

proposals are broadly resource neutral for Cheltenham. However there will be a 
reduction in rent rebate subsidy limitation (£75,000) as rent convergence approaches. 

 
4.2      Significant changes to the HRA in 2010/11 as compared to the revised estimates for 

2009/10 are itemised below. The net effect is a decrease in the surplus for the year of 
£167,700. 
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Budget Heading Change in 
resources 

 £’000 
Reduction in revenue contributions required to fund capital +189 
Net impact of HRA subsidy settlement (including subsidy limitation 
and major repairs allowance) 

+ 40 

Increase in commercial rents (new lettings) + 34 
Service charge increases + 69 
Increase in interest payable (higher interest rates) -128 
Increase in CBH management fee (inflation) -122 
Increase in cyclical repairs -150 
Increase in estate services & direct costs - 80 
Other (net) -20 
  
Net reduction in surplus -168 

 
 
4.3     The Housing Repairs Account at Appendix B shows reactive spend at the same level 

as the revised estimate for the current year but includes a growth item of £150,000 to 
fund a new cyclical painting programme. 

 
4.4     The HRA revenue reserve shows a further increase to £1,611,900 at 31st March 2011. 

It is anticipated that the balance of funds exceeding a retained contingency figure of 
£1,000,000 will be required for capital investment in future years. 

  
4.5     Appendix C gives details of the progress in rent restructuring to date and projects rent 

increases forward to the current convergence date of 2012/13 using an estimated RPI 
of 2.5% per annum.   

 
4.6     Appendix D details the proposed average rent for 2010/11 with recommended charges 

for other services. Gas charges for communal heating schemes can be held at current 
levels with the benefit of a competitively tendered tariff but there will be a 33% 
increase towards the rising cost of the electric fuelled scheme at Cumming Court. 
Provision has been included for a 2.5% increase in garage rents though the option for 
variable charges to tenants and private users will be reviewed over the next 12 
months. 
 
     

5.      Service Charges 
 
5.1      Following the de-pooling exercises in recent years there are now separate charges to 

tenants, mainly in blocks of flats, for grounds maintenance, power and cleaning. 
These mandatory charges qualify for housing benefit. For 2010/11 it is currently 
estimated that grounds maintenance charges will increase by 12% and cleaning by 
6.7%. Changes to the charge for communal electricity will be block specific dependent 
on estimates of consumption.  
 

 
6. Cheltenham Borough Homes (CBH) 
  
6.1  The HRA budget includes provision for the management fee payable to CBH. The 

company has submitted its own detailed budget and fee proposal for 2010/11, 
together with a schedule of key business activities and performance targets for the 
year.  
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6.2     CBH budgets for 2010/11 provide a contingency for a 1% pay award in April 2010 (but 
no increase for the Executive Management Team). The company has also budgeted 
at 98% of full establishment with the resultant revenue forecast indicating a 
contribution of £18,400 from reserves is required to fund expenditure in year.  

 
6.3     In advance of the triennial valuation of the pension fund due on 31st March 2010, CBH 

has received an interim report from the actuaries to the pension fund which indicates 
an increase in the employers future service rate of 3% will be required, together with a 
further sum to finance an accrued deficit to date. The company intends to increase 
contributions with effect from 1st April 2010 and has requested additional support to 
achieve this. The increase will cost £111,500 in a full year across all services. The 
company will use the contribution from reserves to part fund this increase and has 
requested the balance of £91,500 be added to fees, being £67,000 on the 
management fee, £21,000 on repairs and £3,500 on cleaning. These sums are 
currently included in both the HRA budget for 2010/11 and the table at paragraph 6.7 
below. 

 
6.4     The HRA management fee for 2010/11 shows an increase of 1.3% excluding the 

growth item for pension funding and 2.9% with this item included.  
 
6.5      The estimated charges for revenue and capital repairs show an increase of 3.2% in 

2010/11 which includes price increases for materials and labour and reflects 
additional work being carried out directly by the company with less reliance on 
external contractors. The fee for managing the capital programme is kept cash frozen 
for a similar range and value of projects in 2010/11.  

 
6.6     There is a significant increase in block cleaning costs arising from higher costs for 

waste disposal, particularly from fly tipping, and additional labour cover. Some of 
these costs will be recovered through an increase of approximately 6.7% in the 
service charge for tenants and leaseholders. 

 
6.7  The company’s income is derived primarily from four funding streams being 

management fees chargeable to the HRA and the HRA Capital Programme, the cost 
of revenue and capital repairs and the block cleaning service (mainly funded by 
charges to tenants and leaseholders). CBH also undertakes some public building 
maintenance work (gradually diminishing) and provides a cashiering facility for 
General Fund Services at the two area offices. The fee submission for the main areas 
of activity is shown below and compared with 2009/10.  

 
  2009/10        

(Revised) 
2010/11 

Average Stock  4,606 4,595 
    
  £ £ 
Management Fee    
- including growth bid Gross Cost 4,141,700 4,263,700 
 Per Unit 899 928 
    
Revenue & Capital Repairs Gross Cost 2,099,000 2,165,700 
 Per Unit 456 471 
    
Management of Capital 
Programme 

 405,000 405,000 

Block Cleaning Service  287,700 324,500 
    
Total   6,933,400 7,158,900 

.  
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7.        HRA Capital Programme 

 
7.1       The revised programme for 2009/10 and proposals for 2010/11 are shown at 

Appendix E, together with a more detailed schedule of improvement and repair 
works at Appendix F. 

 
7.2       The revised estimates for the current year reflect a reduction of £100,000 approved 

in June 2009 and further changes identified in budget monitoring. Savings have 
arisen in the internal improvements programme (£100,000) and there is reduced 
demand for major disabled adaptations (£50,000). CBH have been successful in 
bidding for additional funding from DCLG to fund cavity wall insulation with £310,000 
available in 2009/10 and £85,000 in 2010/11. These changes, together with a limited 
increase in usable capital receipts, will reduce revenue contributions to capital by 
£288,000 in the current year. 

 
7.3       The 2010/11 programme reflects the need to spend identified in the stock condition 

database. This will retain all stock to decency standard and provide further 
neighbourhood improvements through external works. It includes a budget of 
£1,000,000 for transformational improvements to existing stock in St Pauls to 
accompany the proposed CBH new build (a further £500,000 is planned for 
2011/12). Other projects include the start of a garage improvement programme 
(£150,000) and the provision of storage for electric scooters at sheltered schemes 
(£60,000). 

 
 
8.         Consultation process 

8.1       The draft budget proposals approved by Cabinet on 15th December 2009 have been 
endorsed by the Board of Cheltenham Borough Homes Ltd. No further comments 
have been received during the public consultation period. 

 
 

Appendices A. HRA Operating Account 

B. Housing Repairs Account 

C. Rent Restructuring 

D. Housing Revenues Account – Rents and 
Charges 

E. HRA Capital Programme 

F. HRA Works to Properties 

Background papers  Draft HRA subsidy determinations published by 
DCLG, 10th December 2009  

Contact Officers  Bob Dagger, Assistant Chief Executive, 
Cheltenham Borough Homes 
 
Tel. 01242 264225;  
e-mail address: bob.dagger@cheltborohomes.org 
 
Mark Sheldon, Chief Finance Officer 
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Tel. 01242 264123;  
e-mail address: mark.sheldon@cheltenham.gov.uk 

Accountability Councillor John Webster, Cabinet Member for 
Community Development and Finance 

All Overview and Scrutiny Committees. 

 





APPENDIX A

2010/11
Original Revised Estimate

£ £ £
EXPENDITURE

General & Special Management 1,699,200 1,707,600 1,800,300
ALMO Management Fee 4,121,700 4,141,700 4,263,700
Rents, Rates, Taxes and Other Charges 61,000 61,000 56,500
Transfer to Housing Repairs Account 3,527,000 3,590,000 3,735,000
Provision for Bad Debts 120,000 220,000 200,000
Interest Payable 711,800 624,300 752,200
Depreciation of Dwellings 3,035,600 3,035,600 3,101,300
Depreciation of Other Assets 68,000 66,300 75,000
Debt Management Expenses 43,300 43,300 46,500
Rent Rebate Subsidy Limitation 196,700 206,000 131,000
Housing Revenue Account Subsidy 3,841,000 3,743,700 3,713,800

TOTAL 17,425,300 17,439,500 17,875,300

INCOME

Dwelling Rents 15,810,000 15,820,000 15,791,000
Non Dwelling Rents 421,000 391,400 396,400
Charges for Services and Facilities 624,000 633,000 702,300
HRA Subsidy - ALMO Allowance 2,515,200 2,515,200 2,515,200
Supporting People Grant 150,000 150,000 150,000

TOTAL 19,520,200 19,509,600 19,554,900

NET COST OF SERVICES -2,094,900 -2,070,100 -1,679,600

Amortised Premiums / Discounts 8,900 8,900 8,900
Interest Receivable -52,700 -41,300 -66,700

NET OPERATING INCOME -2,138,700 -2,102,500 -1,737,400

Appropriations
Revenue Contributions to Capital 1,722,400 1,434,400 1,245,700
Transfer from Major Repairs Reserve -68,000 -66,300 -75,000

HRA SURPLUS carried to reserve 484,300 734,400 566,700

Revenue Reserve brought forward 648,800 310,800 1,045,200

Revenue Reserve carried forward 1,133,100 1,045,200 1,611,900

Average Rent:-
Decrease 1st April 2010 -0.15%

48 wk 72.56 72.56 72.45
52 wk 66.98 66.98 66.88

Average Stock 4,621 4,606 4,595

2009/10

HRA OPERATING ACCOUNT
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2010/11
Original Revised Estimate

£ £ £
EXPENDITURE
Repairs & Maintenance :-
Reactive Repairs 2,516,000 2,559,000 2,559,000
Annual & Cyclical Maintenance 1,011,000 1,031,000 1,176,000

3,527,000 3,590,000 3,735,000

INCOME
Contribution from Housing Revenue Account 3,527,000 3,590,000 3,735,000

Surplus/Deficit for the Year 0 0 0

Balance brought forward 0 0 0
Balance carried forward 0 0 0

2010/11
Original Revised Estimate

£ £ £
Balance brought forward 0 0 0

Major Repairs Allowance 3,035,600 3,035,600 3,101,300
3,035,600 3,035,600 3,101,300

Utilised in Year (Funding Capital Programme App E) -3,035,600 -3,035,600 -3,101,300

Balance carried forward 0 0 0

HOUSING REPAIRS ACCOUNT 

2009/10

MAJOR REPAIRS RESERVE 

2009/10
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APPENDIX D

2009/10 2010/11
£ £

Dwelling Rents (average)
48 wk basis 72.56 72.45
52 wk basis 66.98 66.88

Garages (per month) 23.90 24.50

Communal Heating Schemes (52 wk basis)
Gas 1 person flat 6.68 6.68

2 person flat 9.00 9.00

Cumming Court 1 person flat 2.27 3.02
2 person flat 3.13 4.16

Guest Bedrooms (per night) 9.00 9.00

HOUSING REVENUE ACCOUNT - RENTS & CHARGES



APPENDIX E

2010/11
Original Revised Estimate

£'000 £'000 £'000

EXPENDITURE

Property Improvements & Major Repairs (incl fees) 4,067 4,152 4,022

Adaptations for the Disabled 400 350 350

St Pauls Redevelopment 50 150

Brighton Road Redevelopment 25

Environmental Works (Tenant Selection) 60 60 60

Repurchase of Shared Ownership Dwellings 50 50 50

Choice Based Lettings 43 43

Contingency - Redevelopment 100

4,770 4,830 4,482
FINANCING

Government Grant (Cavity Wall Insulation) 310 85
Capital Receipts 12 50 50
HRA Revenue Contribution 1,723 1,435 1,246
Major Repairs Reserve 3,035 3,035 3,101

4,770 4,830 4,482

HRA CAPITAL PROGRAMME 

2009/10



APPENDIX  F  

COST HEADING 2010/11 BUDGET
 

£

INTERNAL IMPROVEMENTS 450,000                      

LOFT /CAVITY INSULATION 25,000                        

CAVITY INSULATION (GRANT FUNDED) 85,000                        

LEVEL ACCESS SHOWERS 72,000                        

WORKS TO BUILDING FABRIC 180,000                      

NEW HEATING INSTALLATIONS 170,000                      

MAJOR REFURBISHMENTS TO VOID PROPERTIES 440,000                      

WINDOWS 30,000                        

ASBESTOS 85,000                        

LIFT REFURBISHMENTS 90,000                        

SHELTERED ACCOMMODATION 50,000                        

NEIGHBOURHOOD WORKS 400,000                      

DOOR ENTRY SCHEMES 100,000                      

STRUCTURAL/DAMP WORKS 30,000                        

MISCELLANEOUS WORKS 70,000                        

FIRE PROTECTION 50,000                        

COMMUNAL AERIAL REPLACEMENT 30,000                        

ELECTRIC SCOOTER HOUSING 60,000                        

ST PAULS TRANSFORMATIONAL IMPS 1,000,000                   

GARAGE IMPROVEMENTS 150,000                      

ELECTRIC SUB MAINS 50,000                        

FEE FOR MANAGING PROGRAMME 405,000                      

TOTAL BUDGET 4,022,000                   

HRA WORKS TO PROPERTIES
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       Agenda Item 8 

Cheltenham Borough Council 

Treasury Management Panel – 28 January 2010 

Cabinet – 9 February 2010 

Council – 12 February 2010 

Treasury Management Strategy Statement and Annual 
Investment Strategy 2010/11 

Report of the Chief Finance Officer 

 

1. Executive Summary and recommendation 

1.1 In accordance with best practice, the Council has adopted and complies with 
the CIPFA Code of Practice on Treasury Management in the Public Services.  In 
accordance with the code, the Council has a responsibility to set out its 
Treasury Management Strategy Statement for borrowing and to prepare an 
Annual Investment Strategy for council approval prior to the start of a new 
financial year. 

1.2 I therefore recommend that: 

1.2.1 Cabinet recommend to Council the approval of the attached Treasury 
Management Strategy Statement and Annual Investment Strategy for 2010/11 at 
Appendix 1 including: 

• The general policy objective that ‘the c=Council should invest prudently the 
surplus funds held on behalf of the community giving priority to security and 
liquidity’.  

 
• For 2010/11 in calculating the Minimum Revenue Provision (MRP), the Council 

will apply Option 1 in respect of supported capital expenditure and Option 3 in 
respect of unsupported capital expenditure as per section 21 in Appendix 2. 

 
• Note that an annual mid year report on treasury activities and performances 

against the strategy will be presented to Council to comply with the updated 
Treasury Management Code of Practice as part of the outturn report. 
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1.3 Summary of implications (note to author - cross reference to body of report 

where applicable) 

1.3.1 Financial 

 

As detailed in the report.  

Contact officer: Mark Sheldon 
E-mail:   mark.sheldon@cheltenham.gov.uk 
Tel no: 01242 264123 

1.3.2 Legal As detailed in the report. 

Contact officer: 
E-mail:                @cheltenham.gov.uk 
Tel no: 01242 

1.3.3 Other 

 

 

None directly flowing from this report.  

Contact officer: 
E-mail:                @cheltenham.gov.uk 
Tel no: 01242 

1.4 Implications on corporate and community plan priorities  

1.4.1 The purpose of the strategy is to improve corporate governance, a key 
objective for the Council. 

1.5 Statement on Risk  

1.5.1 The strategy is designed to provide parameters for day to day management of 
the treasury management activity.  

 
 

2. Introduction 

2.1 In accordance with best practice, the Council has adopted and complies with the 
CIPFA Code of Practice on Treasury Management in the Public Services. In 
accordance with the code, the Council has responsibility to set out its Treasury 
Management Strategy Statement for borrowing and to prepare an Annual Investment 
Strategy for Council approval prior to the start of a new financial year. 

2.2 In response to the financial crisis in 2008 and the collapse of the Icelandic banks, 
CIPFA has revised the Treasury Management Code and Guidance Notes as well as 
the Prudential Indicators.  

2.3 For the purposes of the Code, CIPFA has adopted the following as its definition of 
treasury management activities: 

“”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” 

2.4 The Council will create and maintain, as the basis for effective treasury management: 

• A Treasury Management Strategy statement, stating the policies, objectives and 
approach to risk management of its treasury management activities 



Cabinet 9th February 2010 
Council 12th February 2010 

 Treasury Management Strategy Statement and 
Annual Investment Strategy 2010/11. 

 Page 3 of 4 Last updated 28 January 2010 

  

• Suitable Treasury Management Practices (TMP’s) setting out the manner in which 
the Council will seek to achieve those polices and objectives, and prescribing how it 
will manage and control those activities. 

2.5 The local Authorities (Capital Finance and Accounting) (England) Regulations 2003, 
which came into force on 1st April 2004, include provisions relevant to investments. 
These regulations, together with amendments subsequently made to them (S.I. No. 
534), determine the nature of specific investments, and how they should be 
treated/accounted for by a local authority. Formal guidance was issued by the 
Secretary of State in March 2004 under section 15(1)(a) of the Local Government Act 
2003, which sets out a framework for the development of the Council’s  policies for 
managing its investments. Communities and Local Government (CLG) is also in the 
process of revising and updating the Investment Guidance. Changes required to be 
made to this strategy will be placed before Council for consideration. 

 

3. Background 

3.1 The Treasury Management Strategy Statement and Annual Investment Strategy at 
Appendix 1, state the overriding principles and objectives governing treasury 
management activity. As an integral part of that Statement, the Council includes the 
preparation of Treasury Management Practices which set out the manner in which the 
Council will achieve those principles and objectives prescribing how it will manage 
and control those activities. 

3.2 Given the current economic crisis and the Council’s exposure to Icelandic banks, a 
thorough review of treasury management activity was undertaken in shaping the 
strategy for approval for 2009/10 and this remains the same going forward into 2010. 

3.2.1 The general policy objective of the Annual Investment Strategy is that: 

‘the Council should invest prudently the surplus funds held on behalf of the 
community giving priority to security and liquidity’.  

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 an important and integral element of its treasury management 
activities. 

 
3.2.2 The strategy allows sufficient flexibilities and delegations to avoid the need for a 

formal variation, other than in the most exceptional circumstance.  

4. Icelandic Banks 

4.1 The Council had £11m of investments with Icelandic banks which went into 
administration in October 2008. The Council has logged claims for recovery of the 
deposits and some monies have been repaid in 2009, leaving deposits of £10.1m still 
to be repaid. The likely recovery rates or timescales for future repayments is still 
unknown at this time.  

 

5. Consultation 
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5.1 The Council’s external treasury advisors, Arlingclose Ltd, supported the Council in the 
production of the strategies. 

5.2 The strategy has been approved by the Treasury Management Panel at its meeting 
on 28th January 2010. 

Appendices 1.  Treasury Management Strategy Statement 

2.  Annual MRP Statement 

Background Papers Section 15(1)(a) of the Local Government Act 2003   

Cheltenham Borough Council Treasury Management 
Practices 

Contact Officer  Mark Sheldon, Chief Finance Officer, 01242 264123, 
mark.sheldon@cheltenham.gov.uk 

Accountability Councillor John Webster, Cabinet Member for Finance 
and Community Development 

Scrutiny Function Economy and Business Improvement Overview and 
Scrutiny committee 
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TREASURY MANAGEMENT STRATEGY STATEMENT 
 
1.  Introduction 
 
The Local Government Act 2003 requires the Council to ‘have regard to ‘the Prudential Code 
and to set Prudential Indicators for the next three years to ensure that the Council’s capital 
investment plans are affordable, prudent and sustainable. 
 
The Act therefore requires the Council to set out its treasury strategy for borrowing and to 
prepare an Annual Investment Strategy (AIS) (as required by Investment Guidance issued 
subsequent to the Act) (included as paragraph 8). The AIS sets out the Council’s policies for 
managing its investments and for giving priority to the security and liquidity of those 
investments.  
 
The suggested strategy for 2010/11 in respect of the following aspects of the treasury 
management function is based upon the Treasury officers’ views on interest rates, 
supplemented with leading market forecasts provided by the Council’s treasury advisors, 
Arlingclose Ltd. The strategy covers: 
 

• treasury limits in force which will limit the treasury risk and activities of the Council; 
• Prudential Indicators; 
• the current treasury position; 
• prospects for interest rates; 
• the borrowing requirement; 
• the borrowing strategy; 
• debt rescheduling; 
• the investment strategy; 
• Annual MRP statement 
• Other items 
 

There is a statutory requirement under Section 33 of the Local Government Finance Act 1992, 
for the Council to produce a balanced budget.  In particular, Section 32 requires a local 
authority to calculate its budget requirement for each financial year to include the revenue costs 
that flow from capital financing decisions.  This, therefore, means that increases in capital 
expenditure must be limited to a level whereby increases in charges to revenue from: - 
 

a) increases in interest charges caused by increased borrowing to finance additional 
capital expenditure, and  

 
b) any increases in running costs from new capital projects   

 
are limited to a level which is affordable within the projected income of the Council for the 
foreseeable future.      
 
2.   Treasury Limits for 2010/11 to 2012/13 
 
There is a statutory duty under S.3 of the Local Government Act 2003 and supporting 
regulations, for the Council to determine and keep under review how much it can afford to 
borrow.  The amount so determined is termed the “Affordable Borrowing Limit”.  
 
The Council must have regard to the Prudential Code when setting the Authorised Limit, which 
essentially requires it to ensure that total capital investment remains within sustainable limits 
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and, in particular, that the impact upon its future council tax and council rent levels is 
‘acceptable’.   
 
Whilst termed an “Affordable Borrowing Limit”, the capital plans to be considered for inclusion 
incorporate financing by external borrowing.  The Authorised Limit is to be set, on a rolling 
basis, for the forthcoming financial year and the two successive financial years. 
 
3.  Prudential Indicators for 2009/10 – 2012/13 
 
The Council is also required to indicate that it has adopted the CIPFA Code of Practice on 
Treasury Management.  This was adopted in February 2002 by  full Council. 
 
The following prudential indicators are relevant for the purposes of setting an integrated 
treasury management strategy.   
 
3.1.1  The Council must estimate its total capital expenditure, split between the Housing     

Revenue Account (HRA) and non HRA, in the next three or more financial years. This 
indicator is set to ensure that the level of proposed 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. 

 
3.1.2 The actual capital expenditure that was incurred in 2008/09 and the estimates of capital 

expenditure to be incurred for the current and future years that are recommended for 
approval are:- 
 

Capital Expenditure 
Proposed 
Capital 
programme  

2008/09 
£000 

Actual 

2009/10 
£000 

Revised 

2010/11 
£000 

Estimate 

2011/12 
£000 

Estimate 

2012/13 
£000 

Estimate 
General 
Fund 

5,835 2,691 5,727 3,139 1,489

HRA 4,920 4,830 4,482 3,977 4,197
Total 10,755 7,521 10,209 7,116 5,686

 
               
3.1.3 Estimates of the ratio of financing costs to the net revenue stream 
 
 This 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.  It would not be prudent for borrowing costs to be a 
significant proportion of net revenue either now or in the future.  By estimating the ratio 
for at least the next three years the trend in the cost of capital (borrowing costs net of 
interest and investment income) as a proportion of revenue income can be seen. 

 
3.1.4 Estimates of the ratio of financing costs to net revenue stream for the current and future 

years, and the actual figures for 2008/09 are: 
 

Ratio of Financing Costs to Net Revenue Stream 
 2008/09 

Actual 
% 

2009/10 
Revised 

% 

2010/11 
Estimate 

% 

2011/12 
Estimate 

% 

2012/13 
Estimate 

% 
Non-HRA 3.77% 2.23% 3.07% 2.53% 2.67% 
       HRA 3.74% 3.10% 3.62% 3.42% 3.29% 
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3.1.5 Capital Financing Requirement 
 
 The capital financing requirement measures the authority’s underlying need to borrow for 

a capital purpose. In accordance with best professional practice, Cheltenham Borough 
Council does not associate borrowing with particular items or types of expenditure. The 
authority has an integrated treasury management strategy and has adopted the CIPFA 
Code of Practice for Treasury Management in the Public Services. Cheltenham Borough 
Council has, at any point in time, a number of cashflows both positive and negative, and 
manages its treasury position in terms of its borrowings and investments in accordance 
with its approved treasury management strategy and practices. In day to day cash 
management, no distinction can be made between revenue cash and capital cash. 
External borrowing arises as a consequence of all the financial transactions of the 
authority and not simply those arising from capital spending. 

 
3.1.6 The Council could borrow without limit, provided it ensures such borrowing is affordable, 

prudent and sustainable. 
 
3.1.7 Estimates of the end of year capital financing requirement for the authority for the current 

and future years and the actual capital financing requirement at 31st March 2008 are: 
 

Capital Financing Requirement (CFR) 
 31/3/08 

£000 
Actual 

31/3/09 
£000 

Revised 

31/3/10 
£000 

Estimate 

31/3/11 
£000 

Estimate 

31/3/12 
£000 

Estimate 
Non-HRA 22,888 22,720 26,488 25,843 25,215 
HRA 18,880 18,728 18,728 18,728 18,728 
Total CFR 41,768 41,448 45,216 44,571 43,943 

 
The  £1.2m PWLB prudential borrowing required for Gloucestershire Airport 
improvements  has not yet been factored into 2010/11 CFR indicators as the timing of 
drawing down on this loan from PWLB has not yet been finalised.  Further prudential 
borrowing from the PWLB may be required for the proposed improvements for the 
Everyman Theatre and new builds for Cheltenham Borough Homes. The Prudential 
indicators will be updated during 2010/11 accordingly. 
  
The move to International Financial Reporting Standards (IFRS) may have implications 
for the Capital Financing Requirement components on the Balance Sheet. Analysis of the 
Council’s Operating leases against IFRS requirements may result in the related long term 
assets and liabilities being brought onto the Council’s Balance Sheet. Once analysis has 
been completed a review of the CFR and Long term Liabilities will be adjusted 
accordingly and the Prudential Indicators will be updated. 
 

3.1.8 Net borrowing and the Capital Financing Requirement 
 
 CIPFA’s Prudential Code for Capital Finance in Local Authorities includes the following 

as a key indicator of prudence: 
 “In order to ensure that over the medium term net borrowing will only be for a capital 

purpose, the local authority should ensure that the net external borrowing does not, 
except in the short term, exceed the total of capital financing requirement in the 
preceding year plus the estimates of any additional capital financing requirement for the 
current and next two financial years.” 
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3.1.9 Local authorities may borrow temporarily to cover cash flow shortages but over the 
medium term should only borrow to finance capital expenditure.  
 

3.1.10 In order to ensure that over the medium term net borrowing will only be for capital 
purposes, the Council needs to ensure its net external borrowing does not exceed its 
Capital Financing Requirement over the current and next three years. The table below 
demonstrates that the estimated level of net investments remains lower than the capital 
financing requirement in each year, and therefore meets this requirement. 

 
Estimated net 
borrowing and 

capital financing 
requirement at 

Year end 

2008/09 
£000 

Actual 

2009/10 
£000 

Revised 

2010/11 
£000 

Estimate 

2011/12 
£000 

Estimate 

2012/13 
£000 

Estimate 

Gross borrowing 59,567 51,430 59,430 59,430 59,430
Investments 23,720 19,588 19,588 19,588 19,588
Net (Investment) / 
borrowing 

 
35,847 31,842 39,842

 
39,842 39,842

Capital financing 
requirement 

 
41,768 41,448 45,216

 
44,571 43,943

  
3.1.11 Estimates of the incremental impact of capital expenditure on the council tax and 

housing rents 
 

 A fundamental indicator of the affordability of capital expenditure plans is its impact on 
the council tax and housing rents.  Any borrowing for capital purposes has an impact on 
the revenue account and, to the extent it is not supported by government or other 
contributions, on council tax and/or housing rents.  Using capital receipts to fund capital 
expenditure also has an impact because the assets sold would no longer generate 
rental income or investment income.  The use of revenue funding to fund capital clearly 
has a direct impact on the revenue account and council taxes/rents.  The completed 
capital schemes will also have an impact in terms of running costs and income 
generated. 
 

3.1.12 The Council must estimate the incremental impact of its capital expenditure plans 
(shown above) on the council tax and housing rents for the next three years or more.  
 

3.1.13 The estimate of the incremental impact of capital investment decisions proposed in this 
budget report, over and above capital investment decisions that have previously been 
taken by the Council are: 
 

For the Band D Council Tax  
 

      2010/11                                    2011/12                                2012/13 
        £0.68                                       £0.12                                       Nil 

 
 For average weekly housing rents 
 

      2010/11                                    2011/12                                2012/13 
           Nil**                                        Nil**                                       Nil** 

 
 ** Decisions on annual rent increases are now subject to rent restructuring guidelines set 

by Central Government. As a consequence the link between rent levels and capital 
expenditure no longer applies. 
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3.2 External Debt Indicators 
 
 Two limits need to be set and monitored to ensure borrowing is prudent, affordable and 

sustainable.   
 

 
3.2.1 Authorised Limit 
 
 The Council must set an authorised limit for its external debt for the next three financial 

years or more.  This is  
 

• the possible maximum level of borrowing that may need to be incurred and the limit 
beyond which borrowing will be prohibited 
 

• the statutory limit specified in section 3(1) of the Local Government Act 2003 
 

• Reflects a level of borrowing which, although affordable in the short term may not be 
sustainable 
 

• The ‘outer boundary’ of the Council’s possible need to borrow. 
 
 

3.2.2 In respect of its external debt, it is recommended that the Council approves the following 
authorised limits for its total external debt gross of investments for the next three financial 
years. The Council is asked to approve these limits and to delegate authority to the Chief 
Finance Officer, within the total limit for any individual year, to effect movement between 
the separately agreed limits for borrowing and other long term liabilities, in accordance 
with option appraisal and best value for money for the authority.  

 
Authorised Limit for External Debt 

 2009/10 
£000 

2010/11 
£000 

2011/12 
£000 

20012/13 
£000 

Borrowing 
 

88,000 76,000 79,000 79,000 

Other long 
term 
liabilities 

- - - - 

Total 88,000 76,000 79,000 79,000 
 
 
 

3.2.3  In setting the limit, account must be taken of the authority’s current commitments, 
 existing plans and the proposals in the budget report for capital expenditure and 
 financing, and with its approved treasury management policy statement and 
 practices. Risk analysis has been taken into account; as have plans for capital 
 expenditure, estimates of the capital financing requirement and estimates of cash 
 flow requirements.  
 

 This limit represents the worst case scenario, i.e. the effect on the cash flow of 
 receiving no council tax income and borrowing to the maximum of the capital 
 financing requirement, in addition to investments held. The calculation follows a 
 prescribed formula and is in excess of the expected levels of borrowing for 2010/11 
 to 2012/13 in accordance with Treasury strategy and as shown in the Operational 
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 Boundary indicator in paragraph 3.2.6. 
 

3.2.4 In taking its decisions on this report, the Council is asked to note that the authorised 
limit determined for 2010/11 the statutory limit determined under section 3(1) of the 
Local Government Act 2003. 
 
 

3.2.5 Operational Boundary 
 
 The Council is also asked to approve the following operational boundary for external 

debt for the same time period. The proposed operational boundary for external debt is 
based on the same estimates as the authorised limit but reflects directly the estimate of 
the most likely, prudent but not worst case scenario, without the additional headroom 
included within the authorised limit to allow for example for unusual cash movements. 
The operational boundary represents a key management tool for in year monitoring. 
Within the operational boundary, figures for borrowing and other long term liabilities are 
separately identified. The Council is also asked to delegate authority to the Chief 
Finance Officer, to effect movement between separately agreed figures for borrowing 
and other long term liabilities, in a similar fashion to the authorised limit.  
 

3.2.6 The boundary may be breached occasionally due to unexpected cash flow shortages 
but a sustained breach would indicate the Council may be in danger of breaching the 
Authorised Limit. The Council is recommended to approve the following limits for this 
indicator. 

 
Operational Boundary for External Debt 

 2009/10 
£000 

2010/11 
£000 

2011/12 
£000 

2012/13 
£’000 

Borrowing 59,000 69,000 69,000 69,000 
Other long term 
liabilities 

- - - - 

Total 59,000 69,000 69,000 69,000 
 
 
3.2.7  The operational boundary represents the maximum expected operational borrowing 

 at a given time, which is significantly lower than the prescribed authorised limit shown 
 in paragraph 3.2.2. This measure reflects a more realistic view of likely cash flow  
 scenarios, and should not be exceeded. 

 
3.2.8   The Council’s actual external debt at 31st March 2009 was £59.57 million. It should be 

 noted that actual external debt is not directly comparable to the authorised limit and 
 operational boundary, since the actual external debt reflects the position at one point 
 in time. 

 
 
3.3. Upper limits on interest rate exposure 
 
 The Council must set upper limits on its exposure to changes in interest rates for at least 

the next three years.  An upper limit must be set for both fixed and variable rates 
covering both borrowing and investments.  

 
3.3.1 The purpose of these indicators is to reduce the likelihood of an adverse movement in 

interest rates or borrowing / investment decisions impacting negatively on the Council’s 
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overall financial position. 
  

3.3.2 It is recommended that the Council sets an upper limit on its fixed interest rate exposures 
for 2010/11, 2011/12 and 2012/13 of its gross outstanding borrowing. 
 

3.3.3 It is further recommended that the Council sets an upper limit on its variable interest rate 
exposures for 2010/11, 2011/12 and 2012/13 of 100% of its gross outstanding borrowing.  
 

3.3.4 This means the Chief Financial Officer will manage fixed interest rate exposures within 
the range 0% to 100% and variable interest rate exposures within the range 0% to 100%. 

 
 
3.3.5 Maturity structure of borrowing 
 

 The Council must set both upper and lower limits with respect to the maturity structure 
of borrowing for the following financial year.  This indicator is designed to be a control 
over an authority having large concentrations of fixed rate debt needing to be replaced 
at times of uncertainty over interest rates.  Therefore the aim should be a relatively even 
spread of debt repayment dates. 

 
3.3.6 It is recommended that the Council sets upper and lower limits for the maturity structure 

of its borrowings as follows: 
 

            Amount of projected borrowing that is fixed rate maturing in each period is: 
 
 Upper Limit 

% 
Lower Limit 

% 
Under 12 months 50 0 
12 months and within 24 
months 

50 0 

24 months and within 5 
years 

100 0 

5 years and within 10 
years 

100 0 

10 years and within 20 
years 

100 0 

20 years and within 30 
years 

100 0 

30 years and within 40 
years 

100 0 

40 years and within 50 
years 

100 0 

50 years and above 100 0 
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4.   Current Portfolio Position 
 
The Council’s treasury debt portfolio position at 31st December 2009 comprised: 
 

        
  

 
 
5. Outlook for Interest Rates 
 
The Bank of England cut interest rates to 0.5% in March 2009, its lowest level in its 315 year 
history as part of a continued effort to aid an economic recovery. It is expected that the Bank 
Rate will remain at this level for some time, and is not predicted to start to rise before the end 
of 2010. Short – term money market rates will continue to pay at very low levels. This impact 
on investment income has been factored into 2010/11 investment budgets. 
 
Financial markets remain reasonably volatile as the structural changes necessary within 
economies and the banking system evolve. This volatility provides opportunities for active 
treasury management. The Council will reappraise its strategy from time to time and, if 
required, realign it with evolving market conditions and expectations for future interest rates. 

Principal Ave. rate
£m %

Fixed rate borrowing
 

PWLB 11.0
Market 15.9 26.9

4.78
4.00

Variable rate borrowing PWLB 0
Market 0    

Temporary Borrowing
 
 

15.7           0.34
TOTAL DEBT 42.6m 2.85

TOTAL INVESTMENTS  23.6m 5.03
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Part of the service offered by the Council’s treasury advisers, Arlingclose Ltd, is to assist the 
Council to formulate a view on interest rates.  The following table gives Arlingclose Ltd  view: 

Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Mar-11 Jun-11 Sep-11 Dec-11 Mar-12
Official Bank Rate

Upside risk +0.25 +0.25 +0.50 +0.50 +0.50 +0.50 +0.50
Central case     0.50     0.50     0.50     0.50     1.00     1.50     2.25     3.00     4.00     4.00 
Downside risk -0.50 -0.50 -0.50 -0.25 -0.25 -0.25

1-yr LIBID

Upside risk +0.25 +0.50 +0.50 +0.50 +0.50 +0.50 +0.50
Central case     1.25     1.25     1.25     1.50     2.00     2.75     3.50     4.00     4.25     4.25 
Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25

5-yr gilt

Upside risk +0.25 +0.25 +0.25 +0.50 +0.50 +0.50 +0.50 +0.50 +0.50
Central case     2.60     2.70     2.80     2.90     3.00     3.25     3.50     3.75     4.00     4.25 
Downside risk -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 +0.25 +0.25
Central case     3.60     3.75     3.75     4.00     4.00     4.25     4.25     4.50     4.50     4.75 
Downside risk -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 +0.25 +0.25
Central case     4.10     4.25     4.50     4.75     4.75     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

50-yr gilt

Upside risk +0.25 +0.25 +0.25 +0.50 +0.50 +0.50 +0.50 +0.50 +0.50 +0.50
Central case     4.00 4.25 4.50 4.50 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  

 
 

 
 
Outlook for the Economy 

 
Credit - The availability of credit is still expected to remain restricted and credit conditions 
challenging, particularly as banks change their lending behaviour and lower their lending risk.  

 
Inflation – The Bank’s forecast is for CPI to rise in the next few months from higher 
commodity prices and VAT reverting back to 17.5%, but is forecast to remain below 2% in the 
short term, only surpassing the target in 2012. There is a risk that inflation overshoots in 2010 
prompting a letter from the Bank’s Governor to the Chancellor. 
 
Labour Market – employment outlook remains uncertain. Pay freezes and job losses will 
continue into 2010. 
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7. Borrowing Strategy 

 
The Council prefers to maintain maximum control over its borrowing activities as well as 
flexibility on its loan portfolio. A prudent and pragmatic approach to borrowing will be 
maintained to minimise borrowing costs without compromising longer-term stability of the 
portfolio, consistent with the Council’s Prudential Indicators. In conjunction with advice from its 
treasury advisor, Arlingclose Ltd, the Chief Finance Officer will keep under review the options 
it has in borrowing from the PWLB, the market and other sources. 
 
Any 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 Arlingclose of the specific timing of borrowing. The overall 
borrowing must be within the Council’s projected Capital Financing Requirement (CFR) and its 
approved Affordable Borrowing Limit. 
 
The  £1.2m PWLB prudential borrowing required for Gloucestershire Airport improvements  
has not yet been factored into 2010/11 prudential indicators as the timing of drawing down on 
this loan from PWLB has not been finalized yet.  Further prudential borrowing from the PWLB 
may be required for the proposed improvements for the Everyman Theatre and new builds for 
Cheltenham Borough Homes. The Prudential indicators will be updated during 2010/11 
accordingly. 

 
 

8. Debt Rescheduling 
The Council will continue to maintain a flexible policy for debt rescheduling. Market        
volatility may provide opportunities for rescheduling debt from time to time. The rationale for 
rescheduling would be one or more of the following: 
 

• Savings in interest costs with minimal risk 
• Balancing the  ratio of fixed to variable debt 
• Amending the profile of maturing debt to reduce inherent refinancing risks. 

 
In September 2009, the PWLB issued a Consultation document, entitled ‘PWLB Fixed Rates’, 
where the PWLB is reviewing its rate setting (currently daily) and move to a live pricing basis. 
The likely outcome of this will see a reduction of the margins between premature repayment 
and new borrowing rates, particularly for longer maturities. 

 
Any rescheduling activity will be undertaken following the rationale within the Council’s 
Treasury Management Strategy. The Chief Finance Officer will agree in advance with 
Arlingclose Ltd the strategy and framework within which debt will be repaid/rescheduled if 
opportunities arise. Thereafter the Council’s debt portfolio will be monitored against equivalent 
interest rates and available refinancing options on a regular basis. As opportunities arise, they 
will be identified by Arlingclose Ltd and discussed with the Council’s officers. 

 
All rescheduling activity 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 as amended by SI 2008/414). 

 
All rescheduling and any new long term borrowing undertaken will be reported to the Treasury 
Management Panel at the meeting following its action. 
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ANNUAL INVESTMENT STRATEGY 

 
9.  Investment Policy 
 
The Council will have regard to the ODPM’s Guidance on Local Government Investments (“the 
Guidance”) issued in March 2004 and CIPFA’s Treasury Management in Public Services Code 
of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”).  The Council’s 
investment priorities are:   

 
• Security of the invested capital; 
• Liquidity of the invested capital;  
• An optimum yield which is commensurate with security and liquidity. 

 
 

As such it is important to restate the overall policy objective of the Annual Investment Strategy 
i.e. that: 

‘the council should invest prudently the surplus funds held on behalf of the 
community giving priority to security and liquidity’.  

The borrowing of monies purely to invest or on-lend and make a return is unlawful and this 
Council will not engage in such activity. 
 
Investment instruments identified for use in the financial year are listed below under the 
‘Specified’ Investments categories.  

 
Specified investments are investments offering high security and high liquidity. The 
investments will be sterling denominated with maturities up to a revised maximum of 1 year 
and meet the minimum ‘high’ credit rating criteria where applicable. 
 

SPECIFIED INVESTMENTS 
All “Specified Investments” listed below must be sterling-denominated.  
 

Investment Max Sum per 
institution/group 

Maximum 
period 

Debt Management Agency Deposit 
Facility*  (DMADF) 

• this facility is at present available 
for investments up to 6 months 

 

 
 
     NONE 

 
 
6 months  

Term deposits with the UK government 
or with UK local authorities (i.e. local 
authorities as defined under Section 23 of the 
2003 Act) with maturities up to 1 year 
 

 
 
      £5m 

 
 
1 year 

Term deposits with credit-rated deposit 
takers (banks and building societies), 
including callable deposits, with maturities 
up to 1 year 

 
 
      £7m 

 
 
1 year 

 
 
Non-specified investments are of greater potential risk. Given the current climate, the 
council will not use non specified investments.  
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10. Lending criteria 
 
Period of loans 
 
On the advice of the treasury advisors Arlingclose Ltd and in view of the current prevailing 
interest rates, the council has been advised to restrict lending to a maximum of 1 year. 
 
 
Credit ratings 
The credit crisis and exposure to Icelandic banks has focused attention on the treasury 
management priority of security of capital monies invested. An authorised ‘Counter party 
lending’ list is maintained by the treasury team on behalf of the Council’s Chief Finance Officer 
which includes those counterparties which meet the minimum criteria for lending. The Council 
will use both Fitch and Moody’s ratings to derive its criteria for lending. On the advice of 
Arlingclose Ltd in order to minimise risk, the Council will restrict lending to those institutions 
which meet the following minimum criteria, defined as: 

 
Moody’s ratings: 
Aaa – Aa3 are judged to be of the highest quality, with minimal credit risk for long term 
investments. The ratings from Aa may be modified by the addition of a 1, 2 or 3 to show 
relative standing within the category where the highest within the rating is 1 and 3 the lowest. 
 
P-1 - Banks having this rating offer superior credit quality and a very strong capacity for timely 
payment of short-term deposit obligations. 
 
Fitch ratings: 
AAA - AA– Implies a bank with very high credit quality and denotes expectations of very low 
credit risk. They indicate very strong capacity for payment of long term financial commitments. 
The ratings may be modified by the addition of  – or + where a + is higher rated within this 
category. 
 
F1+ - Indicates the strongest capacity for timely payment of short term financial   
commitments. 

 
The Council is alerted to changes in Fitch/Moody’s ratings through its treasury management 
advisors, Arlingclose Ltd. If a downgrade results in the counterparty/investment scheme no 
longer meeting the Council’s minimum criteria, its further use as an investment will be 
withdrawn immediately. Likewise if a counterparty/investment scheme is upgraded and meets 
the lending criteria then it will be added to the ‘counterparty lending list’.  
 
The Council will monitor and update the credit standing of the institutions on a regular basis. It 
will not simply rely on credit ratings but will also consider alternative assessments of credit 
strength i.e. Statements of government support and information on corporate developments or 
market sentiment towards investment counterparties. 
 
 
Size of deposits 
Following the collapse of the world banking system, the advice from Arlingclose was to restrict 
new lending to institutions which had a minimum rating of AA-/F1+ UK, Building Societies, 
Local Authorities and the Government Debt Management Office for a maximum period of 1 
year until further notice. This offers higher security and minimises risk in a period of economic 
uncertainty but reduces the level of investment returns. 

 
 



APPENDIX 1  
TREASURY MANAGEMENT STRATEGY STATEMENT and ANNUAL INVESTMENT 
STRATEGY 2010/2011 

 13

In reviewing the lending criteria in view of the current market situation and based upon advice 
form Arlingclose Ltd the Council has restricted the lending list to a small number of very low 
risk counterparties. As such the following is recommended: 

 
The current authorised lending list meeting the criteria is as follows: 
 
TABLE 3 CURRENT COUNTERPARTY LENDING LIST & LIMITS 

 

BANKS COUNTRY 
         

LONG       TERM  
               

SHORT TERM LIMIT TIME 
    Fitch Moody's Fitch Moody's £   

Abbey 
(Santander) GB AA- Aa3 F1+ P-1 7,000,000 1 Year 
Barclays Bank 
plc GB AA- Aa3 F1+ P-1 7,000,000 1 Year 

HSBC Bank plc GB AA Aa2 F1+ P-1 7,000,000 1 Year 
Lloyds TSB  
Group Bank plc GB AA- Aa3 F1+ P-1 7,000,000 1 Year 
Royal Bank of 
Scotland GB AA- Aa3 F1+ P-1 7,000,000 1 Year 
 
        
BUILDING 
SOCITIES COUNTRY 

         
LONG   TERM 

        
SHORT   TERM LIMIT TIME 

    Fitch Moody's Fitch Moody's £   

Nationwide  GB AA- Aa3 F1+ P-1 7,000,000 1 Year 

        
GOVT & 
LOCAL 
GOVERNMENT COUNTRY 

         
LONG 
TERM   

        
SHORT 
TERM   LIMIT TIME 

    Fitch Moody's Fitch Moody's £   
Debt 
management 
account GB N/A N/A N/A N/A unlimited 6 Months 
UK local 
authorities GB N/A N/A N/A N/A 5,000,000 1 Year 

 
The Council’s shorter term cash-flow investments are made with reference to the outlook for the 
UK Bank Rate and money markets. For these monies, the Council will mainly utilise its business 
reserve accounts, Government’s Debt Management Office and Term deposits with UK Banks in 
2010/11 
 
The existing lending criteria, although limiting the exposure to individual institutions, does not 
limit the exposure to a particular country. The Icelandic bank position has raised the potential to 
do so.  
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11.  Icelandic banks 
 
In early October 2008 all three of Iceland’s major banks (Glitnir, Kaupthing and Landsbanki) 
collapsed following their difficulties in re-financing their short-term debt. In the UK, the Financial 
Services Authority (FSA) placed Kaupthing, Singer & Friedlander (the UK subsidiary of 
Kaupthing) into administration. The Council has logged claims for recovery of the deposits and 
some monies have been repaid in 2009, leaving deposits of £10.1m still to be repaid. The likely 
recovery rates or timescales for future repayments is still unknown at this time.  

            
12.  Annual Minimum Revenue Provision (MRP) Statement 
 
The annual MRP Statement is disclosed in Appendix 2.  
 

 
13.  Reporting on the Treasury Outturn 
 
The Chief Finance Officer will report to Council on its treasury management activities and 
performance against the strategy at least twice a year, one at budget setting  and a year end 
review at closedown time. 
 
The Treasury Management Panel will be responsible for the scrutiny of treasury management 
activity and practices. 

 
 

14.  Other Items 
 
In CIPFA’s revised Code for Treasury Management, it requires the Chief Finance 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. 
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Annual MRP Statement 

 
Background: 

 
 1. For many years local authorities were required by Statute and associated Statutory Instruments to 

charge to the Revenue Account an annual provision for the repayment of debt associated with 
expenditure incurred on capital assets. This charge to the Revenue Account was referred to as the 
Minimum Revenue Provision (MRP). In practice MRP represents the financing of capital 
expenditure from the Revenue Account that was initially funded by borrowing. 

 
 2. In February 2008 the Local Authorities (Capital Finance and Accounting) (England) (Amendment) 

Regulations 2008 [Statutory Instrument 2008/414] were approved by Parliament and became 
effective on 31st March 2008. These regulations replaced the formula based method for calculating 
MRP which existed under previous regulations under the Local Government Act 2003.  The new 
regulations required a local authority to determine each financial year an amount of MRP which it 
considers to be prudent. Linked to this new regulation, the Department of Communities and Local 
Government (CLG) produced Statutory Guidance which local authorities are required to follow, 
setting out what constitutes a prudent provision. 

 
 3. The CLG Guidance recommends that before the start of the financial year, a statement of MRP 

policy for the forthcoming financial year is approved by Full Council.  
 
 4. The broad aim of the Policy is to ensure that MRP is charged over a period that is reasonably 

commensurate with the period over which the capital expenditure which gave rise to the debt 
provides benefits. In the case of borrowing supported by Revenue Support Grant, the aim is that 
MRP is charged over a period reasonably commensurate with the period implicit in the 
determination of that grant. MRP is not required to be charged to the Housing Revenue Account. 
Where a local authority’s overall CFR is £nil or a negative amount there is no requirement to charge 
MRP. 

 
 5. The move to International Financial Reporting Standards (IFRS) means that Private Finance 

Initiative (PFI) schemes and Operating Leases may be brought onto the Balance Sheet. Where this 
is the case, such items are classed in accounting terms as a form of borrowing. CLG has therefore 
proposed amending the Capital Finance Regulations to ensure that the impact on the Revenue 
account is neutral, with MRP for these items matching the principal repayment embedded within the 
PFI or lease agreement. 

 
 

MRP Options: 
 
 6. Four options for prudent MRP provision are set out in the CLG Guidance. Details of each are set 

out below with a summary set out in Table 1: 
 

Option 1 – Regulatory Method: 
 

 7. This method replicates the position that would have existed under the previous regulatory 
environment. MRP is charged at 4% of the Authority’s underlying need to borrow for capital 
purposes; the Capital Financing Requirement (CFR).  The formula includes an item known as 
“Adjustment A” which was intended to achieve neutrality between the CFR and the former Credit 
Ceiling which was used to calculate MRP prior to the introduction of the Prudential System on 1st 
April 2004. The formula also took into account any reductions possible related to commutation of 
capital related debt undertaken by central government.  

 
 8. The General Fund MRP charge using this method is estimated at £0.424m for 2010/11. 
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Option 2 – CFR Method: 
 

 9. This method simplifies the calculation of MRP by basing the charge solely on the authority’s CFR 
but excludes the technical adjustments included in Option 1.  The annual MRP charge is set at 4% 
of the non-housing CFR at the end of the preceding financial year.  

 
 10. The General Fund MRP charge for this method is £nil for 2010/11. 

 
Option 3 – Asset Life Method: 
 

 11. Under this method MRP is determined by the life of the asset for which the borrowing is undertaken. 
This can be calculated by either of the following methods: 

  (a) Equal Instalments: where the principal repayment made is the same in each year, or  
  (b) Annuity: where the principal repayments increase over the life of the asset. 
 
  The annuity method has the advantage of linking MRP to the benefits arising from capital 

expenditure, where these benefits are expected to increase over the life of the asset. 
 

 12. MRP commences in the financial year following that in which the expenditure is incurred or, in the 
year following that in which the relevant asset becomes operational. This enables an MRP “holiday” 
to be taken in relation to assets which take more than one year to be completed before they 
become operational. 

 
 13. The estimated life of the asset will be determined in the year that MRP commences and will not be 

subsequently revised. However, additional repayments can be made in any year which will reduce 
the level of payments in subsequent years. 

 
 14. If no life can be reasonably attributed to an asset, such as freehold land, the life is taken to be a 

maximum of 50 years. In the case of freehold land on which a building or other structure is 
constructed, the life of the land will be treated as equal to that of the structure, where this would 
exceed 50 years. 

 
 15. In instances where central government permits revenue expenditure to be capitalised, the Statutory 

Guidance sets out the number of years over which the charge to revenue must be made. The 
maximum useful life for expenditure capitalised by virtue of a direction under s16(2)(b) is 20 years 

 
 16. MRP in respect of PFI and Operating Leases brought onto the Balance Sheet under IFRS falls 

under Option 3. 
 
 17. The General Fund MRP charge using this method is estimated at £0.221m for 2010/11. This 

estimate is based on a successful capitalisation direction of £4.430m in respect of Icelandic 
investments. MRP which relates to potential borrowing undertaken on behalf of Gloucestershire 
Airport, Cheltenham Borough Homes, and the Everyman Theatre has not been estimated at this 
stage as it is not clear when the borrowing will be undertaken. The use of the annuity method will 
ensure that the MRP liability incurred on these loans will be covered by the principle repayments 
from each third party. 
 
Option 4 - Depreciation Method: 
 

 18. The depreciation method is similar to that under Option 3 but MRP is equal to the depreciation 
provision required in accordance with proper accounting practices to be charged to the Income and 
Expenditure account. 

 
 19. The General Fund MRP charge for this method is £nil for 2010/11 

 
 
Conditions of Use: 
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 20. The CLG Guidance puts the following conditions on the use of the four options: 
 
  Options 1 and 2 can be used on all capital expenditure incurred before 1st April 2008 and on 

Supported Capital Expenditure on or after that date. 
 
  Options 3 and 4 are considered prudent options for Unsupported Capital Expenditure on or after 1st 

April 2008. These options can also be used for Supported Capital Expenditure whenever incurred. 
 
MRP Policy for 2010/11: 
 

 21. It is proposed that for 2010/11 the Council adopts Option 1 for Supported Borrowing and Option 3 
for Unsupported Borrowing. For Option 3, the annuity method for calculating MRP will be used 
when applicable as it has the advantage of linking MRP to the benefits arising from capital 
expenditure, where these benefits are expected to increase over the life of the asset. 
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Table 1 
 
 

MRP Options 1 2 3 4
Regulatory Method CFR Method Asset Life Method Depreciation Method

Expenditure capitalised by 
virtue of a Direction under 

s16(2)(b) of the Local 
Government Act 2003

MRP Basis Former regulations 28 and 29 4% of Non-Housing CFR Equal Annual Instalments of 
Principal

Depreciation

Aspects of MRP charges EIP commences when asset 
operational

Depreciation MRP 
commences when asset 

operational
Freehold land 50 years. Depreciation MRP ceases 

when CFR component is £Nil

Freehold land with structure 
>50 years

Depreciation MRP not 
adjusted for capital receipt

Capitalisation periods Depreciation MRP based on 
proportion of asset financed 

from "borrowing".
PFI/Operating Leases 

brought on Balance Sheet 
under IFRS

CFR excludes element attributable to Unsupported Capital 
Expenditure

MRP under the CLG Guidance

Classifications of Capital Expenditure 
impacting on the CFR

Capital expenditure incurred before 1 April 2008
Supported Capital expenditure incurred after 1 April 2008 Unsupported Capital expenditure incurred after 1 April 2008

 
 
 
 
  




