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1.1

1.2

1.3

2.1

3.1

Lateness: This report is presented late to enable officers to complete their
work, as far as possible, on evaluating the outcome and assessing the
implications of the provisional finance settlement announced on the 17
December 2015.

Urgency: This report needs to be considered at this meeting of the Public
Accounts Select Committee (PASC) to enable any comments on the budget
and budget assumptions for 2016/17 to be provided to Mayor and Cabinet at
their meetings in February in time for the Council meeting of the 24 February.
By law the Council has to have set a budget by the 12 March.

PURPOSE OF THE REPORT

To present the draft budget report and supporting appendices for scrutiny by
the PASC before it is presented to Mayor and Cabinet on the 10 and 18 of
February and to Council on the 24 February.

The budget report sets out how the Council will meet its statutory
responsibility to set a balanced budget annually in respect of the General
Fund. In particular, this involves setting the Council Tax level for the year.

It also puts the budget in context of the wider economic indicators and
government policy in respect of local government financing and establishes
the Capital Programme, Housing Revenue Account (including rent levels),
Dedicated Schools Grant, and Treasury Management Strategy for 2016/17.

RECOMMENDATION

Members are asked to note the draft budget report appended to this covering
report.

BACKGROUND

It is an annual statutory requirement for the Council to set a balanced budget
that reflects the priorities and values of the Council. The budget is set in the
context of the Medium Term Financial Strategy approved by members,
government funding announcements for the sector, and identified local
pressures and risks.
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3.2

3.3

3.4

4.1

5.1

6.1

7.1

8.1

The report allows for the Council Tax to be agreed and housing rents to be set
for 2016/17. It sets the Capital Programme for the next four years and the
Council's Treasury Strategy for 2016/17. Provides an update on the latest
financial monitoring forecast to December 2015 and the latest estimates for
the Dedicated Schools Grant and Pupil Premium allocations for 2016/17.

The report also provides summary information on the revenue budget savings
proposals that were presented at Mayor & Cabinet on 30 September 2015.
The approval and successful delivery of these savings are required in order to
help balance the budget for 2016/17 and to address the budget requirement
for 2017/18.

The report is draft because it has been prepared on the provisional local
government finance settlement with the final due in early February and on the
draft Greater London Authority precept estimates pending their budget being
approved. In addition, the consultations with housing tenants and business
rate payers have yet to be completed. These will be ready for and reflected in
the February report for Mayor and Cabinet.

FINANCIAL IMPLICATIONS

The financial implications are as presented in the budget report appended to
this covering report. Members should note these are currently draft as the
report is draft and has been prepared on the basis of the provisional local
government finance settlement and may therefore change prior to submission
to Mayor and Cabinet.

LEGAL IMPLICATIONS

The legal implications are as presented in the budget report appended to this
covering report. Members should note these are currently draft as the report
is draft and has been prepared on the basis of the provisional local
government finance settlement and may therefore change prior to submission
to Mayor and Cabinet.

Human Resources

The human resources implications are as presented in the budget report
appended to this covering report.

Crime and Disorder

The crime and disorder implications are as presented in the budget report
appended to this covering report.

Equalities

The equalities implications are as presented in the budget report appended to
this covering report.
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9.1

10.

CONCLUSION

This report provides members with the most up to date draft version of the
budget report to be presented to Council on the 24 February.

BACKGROUND DOCUMENTS AND FURTHER INFORMATION

For further information on this report, please contact:

David Austin, Head of Corporate Resources on 020 8314 9114
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MAYOR & CABINET

REPORT TITLE 2016/17 Budget

KEY DECISION Yes Item

No.

WARD

All

CONTRIBUTORS | Executive Director for Resources & Regeneration

CLASS

Part 1 Date | 10 February 2016

1.1

EXECUTIVE SUMMARY

This report sets out the range of budget assumptions which Council is required to agree
to enable it to set a balanced budget for 2016/17. These include the following:

The proposed Capital Programme (General Fund and Housing Revenue Account)
budget for 2016/17 to 2019/20 of £337.2m, of which £129.2m is for 2016/17;

The proposed rent decrease of 1.0% (an average of £0.99 per week) in respect of
dwelling rents, 1.0% (average £0.39 per week) in respect of hostels, and a range of
other proposed changes to service charges. The proposed annual expenditure for
the Housing Revenue Account is £167.6m, including the capital and new build
programme, for 2016/17;

The provisional Dedicated Schools Grant allocation of £283.5m and a separate Pupil
Premium allocation expected to be £18.0m for 2016/17.

In respect of the General Fund, the assumed net revenue expenditure budget of
£236.218m. This is made up of provisional Settlement Funding from government of
£146.691m (grant and business rates), forecast Council Tax receipts including an
increase in Council Tax of 3.99% (based on the government’s assumption for
calculating local government resources that authorities will use their tax raising
potential to the full), and a surplus from growth in the Council Tax base and on
collection of Council Tax in previous years from the Collection Fund.

The changes to the prior year General Fund position to meet the 2016/17 net
revenue budget of £236.218m are proposed on the basis of the following
assumptions:

- £6.462m of revenue budget savings have been previously agreed for 2016/17;
- £10.752m of revenue budget savings are proposed for 2016/17;

- £1.000m of savings in calculation of Minimum Revenue Provision (MRP) and
from debt restructuring measures;

- £7.500m is provided for budget pressures in 2016/17 of which it is being
recommended that £3.750m of specific identified budget pressures be funded
now and £3.750m be set aside for identified, but as yet un-quantified risks;
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1.2

1.3

2.1

2.2

3.1

3.2

3.3

3.4

- £5.0m use of the New Homes Bonus reserve for revenue purposes for one year
with the position to be reviewed for 2017/18;

- An assumed 3.99% increase in Band D Council Tax for Lewisham’s services for
2016/17; including the 2% increase announced in the Local Government Finance
Settlement for Social Care, along with the withdrawal of the Government’s freeze
grant of £1.0m; and

- The use of once-off reserves be used to fund the current savings shortfall of
£5.942m for 2016/17 to balance the budget, pending further proposals from the
Lewisham Future Programme in 2016/17 to make this up.

The report also looks to the medium term financial outlook and notes the prospects for
the budget in 2017/18, savings required, and the continued work of the Lewisham
Future Programme to meet identified potential budget shortfalls in future years. These
are estimated at circa £15m for each of the three years 2017/18 to 2019/20.

The report updates the Council’'s Treasury Management strategy for both borrowing and
investments. The proposed approach and levels of risk the Council takes in its treasury
functions remain broadly the same. However, there are proposed changes to amend the
Minimum Revenue Provision policy, continue to explore the opportunity and timing to
undertake debt restructuring to reduce balance sheet risk, and explore the business
case for investing for more than one year in pooled funds with a view to increasing
return on investments.

PURPOSE

The purpose of this report is to set out the overall financial position of the Council in
relation to 2015/16 and to set the Budget for 2016/17. This report allows for the Council
Tax to be agreed and housing rents to be set for 2016/17. It sets the Capital Programme
for the next four years and the Council's Treasury Strategy for 2016/17.

The report also provides summary information on the revenue budget savings proposals
that were presented at Mayor & Cabinet on 30 September 2015. The approval and
successful delivery of these savings are required in order to help balance the budget for
2016/17 and to address the budget requirement for 2017/18.

RECOMMENDATIONS

It is recommended that the Mayor considers the comments of the Public Accounts Select
Committee of 27 January 2016.

That, having considered the views of those consulted on the budget, and subject to
consideration of the outcome of consultation with business ratepayers, and subject to proper
process and consultation, as required, the Mayor:

Capital Programme

notes the 2015/16 Quarter 3 Capital Programme monitoring position as set out in
section 5 of this report;

recommends that Council approves the 2016/17 to 2019/20 Capital Programme of
£337.2m, as set out in section 5 of this report and attached at Appendices W1 and W2;
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3.5

3.6

3.7

3.8

3.9

3.9.1

3.9.2

3.10

3.11

Housing Revenue Account

notes and asks Council to note the consultation report on service charges to tenants’
and leaseholders’ in the Brockley area, presented to area panel members on 17t
December 2015, and subsequent postal consultation, as attached at Appendix X3;

notes and asks Council to note the consultation report on service charges to tenants’
and leaseholders’ in the Lewisham Homes budget strategy presented to area panel
members on 17t December 2015, as attached at Appendix X4;

recommends that Council sets a decrease in dwelling rents of 1.0% (an average of
£0.99 per week) — as per the requirements from government and as presented in
section 6 of this report;

recommends that Council sets a decrease in the hostels accommodation charge by
1.0% (or £0.39 per week), in accordance with Government requirements;

recommends that Council approves the following average weekly increases for
dwellings for:

service charges to non-Lewisham Homes managed dwellings (Brockley);

caretaking 1.80% (£0.06)
grounds 1.80% (£0.03)
communal lighting  1.80% (£0.01)
bulk waste collection 1.80% (£0.02)
window cleaning 1.80% (£0.09)
tenants’ levy -30.0% (-£0.03)

service charges to Lewisham Homes managed dwellings:

bulk waste disposal new service (£0.81)
sheltered housing  new service (£23.62)

e caretaking 1.20% (£0.07)

e grounds 68.0% (£0.66)

e window cleaning No increase

e communal lighting -10.7% (-£0.13)
e Dblock pest control  -4.3% (-£0.07)
e waste collection No change

e heating & hot water 23.1% (£1.85)
e tenants’ levy -30.0% (-£0.03)
[ ]

[ ]

recommends that Council approves the following average weekly percentage increases for
hostels and shared temporary units for;

e service charges (hostels) — caretaking etc.; 2.90% (£2.09)
e no energy cost increases for heat, light & power; 0.0% (£0.00)
e water charges decrease; -5.26% (-£0.01)

recommends that Council approves an increase in garage rents by Retail Price Inflation
(RPI) of 0.80% (£0.09 per week) for Brockley residents and 0.80% (£0.09 per week) for
Lewisham Homes residents;
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3.12 notes and asks Council to approve the budgeted expenditure for the Housing Revenue
Account (HRA) for 2016/17 of £167.6m which includes the capital and new build
programmes and note the current plan to 2020/21;

3.13 agrees and asks Council to endorse the HRA budget strategy savings proposals in order
to achieve a balanced budget in 2016/17, as attached at Appendix X1;

Dedicated Schools Grant and Pupil Premium

3.14 agrees to recommend to Council, subject to final confirmation of the allocation, that the
provisional Dedicated Schools Grant allocation of £283.5m be the Schools’ Budget for
2016/17; and

¢ Note the consultation with schools on the changes to the funding arrangements for
High Needs Pupils as set out in paragraph 7.12;

¢ Note the level of pupil premium anticipated for 2016/17 of £18.0m
General Fund Revenue Budget

3.15 notes and asks Council to note the projected overall variance against the agreed 2015/16
revenue budget of £6.9m as set out in section 8 of this report and that any year-end
overspend will have to be met from reserves;

3.16 endorses and asks Council to endorse the previously approved revenue budget savings
of £6.462m for 2016/17 and budget savings proposals of £10.752as per the Mayor and
Cabinet meeting of the 30 September 2015, as set out in section 8 of the report and
summarised in Appendix Y1 and Y2;

3.17 agrees and asks Council to agree the transfer of £5.0m in 2016/17 from the New Homes
Bonus reserve to the General Fund for one year to meet funding shortfalls and that the
position be reviewed again for 2017/18;

3.18 agrees and asks Council to agree the use of £5.942m reserves to meet the budget gap in
2016/17;

3.19 agrees and asks Council to agree to fund budget pressures in the sum of £3.750m in
2016/17,

3.20 agrees and asks Council to agree to create a fund in respect of as yet un-quantified
revenue budget risks in the sum of £3.750m in 2016/17, allowing the Executive Director
for Resources & Regeneration to hold these resources corporately in case these
pressures emerge during the year, and authorises the Executive Director for Resources
and Regeneration to allocate these funds to meet such pressures when satisfied that
those pressures cannot be contained within the Directorates’ cash limits;

3.21 agrees to recommend to Council that a General Fund Budget Requirement of £236.218m for
2016/17 be approved, based on a 3.99% increase in Lewisham’s Council Tax element. This will
result in a Band D equivalent Council Tax level of £1,102.66 for Lewisham’s services and
£1,378.66 overall. This represents an overall increase in Council Tax for 2016/17 of 1.72% and is
subject to the GLA precept for 2016/17 being reduced by 6.44% from its existing level, in line
with the GLA’s draft proposal;
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3.22

3.23

3.24

3.25

3.26

3.27

3.28

3.29

3.30

3.31

3.32

3.33

3.34

3.35

notes the Council Tax Ready Reckoner which for illustrative purposes sets out the Band
D equivalent Council Tax at various levels of increase. This is explained in section 8 of
the report and set out in more detail in Appendix Y3;

asks that the Executive Director for Resources & Regeneration issues cash limits to all
Directorates once the 2016/17 Revenue Budget is agreed;

agrees to recommend to Council the draft Chief Financial Officer's Section 25 Statement,
as attached at Appendix Y4;

agrees the draft statutory calculations for 2016/17 as set out at Appendix Y5;

notes the prospects for the revenue budget for 2017/18 and future years as set out in
section 9;

agrees that officers continue to develop firm proposals as part of the Lewisham Future
Programme to help meet the forecast budget shortfalls;

Other Grants (within the General Fund)

notes the adjustments to and impact of various specific grants for 2016/17 on the General
Fund as set out in section 8 of this report;

Treasury Management Strategy

agrees and recommends that Council approves the prudential indicators and treasury
limits, as set out in section 10 of this report;

agrees and recommends that Council approves the 2016/17 treasury strategy, including;
the potential for debt restructuring and opportunity to invest for longer than one year in
pooled property funds, along with the investment strategy and the credit worthiness
policy, as set out at Appendix Z3;

agrees and recommends that Council approves the revised Minimum Revenue Provision
(MRP) policy as set out in section 10 of this report.

agrees and recommends that Council agrees to delegate to the Executive Director for
Resources & Regeneration authority during 2016/17 to make amendments to borrowing
and investment limits provided they are consistent with the strategy and there is no
change to the Council’s authorised limit for borrowing;

agrees and recommends that Council approves the credit and counterparty risk
management criteria, as set out at Appendix Z3, the proposed countries for investment at
Appendix Z4, and that it formally delegates responsibility for managing transactions with
those institutions which meet the criteria to the Executive Director for Resources &
Regeneration; and

agrees and recommends that Council approves a minimum sovereign rating of AA- ;

agrees and recommends that Council approves a change to the yellow and purple
durational investment bands from 1 to 2 years in the credit worthiness policy.
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41

4.2

STRUCTURE OF THE REPORT, POLICY CONTEXT AND BACKGROUND

The 2015/16 Budget Report is structured as follows:

Section 1 Executive Summary

Section 2 Purpose

Section 3 Recommendations

Section 4 Structure of the Report, Policy Context and Background
Section 5 Capital Programme

Section 6 Housing Revenue Account

Section 7 Dedicated Schools Grant and Pupil Premium
Section 8 General Fund Revenue Budget, Savings, and Council Tax
Section 9 Other Grants and Future Years’ Budget Strategy
Section 10  Treasury Management Strategy

Section 11 Consultation on the Budget

Section 12 Financial Implications

Section 13  Legal Implications

Section 14 Human Resources Implications

Section 15 Crime and Disorder Implications

Section 16  Equalities Implications

Section 17  Environmental Implications

Section 18 Conclusion

Section 19 Background Documents and Further Information
Section 20 Appendices

POLICY CONTEXT

The Council's strategy and priorities drive the Budget with changes in resource
allocation determined in accordance with policies and strategy. The Council’s vision
“together, we will make Lewisham the best place in London to live, work and learn” was
adopted by the Lewisham Strategic Partnership as part of the Sustainable Community
Strategy, along with six over-arching priorities:

Sustainable Community Strategy

Ambitious and achieving: where people are inspired and supported to their
potential.

Safer: where people feel safe and live free from crime, antisocial behaviour, and
abuse.

Empowered and responsible: where people are actively involved in their local
area and contribute to supportive communities.

Clean, green, and liveable: where people live in high quality housing and can
care for and enjoy their environment.
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4.2

o Healthy, active and enjoyable: where people can actively participate in
maintaining and improving their health and well-being.

o Dynamic and prosperous: where people are part of vibrant communities and
town centres, well connected to London and beyond.

Corporate Priorities

The Council’s ten ‘enduring’ priorities were agreed by full Council and are the principal
mechanism through which the Council’s performance is reported and through which the
impact of saving and spending decisions are assessed. The Council’s priorities also
describe the Council’s contribution to the delivery of Lewisham’s Sustainable
Community Strategy priorities.

° Community Leadership and Empowerment: developing opportunities for the
active participation and engagement of people in the life of the community.

e Young people’s achievement and involvement: raising educational attainment
and improving facilities for young people through partnership working.

e Clean, green, and liveable: improving environmental management, the
cleanliness and care for roads and pavements, and promoting a sustainable
environment.

e  Safety, security, and a visible presence: partnership working with the police and
others to further reduce crime levels and using Council powers to combat anti-
social behaviour.

o Strengthening the local economy: gaining resources to regenerate key localities,
strengthen employment skills and promote public transport.

o Decent Homes for all: investment in social and affordable housing to achieve the
decent homes standard, tackle homelessness, and supply key worker housing.

o Protection of children: better safeguarding and joined up services for children at
risk.

o Caring for adults and older people: working with health services to support older
people and adults in need of care.

e Active, healthy citizens: leisure, sporting, learning, and creative activities for
everyone.

o Inspiring efficiency, effectiveness, and equity: ensuring efficiency and equity in
the delivery of excellent services to meet the needs of the community.

Values

Values are critical to the Council’s role as an employer, regulator, securer of services
and steward of public funds. The Council’s values shape interactions and behaviours
across the organisational hierarchy, between officers, and members, between the
council and partners and between the council and citizens. In taking forward the
Council's Budget Strategy, we are guided by the Council's four core values:

. We put service to the public first.

. We respect all people and all communities.
. We invest in employees.

. We are open, honest, and fair in all we do.
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4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

A strong and resilient framework for prioritising action has served the organisation well
in the face of austerity and on-going cuts to local government spending. This has meant,
that even in the face of the most daunting financial challenges facing the Council and its
partners, we continue to work alongside our communities to achieve more than we could
by simply working alone. This joint endeavour continues to secure investment in the
borough: new homes, school improvements, regenerating town centres, new and
renewed leisure opportunities and improvement in the wider environment, including
award winning work on our river corridors. This work has done much to improve life
chances and life opportunities across the borough through improved education
opportunities, skills development and employment. And there is still much more that can
be done to realise our ambitions for the future of the borough, ranging from our work to
bring the Bakerloo Line extension here, with other transport improvements through to
our nationally recognised programmes of care and support to some of our most
vulnerable and troubled families.

However, it is clear that the Council cannot do all that it once did, nor meet all those
expectations that might once have been met, for we are in a very different financial
position than just a few years ago. Very severe financial constraints have been imposed
on Council services, with cuts to be made year on year on year, and this on-going
pressure is addressed here in this report, incorporating further budget savings for
2016/17.

BACKGROUND

The requirement to rebalance the public finances and the financial outlook for the
Council and the public sector as a whole remains extremely challenging.

The Office for Budget Responsibility (OBR) provides independent analysis of the UK’s
public finances. The most recent forecasts, released in November 2015, are for the
period to 2020/21. The forecast growth in Gross Domestic Product (GDP) has remained
unchanged from earlier in the year at 2.4% for 2015, with a slight increase to 2.4% from
2.3% in 2016, and from 2.4% to 2.5% in 2017. The average forecast for Consumer Price
Index (CP1) inflation in the fourth quarter of 2015 has fallen in recent months, mainly reflecting
falls in commodity prices. CPI inflation is forecast to be below target in 2015 and to remain
below the 2% inflation target before returning gradually to 2.0% in 2019.

The OBR expect Public Sector net borrowing to fall by 1.3% of GDP in 2015/16, and
1.4% in 2016/17, reaching 2.5% of GDP. Looking further ahead, the OBR expects the
deficit to fall each year and to reach a small surplus by 2019/20, (2018/19 previously).

In the Autumn Statement, the Chancellor of the Exchequer announced further efficiency
savings of £21.5bn for the public sector from unprotected departments over the four
year period to 2019/20. It is expected that this will have a further detrimental effect on
the Council’s funding in the years to come.

The provisional Local Government Finance Settlement was announced on 17 December
2015, with the final settlement expected in early February 2015. The Settlement figures
were higher than anticipated in the earlier years but reductions still apply over the period
to 2019/20.

In the November 2015 Spending Review, the Government announced the creation of a
social care precept to give local authorities who are responsible for social care the ability
to raise new funding to spend exclusively on Social Care. The precept will work by
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giving local authorities the flexibility to raise council tax in their area by up to 2% above
the existing threshold. For Lewisham this will provide additional funding of £1.66m in
2016/17 for Social care.

4.11 In the provisional local government finance settlement assumptions, December 2015,
the government has assumed that Councils will use their tax raising powers to the full in
all years of the parliament to help meet funding pressures. In this context, an increase in
Council Tax (additional to the social care precept) of 1.99% within the referendum limit
will provide funding of £1.65m in 2016/17.

4.12 The Finance Settlement also confirmed the withdrawal of the Council tax freeze grant
which contributed to Lewisham freezing its Council tax over the last five years. The
freeze grant received for all these years, with the exception of 2012/13, has been rolled
into the Settlement Funding Assessment. The 2012/13 freeze grant was a one off grant
in that year only and no longer features. For 2016/17 this represents a loss of £1m.

4.13 There were also a number of other changes announced to the finance regime for local
government that will impact, subject to consultation, in future years. In particular, the
introduction of a new definition for ‘core spending power’ based on different
assumptions for allocating resources to tiers of council services impacting how Revenue
Support Grant will be phased out, changes to the Business Rates regime in anticipation
of this being 100% devolved to local government by 2020, sharpening of New Homes
Bonus arrangements and incentives, a new element of Better Care Fund for local
government to support integration work, use of capital receipts to fund revenue costs of
transforming services, and the expectation that local government will take on new
responsibilities going forward (e.g. pensioner housing benefit, attendance allowance).

4.14 Leaving all other previous assumptions (from the July 2015 Medium Term Financial
Strategy) unchanged, the provisional estimate is that the forecast savings required in
2016/17 is now at £29.2m (before measures).

4.15 The Medium Term Financial Strategy was reported to Mayor and Cabinet in July 2015. This
set out that an estimated £83m worth of savings was required from 2016/17 to 2019/20.
After the Settlement announcement in December 2015, this was revised to £76m.

4.16 The Lewisham Future Programme Board was established to determine and progress cross-cutting
and thematic reviews to deliver the savings required. The Council has already made savings of
£121.2m to meet its revenue budget requirements since May 2010 and is proposing further
savings of £17.2m (£10.7m of new proposals and £6.5m of previously agreed savings) in
2016/17.

4.17 The total savings package proposed for 2016/17 to 2017/18 so far is £34.2m. A £1m saving from
a review of MRP (minimum revenue provision) and debt is also proposed in 2016/17.

4.18 Assuming the measures proposed and the 2016/17 budget as set out in this report are agreed, it is
expected that the Council will need to identify further savings of circa £15m for the following
three years 2017/18 to 2019/20.

4.19 This report sets out the position of the financial settlements as they impact on the Council’s
overall resources:

e Capital Programme for 2016/17 to 2019/20;
¢ Housing Revenue Account and level of rents for 2016/17;
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5.1

5.2

5.3

5.4

5.5

e Dedicated Schools Grant for 2016/17;

¢ General Fund Revenue Budget for 2016/17;
e Other Grants for 2016/17;

e Council Tax level for 2016/17; and

e Treasury Management Strategy for 2016/17.

CAPITAL PROGRAMME

In considering the Council’s overall financial position, the Capital Programme is
considered first. This is to ensure that any revenue implications of capital decisions are
taken into account. The Capital Programme budget for 2016/17 to 2019/20 is proposed
at £337.2m, of which £129.2m is for 2016/17.

This section of the report is structured as follows:

e Update on 2015/16 Capital Programme
e Proposed Capital Programme 2016/17 to 2019/20

Update on 2015/16 Capital Programme

Progress in delivering the 2015/16 Capital Programme has been reported to Mayor &
Cabinet and the Public Accounts Select Committee regularly throughout the year. The
latest forecast projection was that the revised budget allocated for the year of £116.2m,
and reported to Mayor and Cabinet on 11" November 2015, would be delivered this
year. However, at this stage, the revised budget shows a slight increase of £1.9m to the
last reported budget figure, mainly due to the inclusion of the 2016 Schools Minor Works
Programme and re-profiling of budgets on major schemes such as the Primary Places
Programme and the Lewisham Homes — Property acquisition Project.

The capital programme for 2015/16 has seen a number of schemes progress well with
the main areas of capital spend involving the provision of school places and housing.

Proposed Capital Programme 2016/17 to 2019/20

The Council’s proposed Capital Programme for 2016/17 to 2019/20 is currently
£337.2m, as set out in Table A1:

Table A1: Proposed Capital Programme for 2016/17 to 2019/20

4 Year
Total

£m £m £m £m £m £m

15116 16/17 17/18 18/19 19/20

General Fund

Building Schools for the Future 8.6 1.2 0.0 0.0 0.0 1.2

Schools — Primary Places and
other Capital Works 36.8 7.4 1.2 1.2 1.2 11.0

Highways, Footways and

Bridges 7.4 6.0 3.5 3.5 3.5 16.5
Major Regeneration Schemes 10.6 11.7 6.1 0.0 9.0 26.8
Town Centres and High Street 0.5 3.6 0.0 0.0 0.0 3.6
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5.6

5.7

5.8

5.9

Improvements

Asset Management Programme 1.1 3.1 3.0 3.0 0.0 9.1

Other Schemes 14.3 10.1 24 24 2.3 17.2

79.3| 431 16.2 10.1 16.0 85.4

Housing Revenue Account 38.8 86.1 89.6 37.6 38.5 251.8

Total Programme 118.1 | 129.2 105.8 47.7 545 337.2

The resources available to finance the proposed Capital Programme are as set out in
Table A2 below:

Table A2: Proposed Capital Programme Resources for 2016/17 to 2019/20

4 Year

15/16 16/17 17/18 18/19 19/20
Total

£m £m £m £m £m £m

General Fund

Prudential Borrowing 10.5 14.7 0.0 0.0 9.0 23.7
Grants and Contributions 46.4 11.0 0.6 0.6 0.0 12.2
Specific Capital Receipts 6.3 4.4 6.1 0.0 2.3 12.8

General Capital Receipts /

Reserves / Revenue 16.1 13.0 9.5 9.5 4.7 36.7

79.3 431 16.2 10.1 16.0 85.4
Housing Revenue Account

Prudential Borrowing 0.0 0.0 0.0 0.0 0.0 0.0
Grants 0.0 21 2.0 0.0 0.0 4.1
Specific Capital Receipts 6.3 48.7 27.2 0.0 0.0 75.9
Reserves / Revenue 32.5 35.3 60.4 37.6 38.5 171.8

38.8| 86.1 89.6 376 385 251.8
Total Resources 118.1 | 129.2 105.8 47.7 545 337.2

Members will note that the General Fund resources available to finance capital projects
decrease over the term of the Programme. This reflects the Council’s prudent approach
to long-term planning, with grants for later years not taken into account until they have
been confirmed, and capital receipts only being taken into account when they have been
received or are reasonably certain of being received. The Council avoids entering into
long-term expenditure commitments until there is more certainty as to how they can be
financed.

The Highways and Footways programme of £3.5m per year, agreed by Mayor &
Cabinet, has been included. A full list of changes to the Programme is shown in
Appendix W2.

No changes are proposed at this stage to the existing General Fund revenue
contributions to capital (CERA) of £2.0m per year from the General Fund and £1.2m per
year contribution from schools. The revenue funding line also includes amounts
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transferred to reserves in previous years for schemes which at that time, had not been
delivered.

5.10 The Capital Programme will be further updated to include future grants, once these are
known and will also include the year-end outturn expenditure and resourcing. This is
expected to be reported to Members before the summer recess and will not impact on
delivery of the Programme for 2016/17.

Summary

5.11 The proposed 2016/17 to 2019/20 Capital Programme totals £337.2m (General Fund
£85.4m and HRA £251.8m) and includes all the Council’s capital projects. It sets out the
key priorities for the Council over the four year period and will be reviewed regularly.
The Capital Programme is set out in more detail in Appendices W1 and W2.

6. HOUSING REVENUE ACCOUNT

6.1 This section of the report considers the Housing Revenue Account (HRA). The
budgeted expenditure for the HRA in 2016/17 is £167.6m, including the capital and new
build programme.

6.2 It is structured as follows:

e Update on the HRA financial position for 2015/16
e Update on the HRA Business Plan
e Future Years’ Forecast

Update on the HRA financial position for 2015/16

6.3 The HRA is budgeted to spend over £100.0m in 2015/16. The latest forecast on the
HRA for 2015/16, is that net expenditure can be contained within budget by the year
end. There are currently minimal reported pressures, which can, if necessary, be
mitigated by the use of once off contingencies, reserves and revenue working balances.
Expenditure against repairs & maintenance budgets is expected to be contained within
the sums allocated.

Update on the HRA Business Plan

6.4  The Housing self-financing system was implemented on 1 April 2012 when the HRA
subsidy scheme was abolished. A 30 year financial model has been developed based
on current management arrangements & rental income estimates, updated for efficiency
savings and cost pressures. In addition, policy objectives such as sheltered housing and
new build plans are incorporated into the modelling.

6.5 The plan is currently undergoing a major revision following the Government’s intention,
announced in the July 2015 budget statement, to legislate for a 1% reduction in social
rents to be applied each year for the next four years from 2016/17. This is expected to
be passed into legislation within the next few months.

6.6  The impact of the change in policy is a total reduction of forecast rental income within
the business plan of £1.90m for 2015/16. The expected culmulative rent reduction over
the next four years is £25.0m, with £374.0m being lost over the life of the 30 year
business plan.
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6.7

6.8

6.9

As the Government’s proposals are to be enacted by legislation, the authority has no
choice other than to implement the rent reduction. In order to protect the business plan
and provide the same level of investment and services, the reduction in income will
need to be off-set though increased efficiencies and reprioritisation of investment
requirements.

A review of current investment needs and priorities is being undertaken, based on
updated surveys and inflation estimates. This includes assumptions on future liabilities,
programmes, savings and other requirements. These assumptions will be used to inform
the resource need and identify potential gaps in funding and opportunities for additional
income and grants.

The plan has also contains costs associated with new build units and a target of 500
additional units by the end of the Mayor’s current term. The following table provides an
illustration of the expected HRA budget for the next 5 years, which includes the current
1% rent reduction estimates.

HRA Income & Expenditure Estimates — 2016/17 2017/18 2018/19 2019/20 2020/21

5 year Forecast

£M's £M's £M's £M's £M's

Income

Rental income -711.7 -69.9 -68.7 -69.8 -71.1
Tenants service charge income -5.9 -6.0 -6.0 -6.1 -6.2
Leasehold service charge income -4.0 -4.1 -4.2 -4.3 -4.4
Hostel charges and grant income -1.3 -1.3 -1.4 -1.4 -1.4
Major Works recoveries -5.3 -5.6 -5.8 -6.0 -7.4
Other income -2.0 -2.0 -2.1 -2.1 -2.0
Interest earned on balances -0.7 -0.5 -0.4 -0.3 -0.3
Total Income -90.9 -89.4 -88.6 -90.0 -92.8

Expenditure

Management costs 34.9 35.3 35.6 35.9 36.2
Repairs & maintenance 15.3 154 15.6 15.9 16.0
PFI Costs 5.6 6.1 6.5 71 7.5
Interest & other finance costs 4.3 3.9 3.8 3.8 4.1
Depreciation 304 30.8 31.2 31.6 32.0
Revenue Contribution to Capital 6.1 1.5 6.4 6.5 -3.1
Total Expenditure 96.6 93.0 99.1 100.8 92.7
Surplus/(deficit) -5.7 -3.6 -10.5 -10.8 0.1
Opening HRA reserves 32.3 26.6 23.0 12.5 1.9
Drawdown from reserves -5.7 -3.6 -10.5 -10.6 0.1
Closing HRA Reserves 26.6 23.0 12.5 1.9 2.0

Forecast Capital Programme & Funding 2016/17 | 2017/18 | 2018/19 | 2019/20 | 2020/21
£M's £M's £M's £M's £M's

Capital programme (including decent Homes) 35.2 36.8 375 38.0 39.8
New Build construction & ongoing costs 35.8 -4.5 0.1 0.5 0.5
Total Capital Expenditure 71.0 32.3 37.6 38.5 40.3

Capital Programme Funded By:
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HRA Income & Expenditure Estimates — 2016/17 2017/18 2018/19 2019/20 2020/21
5 year Forecast

£M's £M's £M's £M's £M's

MRR Opening Balance -34.5 0.0 0.0 0.0 0.0
Revenue Contribution to Capital -6.1 -1.5 -6.4 -6.5 3.1
Depreciation -30.4 -30.8 -31.2 -31.6 -32.0
Borrowing 0.0 0.0 0.0 -0.4 -11.4
Total Capital Funding -71.0 -32.3 -37.6 -38.5 -40.3
Capital shortfall 0.0 0.0 0.0 0.0 0.0
HRA - Actual Debt Level (Forecast) 74.8 74.8 74.8 75.2 86.6
HRA Self-financing Settlement Debt Level 127.3 127.3 127.3 127.3 127.3

6.10 As can be seen from the above table, the expected total expenditure, before financing,
for the HRA in 2016/17 is £167.6m, compromising 96.6m operational costs and £71.0m
capital and new build costs.

6.11  The Council continually considers how best to respond to the challenges and
opportunities of the HRA self-financing system. The combination of the new system and
the significant housing pressures may, in due course, cause the Council to adopt new
management arrangements in order to optimise delivery of policy objectives.

Future Years’ Forecast

6.12 The key purpose of the proposed HRA budget is to ensure that there are sufficient
resources to support lifecycle works, such as; repairs and maintenance, the Decent
Homes programme and delivery of new homes in the borough.

6.13 The HRA is budgeted to spend £167.7m in 2016/17. Officers have examined budgets to
identify savings opportunities to deliver services for improved value for money. These
savings are included in the proposed budget for 2016/17. Overall Savings of £1.0m in
Repairs & Maintenance budgets for 2016/17 were identified and put before Tenants
Panels in December 2015. An explanation of the savings is set out in more detail in
Appendix X1. The feedback from the consultation is set out in Appendix X2. Should all
of these proposals be agreed for 2016/17, they could be used for investment needs
currently identified by the HRA Business Plan, or to partly off-set reductions in rental
income following the government’s announcement to reduce rents by 1% for each of the
next four financial years.

6.14 Separate reports which set out in detail the proposals relating to service charges for
Brockley and Lewisham Homes residents are attached at Appendix X3 and Appendix
X4, respectively.

Rental Income and allowances

6.15 The average weekly rent is currently £98.42 in 2015/16.

6.16 Due to the requirements to comply with Government legislation, rents are expected to
reduce by 1% each year for the next four years.

6.17 A 1% reduction in average rents for 2016/17 will equate to an average decrease of
£0.99 over a 52 week period. This will reduce the full year average dwelling rent for the
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6.18

6.19

6.20

6.21

6.22

6.23

6.24

London Borough of Lewisham from £98.42 to £97.43 per week (pw). The proposed
decrease will result in a loss of £0.743m of rental income to the HRA against 2015/16
income levels.

The government’s rent decrease was not anticipated within the HRA financial modelling,
which assumed an increase in line with estimated September Consumer Price Inflation
(CPI) + 1.0% (with forecast CPI at 2.0%). Therefore the total reduction of forecast rental
income within the business plan for 2016/17 is £1.90m. The expected rent loss due to
this initiative over the next four years is £25.0m, with £374.0m being lost over the life of
the 30 year business plan.

The table below illustrates the impact the four year rent reduction has on the HRA
account.

2015/16 2016/17 2017/18 2018/19 2019/20

Original Business Plan

. £73.3m | £734m | £746m | £76.0m £77.4m
Forecast Rental Income

Revised Business Plan

£73.3m | £71.5m | £69.8m | £68.3m £66.8m
Forecast Rental Income

Change -| -£19m | -£4.8m -£7.7m | -£10.6m

Revised Forecast Average

rent £98.42 | £9743| £96.46| £95.50 £94.55

Change in average Rent -1 -£0.99 -£0.97 -£0.96 -£0.95

* The original business plan forecast for rental increases was based on CPI at 2.0% +
1.0% as per government guidelines issued in May 2014.

It is not yet clear what rent regime will be in place once the rental contraction
requirements have been completed. However, for the purpose of business and financial
planning, it is assumed that rental charges will be increased in line with prior
Government guidance of CPI + 1%. Any variation to this could put additional pressure
on the financial forecasts for the HRA.

A rent rise higher than the limit rent calculation, set by Government, will result in
additional recharges to the HRA via the Housing Benefit (HB) subsidy limitation charges.
Any rise above this level will be lost through additional limitation recharges and therefore
result in no benefit to the HRA.

Tenants were asked to provide comments and feedback on the proposed rent changes
and illustration for inclusion in the Mayor & Cabinet budget report at meetings held with
Brockley PFI and Lewisham Homes tenants.

Further details of the consultation results can be found in appendix X2

Details of the options for the rent & service charge changes for 2016/17 were presented
to the Housing Select Committee on 26 January 2016.
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6.25 Having regard to the consultation held in December 2015, the Mayor is asked to make a
recommendation to full Council that a rent decrease be agreed to accord with
Government requirements. The new average rent for 2016/17 is likely to be in the region
of £97.43pw, a reduction of approximately £0.99pw from 2015/16 levels.

Other Associated Charges

6.26 There are a range of other associated charges. These include: garage rents, tenants
levy, hostels, Linkline, private sector leasing, heating and hot water. These charges and
any proposed changes to them for 2016/17 are set out in detail in Appendix X5.

Summary

6.27 The gross budgeted expenditure for the HRA in 2015/16 is £167.6m. The Mayor is
asked to make a recommendation to full Council for a rent decrease having considered
Government requirements and tenant’s feedback following consultation held in
December 2015. The current average weekly rent is £98.42 in 2015/16. Rents will
reduce by an average of £0.99pw to an average rent of £97.43pw in 2016/17.

7. DEDICATED SCHOOLS GRANT AND PUPIL PREMIUM

7.1 This section of the report considers the Dedicated Schools’ Grant (DSG) and level of
Pupil Premium for 2016/17. This grant is formula based, calculated by the Government
with the Council passing it onto schools. The respective budgets for 2016/17 are
£283.5m and £18.0m.

7.2 It is structured as follows:

e Update on 2015/16 Dedicated Schools’ Grant
e Dedicated Schools’ Grant for 2016/17
e Pupil Premium

Update on 2015/16 Dedicated Schools’ Grant

7.3 The level of the Dedicated Schools’ Grant (DSG) for 2015/16 is £279.4m. This will be
revised later to take account of the pupil count which for early years children is
undertaken in January 2016.

7.4  The only current budget pressure in the DSG arises from children with Special
Educational Needs (SEN) statements / Education, Care and Health plans within the
High Needs block of the grant, which is forecast to overspend by £2.9m. This can be
met from a previous year carry forward put aside for this purpose and the contingency
held by the Schools Forum. With these measures the grant is expected to be balanced
at the year end.

Dedicated Schools’ Grant for 2016/17

7.5 The DSG for 2016/17 has provisionally been set by the Department for Education (DfE)
at £283.5m, although this will change during the year to reflect updated pupil numbers.
The DSG is now £47m (or 20%) larger than the Council’s Net General Fund budget.

7.6 In comparison with last year, there is a £4.1m increase (1.5%) in the DSG. This increase
is due to the following:
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e Anincrease of £3.6m driven by the estimated increase in pupil numbers, largely
in the primary age group, while the amount per pupil has been frozen in cash
terms.

e Nationally an extra amount of £92.5m has been added to the High Needs Block.
Lewisham will receive an extra £0.5m or 1.1% of this extra amount.

7.7  Once inflation including the cost pressures on salaries and wages budget of 2.8% for
the year is taken into account, this funding represents a real terms reduction of 1.3%. It
will be for individual schools to manage their budgets in line with this reduced level of
funding.

7.8 Individual Schools’ Budgets (ISBs) vary year on year mainly due to changes to pupil
numbers. The DfE’s schools’ Minimum Funding Guarantee (MFG) has been set at a
negative figure of minus 1.5%, which relates to the funding level per pupil (i.e. the per
pupil funding in a school cannot fall by more than 1.5%).

7.9  Under the regulations the Schools Forum decides:

e Whether some elements of funding given to schools should no longer be
delegated but instead managed centrally. This includes contingency funds, the
administration of free meals, supply cover, and insurance.

e The budget level of central spend which includes growth funds, early years
expenditure, admissions, and capital expenditure from revenue. The budget of
the latter, under the funding regulations, is capped at the 2015/16 level.

7.10 The Council has to consult the Schools Forum on arrangements for SEN children. The
Forum’s powers extend to giving a view but the final decision lies with the Council.

7.11 The projection for 2016/17 is an overspend of £4.1m on the High Needs Block if no
action is taken.

7.12 The Schools Forum set up a task group to review the High Needs Pupils costs in 2013.
This group made a number of recommendations to the Forum which met on the 10
December 2015 to consider them. The Forum agreed savings of £2.0m but asked
officers to consult schools on a number of possible ways to manage the shortfall of
£2.1m.

7.13 Since the Schools Forum meeting in December the DfE has sent Local Authorities the
data they must use to calculate each school’s funding allocation. This is a national
requirement and the Schools Forum cannot change the data but it can set the funding
rates to apply to the data in order to calculate the ISBs.

7.14 The funding Lewisham receives for the schools block within the DSG is based on pupil
numbers only. Lewisham receives £5,966 per pupil. There are 36,579 pupils which
equates to schools block funding of £218.237m. The changes in the data such as free
meals and the Income Deprivation Affecting Children Index (IDACI) does not influence
the funding we receive. It does however alter the funding a school receives in its funding
allocation through the formula. If the number of free meals decreases then the amount
Schools Forum allocates to schools decreases but the level of the DSG stays the same.
There has been a significant drop in the deprivation led data which means that for
2016/17 the funding formula will allocate £1.2m less to schools than in 2015/16. It is
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proposed to move this undistributed resource to the High Needs block to fund that
spending pressure.

7.15 The consultation with schools ended on15 January and was reported back to the Forum
on the 19 January 2016. The proposals considered were:

i) That the additional funding of £0.5m for high needs block and the reduced
deprivation allocation of £1.2m are applied to the high needs block;

i) That a £0.2m reduction in National Non Domestic Rates (NNDR) as a result of
the change in status of two schools be applied to fund the high needs block;

i) That £0.2m of the collaborative funding is applied to the high needs block to
secure a balance of funding and projected pressures in 2016/17;

iv) That the balance of collaborative funding is applied to the ISB formula funding of
schools — a sum of £1.8m — on the same basis as the current calculation where
possible to offset the fall in the deprivation data.

v) To increase the lump sum for all schools to £0.14m

7.16 The proposals in i), ii), and iii) above increase the High Needs Block by £2.1m and
reduce the schools block by £1.2m. The proposal in iv) transfers the collaborative
funding to the schools block.

7.17 The responses to the consultation were largely positive and. having considered them on
the 19 January, the Schools Forum concluded they were sufficient for them to agree the
proposals as the basis for setting the DSG budget for 2016/17.

Pupil Premium

7.18 In addition to the DSG, schools will continue to receive the pupil premium. The pupil
premium in 2015/16 was allocated to schools on the basis of the number of children who
were entitled to a free school meal in the past six years to January 2016.

7.19 In 2016/17 the rate of funding is set at the same level as 2015/16. This is £1,320 per
primary child, £935 per secondary child and £1,900 per child in Looked After Care. The
DfE no longer provide forecasts of the total pupil premium. Officers calculations are for
£18.0m for 2016/17, which compares with the current forecast for 2015/16 of £18.2m.

8 GENERAL FUND REVENUE BUDGET AND COUNCIL TAX

8.1  This section considers the General Fund revenue budget and Council Tax. The General
Fund budget for 2016/17, assuming a Council Tax increase of 3.99%, is £236.218m.
Details of the savings anticipated for 2016/17 are provided at Appendices Y1 and Y2

8.2 It is structured as follows:

Update on 2015/16 Revenue Budget
The Budget Model

Saving proposals

Council Tax for 2016/17

Overall Budget Position for 2016/17.

Page 22



8.3

8.4

8.5

8.6

8.7

Update on 2015/16 Revenue Budget

The Council’s revenue budget for 2015/16 was agreed at Council on 25 February 2015.
The general fund budget requirement was set at £246.224m.

During the financial year, monthly monitoring is undertaken by officers and these
monitoring reports have been presented quarterly to Mayor and Cabinet and scrutinised
by the Public Accounts Select Committee. Significant attention continues to be directed
towards volatile budget areas. These are those areas where small changes in activity
levels can drive large cost implications. These include, for example; Looked After
Children, No Recourse to Public Funds; Nightly Paid Accommodation; and Adult Social
Care. These areas of activity are also informed by risk assessments which are
continually reviewed.

Budget holders have been challenged to maintain tight control on spending throughout
the year through the continuation and strengthening of Directorate Expenditure Panels
(DEPs). In addition to this, a Corporate Expenditure Panel (CEP) was introduced in late
October 2014. The Chief Executive and the Executive Director for Resources and
Regeneration sit on this panel and it has served to provide an additional layer of scrutiny
and challenge to existing DEPs.

An initial projected overspend of £8.6m was reported at the end of May 2015. Since this
position was first reported, to avoid a Directorate overspend of the scale experienced for
the first time in many years in 2014/15, significant management attention has been
given to containing costs and, where possible, accelerating service changes to reduce
costs. A series of measures and management actions have been employed over the
course of the financial year and this has helped to alleviate some of the pressure with
the latest projected forecast of £6.9m being reported to the end of November 2015. This
is still a significant overspending projection, although there are signs the various
management actions continue to help bring the projected overspend down.

Directorates

Table C1 sets out the latest forecast budget variances on the General Fund by
Directorate.

Table C1: Forecast outturn for 2015/16 as at end of November 2015

Directorate Gross Gross Net Forecast
budgeted budgeted budget over/
spend income (under) spend
November
2015
Children & Young People 68.9 (17.8) 51.1 6.9
Community Services 172.1 (75.3) 96.7 (1.2)
Customer Services 91.8 (48.2) 43.6 3.6
Resources & Regeneration 43.4 (13.8) 29.6 (2.4)
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Directorate Totals 376.2 (155.2) 221.0 6.9
Corporate Items 25.2 0.0 25.2 0.0
Net Revenue Budget 401.4 (155.2) 246.2 6.9

Corporate Financial Provisions

8.8  Corporate Financial Provisions are budgets that are held centrally for corporate
purposes, which do not form part of the controllable expenditure of the service
directorates. They include Capital Expenditure charged to the Revenue Account
(CERA), Treasury Management budgets such as Interest on Revenue Balances (IRB)
and Debt Charges, Corporate Working Balances and various provisions for items such
as early retirement and voluntary severance. The spend on Corporate Financial
Provisions is expected to be contained within budget by the year-end.

8.9  Consideration is now being given to employing the use of corporate measures to
balance the budget at year end. It is proposed to meet any 2015/16 budget overspend
from reserves.

The Budget Model

8.10 This section of the report sets out the construction of the 2016/17 base budget. This
section is structured as follows:

Budget assumptions, including: Savings, Council Tax, and Inflation
New Homes Bonus

Budget pressures to be funded

Risks and other potential budget pressures to be managed

Budget assumptions, including: Savings, Council Tax, and Inflation

8.11 The Council has made substantial reductions to its expenditure over the last four years.
On all credible economic forecasts, it will continue to need to make further reductions for
at least the next four to five years. This section of the report summarises a series of
proposals that would enable the Council to set a balanced budget for 2016/17 as part of
a sustainable financial strategy to 2019/20.

Council Tax

8.12 The assumption used in the model for preparing the 2016/17 budget, subject to
confirmation by Council, is for the maximum 3.99% Council Tax increase (a 2% for the
new social care precept and a 1.99% increase under the referendum principle) and no
receipt of the Council Tax freeze grant from Government. This is consistent with the
government’s financial models for local government funding to 2019/20.

8.13 If Council choose to set a different Council Tax increase they will need to be mindful that
any increase below this recommendation will result in additional budget pressures,
resulting in a higher savings requirement. And any increase above this recommendation
would require support in a local referendum due to the limit set by the Secretary of
State. Further information on the options for Council when setting the Council Tax is set
out in more detail towards the end of this section.
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Inflation

8.14 The Government's inflation target for the United Kingdom is defined in terms of the
Consumer Price Index (CPI) measure of inflation which excludes mortgage interest
payments. Since April 2011, the CPI has also been used for the indexation of benefits,
tax credits, and public service pensions.

8.15 On 23 December 2015, the Office for National Statistics (ONS) reported that the rate of
Gross Domestic Product (GDP) growth in the economy was greater than 2% with CPI
inflation in the UK at 0.1% for the year to November. The November Office of Budget
Responsibility forecasts for inflation are a rise from 0.1% in 2015 to 1.0% in 2016 and
before returning to near the UK target of 2% annually thereafter with GDP growth
remaining above 2% throughout this period.

8.16 For financial planning purposes, the Council has previously assumed an average pay
inflation of 1% per annum, which equates to approximately £1.1m. In December 2015, a
final offer was made to the unions of a 1% pay award for 2016/17 and 2017/18 by the
National Joint Council (NJC) for Local Government Services, with staff on very low pay
being offered increases that will bring them up to the new National Living Wage (NLW)
introduced by the government in 2015. The NLW is currently set at £7.20/hr from April
2016. Lewisham’s lowest pay band well exceeds this amount and therefore a provision
of 1% per annum for the next two years has been made.

8.17 The Council currently applies a non-pay inflation rate of 2.5% per annum. This is close
to the growth rate of the economy and better reflects underlying commitments in Council
contracts. This equates to approximately £2.5m per annum (net). This figure was put
forward as an efficiency saving for three years starting from 2015/16.

New Homes Bonus

8.18 The New Homes Bonus (NHB) sits alongside the Council’s planning system and is
designed to create a fiscal incentive to encourage housing growth. The Department for
Communities and Local Government (DCLG) is paying the NHB as an un-ringfenced
grant to enable local authorities to decide how to spend the funding. The scheme design
sets some guidance about the priorities that spend should be focused on, in that it is
being provided to ‘help deliver the vision and objectives of the community and the
spatial strategy for the area and in line with local community wishes’.

8.19 The NHB is paid each year for six years. It is based on the amount of extra Council Tax
revenue raised for new-build homes, conversions and long-term empty homes brought
back into use. There is also an extra payment for providing affordable homes.

8.20 The provisional allocation for 2016/17 in Lewisham, including on-going payments, is
£9.731m with the allocation for Year 6 (2016/17) delivery being £1.889m.

8.21 The cumulative nature of the NHB is set out in summary in Table C6 below.

Table C6 — New Homes Bonus Allocation Profile
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201112 2012/13 2013/14 2014/15 2015/16 2016/17

Yr1 0.706 0.706 0.706 0.706 0.706 0.706
Yr 2 0.958 0.958 0.958 0.958 0.958
Yr 3 2.150 2.150 2.150 2.150
Yr 4 2.629 2.629 2.629
Yr5 1.399 1.399
Yr 6 1.889
Total Allocation 0.706 1.664 3.814 6.443 7.842 9.731
Less L_ondon LEP 0 0 0 0 2218 0
Top slice

Lewisham Total 0.706 1.664 3.814 6.443 5.624 9.731

8.22 The government launched a consultation on refining the scheme from 2017/18 with

views being sought on the following options:

e proposals for reductions in the number of years for which the Bonus is paid from the
current six years to four years

« withholding the Bonus from areas where an authority does not have a Local Plan in
place;

« abating the Bonus in circumstances where planning permission for a new
development has only been granted on appeal; and

e adjusting the Bonus to reflect estimates of deadweight.

8.23 The impact of the government’s preferred options for NHB outlined in the consultation is
estimated to reduce the NHB received by the Council per property by at least one third.

8.24 As set out in the annual Council Tax Base report, officers are focused on bringing empty
homes back into use and reducing the number of long term empty properties in the
Borough. In recent years the number of empty properties in the borough has fallen.

8.25 The Council produces an Annual Monitoring Report (AMR) which assesses the level of
development which has taken place and reviews the performance on plan making and
related steps being undertaken to progress the regeneration of the borough.

8.26 A significant amount of planned growth for the borough is yet to come. The AMR
provides an update on the progress of strategic sites within the regeneration and growth
areas, including Deptford and New Cross, Lewisham Town Centre and Catford Town
Centre. Overall, strategic sites are progressing well and are generally being constructed
within anticipated timescales, with no significant barriers or major blockages to delay the
development of these sites in the future. The AMR also provides a housing trajectory
and identifies the anticipated amount of residential development over the coming years.

8.27 In view of the planned growth in housing and associated infrastructure in the borough in
future years it was agreed to commit £0.65m of the NHB allocation per annum to
provide delivery support for this. This represents a year-on-year commitment for the
Council. Given the planned growth in the Lewisham over the coming years, the funding
would be used to improve the borough’s town centres, increase the number of jobs in
the borough, provide improved transport links to the rest of London, and build upon the
necessary infrastructure such as schools, health facilities, and open spaces.

8.28 While initially being held with a view to funding future capital works, a review of the NHB
has been conducted consistent with the government’s commitment that NHB will
continue (albeit at a reduced level) for the remainder of the parliament and the
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expectation that councils use their reserves. Given the pressures on the overall budget,
and as in 2015/16, it is now proposed to use some of the NHB for revenue funding
shortfalls. This will be effected by releasing £5.0m of the accumulated reserve balance
from the NHB scheme to the General Fund for 2016/17 only.

Budget Pressures to be funded

2015/16

As in previous years, £7.5m of funds are set aside in the budget model to meet specific
identified budget pressures and identified potential budget risks. Of this £7.5m in the
2015/16 budget £4.3m was allocated to services to fund quantified pressures, leaving
£3.2m unallocated and held by the Executive Director for Resources and Regeneration
against identified risks.

In respect of the £3.2m unallocated, it is evident from the financial monitoring reported
to members through 2015/16 that despite the measures taken by officers there remain
two areas of persistent budget pressure — No Recourse to Public Funds and Temporary
Accommodation. It is therefore proposed to adjust the base budgets for these two areas
for 2016/17 using the unallocated corporate funds held back in 2015/16. This will be
done by allocating £1.2m to the No Recourse to Public Funds and £2.0m to the
Temporary Accommodation budget.

In addition, an element of the £4.3m allocated to pressures in 2015/16 included £2.2m
provided to Community Services to cover the anticipated costs of sector wide practice
changes for travel time and to pay the London Living Wage. In the event, following the
retendering of the relevant care contracts in 2015/16 not all of these costs arose. The
£0.5m in respect of travel time did arise. The additional £1.7m of Living Wage costs did
not but is expected to do so in future years. It is therefore proposed to transfer £1.7m
from Community Services back to the corporate funds in 2015/16.

2016/17

The budget pressures anticipated in 2016/17 have been reviewed by the Executive
Director for Resources & Regeneration and it is recommended that a number of these
specific identified pressures are funded now.

In terms of accounting for these, it is proposed that the Executive Director for Resources

& Regeneration allocate these to corporate provisions and the relevant Directorates
when determining the cash limits.

Table C2 provides a summary of the budget pressures that are being recommended to
be funded.

Table C2: Summary of 2016/17 budget pressures to be funded

Description £m £m

Pressures to be set against 2016/17 risk budget
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e Actuarial Valuation 1.00
o Changes to National Insurance Contributions 2.00
o Highways and footways pressure 0.35
« New Licensing Arrangements 0.20
o Concessionary Fares 0.20
Total - pressures recommended to be funded 3.75

Actuarial Valuation — £1.00m

An actuarial valuation of the Pension Fund was carried out as at 31 March 2013. This
calculated the funding level at 71.4% and set employer’s contribution rates until 31
March 2017. This represented a deterioration of 4.0% from the position at the 2010
valuation which assessed the funding level at 75.4%. The deterioration is attributable to
changes in the Fund's portfolio along with other financial and demographic changes.

The actuary has applied a stabilisation mechanism which restricts movements in
employer’s contributions within a 1% increase and 2% decrease range to recognise both
affordability issues and the potential improvement in investment returns in the inter-
valuation period from 2014 to 2017. In line with the actuary’s recommendations,
additional stabilisation funding of £1.0m will be provided for 2016/17.

Changes in the Employer’s National Insurance Contributions - £2m

The State Pension is changing for people who reach State Pension age on or after 6
April 2016. These changes will help people clearly understand what they will get from
their State Pension so they can plan for retirement.

As Lewisham sponsors a salary related workplace pension, employees are “contracted-
out” of the additional State Pension. As a result both Lewisham and its employees may
pay National Insurance contributions at a lower rate because of a National Insurance
rebate. Three-quarters of people reaching State Pension age in the first two decades of
the new State Pension will have been contracted-out at some point. The new State
Pension will replace the existing basic and additional State Pension and end
contracting-out and the National Insurance rebate.

From April 2016, both the Council and its employees will pay the standard rate of
National Insurance contributions instead of the contracted-out rate.

For employers, the standard rate of National Insurance is 13.8% of all earnings above
the secondary threshold for all employees, Lewisham will no longer get the 3.4%
National Insurance rebate (on a proportion of earnings). This is estimated to cost the
£2m in 2016/17.

Highways and Footways pressure — £0.35m

The ten year investment programme for the resurfacing of highways and footways in the
Borough came to an end in 2013/14 and future funding arrangements had to be
established. In 2014/15 it was agreed that an ongoing highways resurfacing budget of
£3.0m be established over a ten year period. In the first year, this was funded by a
combination of pressures funding, reserves, and the release of existing prudential
borrowing budgets as debt was repaid.
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Corporate funding of £0.3m for 2016/17 will be provided with an additional £0.3m being
added to the budget until 2020/21 and a balance of £0.1m in 2021/22. Therefore, the
total allocation over the period is £2.2m, although this will eventually be offset by £0.8m
of released budget arising from repaid prudential borrowing over the period 2024/25 to
2033/34.

It was also agreed in 2014/15 to create an ongoing budget of £0.5m for the replacement
of footways over a ten year period 2014/15 until 2023/24. For 2016/17, a budget
allocation of £0.05m will be needed with an additional £0.05m being added to the
budget for each of the years to 2023/24.

Ad(ditional Licensing Scheme £0.20m

On 15 July 2015 Mayor and Cabinet received a detailed report on the business case for
introducing an “additional” licensing scheme in Lewisham, to improve conditions of
private rented flats above commercial premises (primarily over shops) across the
borough. This proposal was supported by the Housing Select Committee at its meeting
on 19 May 2015.

The in-principle case for introducing “additional licensing” of private rented flats above
commercial premises was accepted and officers were asked to undertake statutory
public consultation on the proposals as presented, in line with the current statutory
requirements and to report back the findings of the consultation later in the year.

The Mayor received the full report on the 13 January 2016 with the results of the
consultation and approved the recommendation at a cost of £1.0m over five years.

Concessionary Fares — £0.20m

London Councils have advised of Lewisham's Freedom Pass costs for 2016/17. The
figure is £0.2m higher than 2015/16.

Risks and other potential budget pressures to be managed

Following the review of budget pressures within Directorates, there are a number of
other risks and issues which, although difficult to quantify with absolute certainty, could
prove significant should they materialise.

Officers continue to undertake work to fully assess and monitor these risks. These risks
and other potential budget pressures are discussed in more detail below:

Demographic Pressures
Looked After Children
Business Rate appeals

Child Sexual Exploitation
National / London Living Wage
Redundancy

Unachieved savings

Demographic pressures
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8.50 The population of the Borough is forecast to increase by a net 3,000 annually for the
foreseeable future. This is driving the need for additional school places and housing with
all the associated services (environment, health and care) such growth brings.

8.51 For example, there is an increase in the transfer of high cost packages and placements
for young people with a learning disability from the Children & Young People’s
directorate to Adult Social Care. Increases in other client groups are lower but the
number of the most elderly in the borough appears to be increasing too, along with their
needs. Additional provision also has to be made for a few new physical disability
placements a year (brain injuries and other accidents).

Looked After Children

8.52 The Looked After Children service provides social work support to all the children who
are looked after by the London Borough of Lewisham. It performs all the statutory
functions, including care planning and ensuring that their health and education needs
are met. At the start of 2010, the number of Looked After Children peaked and then they
started to decline. This continued until the summer of 2011 from when numbers were
fairly stable. However, the numbers started to rise again in April 2013. Even though the
budget pressure is being managed down in 2014/15 through effective and economic
placement decisions, overall spend on these services remains a risk.

8.53 The current demographics indicate that the pupil population is growing by 2.5% which,
all other things being equal, roughly projects to an increase in the Looked After Children
of one a month creating a potential budget pressure.

Business Rate appeals

8.54 The Valuation Office continues to hear appeals on valuations from the 2010 list. Any of
these that are upheld will require the Council to return the backdated overpayment and
reduce the ongoing level of rates to be collected. This cost can be amortised over five
years. At the same time new businesses may be starting and additional rates collected.
Given these uncertainties it is not possible to fully evaluate the risk at this time.

Child Sexual Exploitation

8.55 This is a risk area across London which may, if the number of cases locally grows
significantly, become a pressure in the future. At present the service is managing this
risk by refocusing existing resources within their current budget and expects to be able
to do through 2016/17. Given these uncertainties it is not possible to fully evaluate the
risk at this time.

National / London Living Wage

8.56 In 2015 the Chancellor announced the obligation for all employers to pay at least a
national living wage. The Council has for some years now ensured it pays the London
Living Wage to staff and contractors where this has been possible to contract for.
However, there have remained some areas where this has not always been possible —
for example; sub-contractors on some facilities contracts and contracting for some care
services. New European procurement rules and the introduction of the national living
wage go some way to closing this remaining gap to ensure all employees are paid a fair
wage.
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The budget impact of these changes is a risk of additional costs to the Council. These
will vary according the contract and areas of spend depending on past practice and how
suppliers elect to pass on some or all of these costs. The risk cannot therefore be easily
quantified at this time.

Redundancy

The Council will seek to minimise the impact of savings on services and jobs. However, a
significant proportion of the Council’s budget goes on staff salaries and wages, so it will not be
possible to make significant savings over the next four years without an impact on jobs. The cost
of redundancy depends on age, seniority, and length of service of the individuals affected, and it
1s not possible to calculate the overall financial impact at this stage.

Unachieved savings

For those savings agreed there is a risk, as the detailed work to implement them
progresses, of delay or changes to the proposals in response to consultations or other
factors. These changes may impact the value of the saving that can be achieved, either
in total or more often in terms of achieving a full year’s financial impact.

Such pressures cannot be easily quantified at this stage, although it is estimated that it
could be up to £1.7m or 10% on the current proposals of £17.2m for 2016/17. Should
these pressures arise in the year and not be able to be contained with Directorate
budgets, they could be met from the risk fund or become an additional call on reserves.

Summary of Budget Pressures

In conclusion, it is a matter of good budgeting to make a general allowance for risk and
uncertainty, particularly at such a time of rapid change in the local government sector.

There are some pressures to be funded, which can be quantified within a reasonable
range. There are also a number of other risks and potential budget pressures to
consider which are less easy to quantify with any certainty.

After allowing for allocations of £7.5m, as summarised in Table C2 above, an
unallocated balance of £3.75m would remain. It is proposed that the Executive Director for
Resources & Regeneration hold this fund corporately. This fund would be used to allocate
resources to fund emergent budget pressures during the year, which at this moment in time,
cannot be quantified with certainty.

Saving proposals

On the 30 September the Mayor:

e Endorsed previously agreed savings proposals from the 2015/16 budget of £6.46m
for 2016/17;

e Delegated £11.07m of savings proposals, of which £6.01m relates to 2016/17, to
Executive Directors to consult on if necessary, agree and implement;

e Declined for 2016/17 a proposed reduction in the road sweeping budget of £1.00m,
and a 2017/18 saving of £1.20m relating to a reduction in the supporting people
budget. Officers to revisit in future years;

¢ Rejected the saving proposal for the reduction of the freedom pass budget of £0.20m
in 2016/17 and the alternative proposal of a reduction of £0.02m in each year of
2016/17 and 2017/18.
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¢ Requested that £6.96m savings, of which £2.91m related to 2016/17, be re-
submitted to Scrutiny with the further information requested and then back to Mayor
and Cabinet if there were any referrals;

e Agreed for consultation and further work to proceed on £5.39m of savings proposals,
of which £1.84m are for 2016/17. The results of this work, as was the case for
following the libraries consultation in December 2015, will be presented in separate
savings reports in due course, for the Mayor’s decision.

As anticipated in the Medium Term Financial Strategy (July 2015) and following the

provisional Local Government Finance Settlement in December 2015, the Executive

Director for Resources & Regeneration has been considering options to bridge a budget

shortfall in order to balance the budget for 2016/17. The options involve using of a

mixture of on-going and once-off resources. These include:

e Use, as was done in 2015/16, of £5.0m of the New Homes Bonus reserve in
2016/17.

o Updating the assumptions for accounting for property, plant and equipment and the
associated financing of these to better reflect how they are used via the Minimum
Revenue Provision policy and related prudential borrowing calculations.

In total, and assuming all the savings proposals for 2016/17 are delivered, the above
means a shortfall of £5.94m of once-off resources is required to balance the 2016/17
budget. This will be a call on the Council’s reserves for 2016/17.

Estimates for Revenue Support Grant in 2017/18 to 2019/20 have been provided by the
Government which has offered to provide a four year settlement on Revenue Support
Grant up to 2019/20. This offer comes with caveats and the government has yet to set
out the full terms (benefits and risks) for authorities to take such a four year settlement.
These conditions are expected to be set out with a timetable agreeing with the final local
government finance settlement expected in early February. What is known is that it will
relate to Revenue Support Grant only (but not the firm amounts yet), will be subject to
the government approving a four year efficiency plan (probably for the whole budget not
just Revenue Support Grant) for each authority, and require to be confirmed annually
following the usual consultation as part of setting the other elements of the local
government finance settlement. The prospects for future years’ budgets based on the
provisional settlement figures are set out in more detail in section 9 of this report.

Council Tax for 2016/17

In setting the Council’s annual budget, Members need to make decisions in respect of
the Council Tax.

Collection Fund

Collection Fund surpluses or deficits reflect whether the Council over or under achieves its
Council Tax collection targets. Therefore, this requires a calculation to be made of how much the
Council has already received for the Council Tax in the current and past years and how much of
the outstanding debt it expects to collect.

The statutory calculation was carried out for the 15 January (date prescribed by the relevant

statutory instrument). This calculation showed there is an estimated surplus on the Collection
Fund in respect of Council Tax, for the years 1994/95 to 2015/16 of £3.754m.
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This surplus is shared with the precepting authority, the Greater London Authority (GLA), in
proportion to relative shares of budgeted Council Tax income in the current financial year. This
means that £2.937m of the £3.754m surplus has to be included in the calculation of Lewisham’s
Council Tax. The remaining balance of £0.817m will be allocated to the GLA.

Members should note that the Council agreed on the 20 January 2016 to pass on 3% of the
percentage reduction in 2016/17 settlement funding assessment, use the small anticipated in-year

surplus from 2015/16 and reduce the Council Tax Reduction Scheme (CTRS) accordingly.

Council Tax Levels

The current position is still that Council Tax may not be increased by 2% or more
(inclusive of levies) without a referendum. In addition, there is also the opportunity to
increase Council Tax by up to a further 2% under the new social care precept
introduced for 2016/17. As noted above the government’s assumptions in the local
government financial settlement to 2019/20 include the raising of both Council Tax and
the social care precept in each and every year to meet the recognised funding
pressures faced by the sector.

In the November 2015 Spending Review, the Government announced the creation of a
social care precept to give local authorities who are responsible for social care the ability
to raise new funding to spend exclusively on social care. The precept will work by giving
local authorities the flexibility to raise council tax in their area by up to 2% above the
existing referendum threshold. In Lewisham this will provide additional funding of
£1.665m ring fenced for adult social care spend in 2016/17. If implemented this charge
has to be identified on the face of the Council Tax bill and made clear in the
accompanying guidance for rate payers.

At the same time a general increase in Council Tax of 1.99% (i.e. within the limit of the
2% referendum threshold) would also provide additional funding of £1.657m.

In considering savings proposals and the level of Council Tax, Members make political
judgements, balancing these with their specific legal responsibilities to set a balanced

budget for 2016/17 and their general responsibilities to steward the Council’s finances
over the medium term.

In 2015/16, the Band D Council Tax in Lewisham is £1,355.35 on a base of 75,526
Band D equivalent properties. Of this, £295 relates to the activities of the GLA which the
Council pays over to them on collection.

The GLA is consulting on a precept of £276 for 2016/17, a reduction of £19, or
approximately 6.4% and a final decision is expected from them on or before the 24
February 2016. The majority of this reduction reflects the removal of a significant
proportion of the £20 Olympic charge.

Table C3 below shows, for illustrative purposes, the Council Tax payable by a resident
in a Band D property in 2016/17 under a range of possible Council Tax increases, and
the financial implications of this for the Council. A full Council Tax Ready Reckoner is
attached at Appendix Y3.

The starting point is for an assumed 3.99% increase in Council for 2016/17. Any
reduction from this level of increase will reduce the level of income the Council collects
and will increase the draw on reserves for 2016/17 and the savings gap in future years.
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Table C3 — Band D Council Tax Levels for 2016/17

Change in Council

Tax

Amounts payable by residents — Band D

GLA
element

Lewisham Total

element

Lewisham
Annual
income
forgone

Change
in total

£

£

%

3.99% increase 1,102.66 276.00 | 1.378.66 +1.72% 0.00
3.50% increase 1,097.46 276.00 | 1,373.46 +1.34% -0.41
3.00% increase 1,092.16 276.00 | 1,368.16 +0.95% -0.82
2.50% increase 1,086.86 276.00 | 1,362.86 +0.55% -1.24
2.00% increase 1,081.56 276.00 | 1,357.56 +0.16% -1.65
1.50% increase 1,076.26 276.00 | 1,352.26 -0.23% -2.07
1.00% increase 1,070.95 276.00 | 1,346.95 -0.62% -2.49
Council Tax Freeze 1,060.35 276.00 | 1,336.35 -1.40% -3.32

8.81

Were Council to agree a Council Tax freeze, the Council will not get the freeze grant of

approximately £1.0m in 2016/17 as the government has withdrawn this grant.

Overall Budget Position for 2016/17

8.82

For 2016/17, the overall budget position for the Council is an assumed General Fund

Budget Requirement of £236.218m, as set out in Table C4 below.

Table C4 - Overall Budget Position for 2016/17

Detail

Expenditure/

(Income)
£m £m

Expenditure/
(Income)

Settlement Funding Assessment (SFA) for 2016/17 (146.691)

Council Tax 2016/17 at 3.99% increase (86.590)

Surplus on Collection Fund (2.937)

Assumed Budget Requirement for 2016/17 (236.218)
Total Resources available for 2016/17

Base Budget for 2015/16 246.224

Plus: Reversal of reserves drawn in 15/16 (once off) 6.959

Plus: additional Pay inflation 0.623

Plus: Non-pay Inflation 2.663

Plus: Grant adjustments for changes 15/16 to 16/17 1.405

Plus: Budget pressures to be funded from 16/17 fund 3.750

Plus: Risks and other potential budget pressures 3.750

Less: MRP and debt adjustment measures (1.000)

Less: Previously agreed savings for 2016/17 (6.462)

Less: New savings for 2015/16 (10.752)

Less: Use of New Homes Bonus reserve (5.000)

Less: Once off use of provisions and reserves (5.942)

Total 236.218

Use of Provisions and Reserves
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Should all the above proposals be agreed, then this would leave a remaining gap of some
£5.942m to be funded by the once off use of reserves in 2016/17. This has been set out in the
Table C4 above.

If the need should arise to balance the budget for any in-year pressures using reserves, the
Executive Director for Resources & Regeneration advises that on going measures should be
identified to rectify this position as quickly as possible and in any event, by the following year.
The use of once off resources is therefore just delaying the need to make an equivalent level of
saving in the following year.

OTHER GRANTS AND FUTURE YEARS’ BUDGET STRATEGY

This section of the report considers three other funding streams which the Council
currently receives and implications for future years. These other funding streams are
Public Health, Better Care Fund, and various other grants. This section of the report is
structured as follows:

Better Care Fund 2016/17

Public Health Grant 2016/17

Various other grants 2016/17 — reduced with net impact £1.4m
Future Years’ Budget Strategy 2016/17 onwards

Better Care Fund

The national Better Care Fund (BCF) was announced by the Government in the June
2013 Spending Round, to support transformation and integration of health and social
care services to ensure local people receive better care. The BCF is a pooled budget
that shifts resources into social care and community services for the benefit of the NHS
and local government. The Better Care Fund does not represent an increase in funding
but rather a realignment of existing funding streams with new conditions attached.

For Lewisham the value in 2015/16 is £21.842m out of a national total of £3.8bn. The
local plan was approved by NHS England and the 2016/17 plan is currently being
developed. In particular, the 2016/17 plan will take into account those service areas
where spend has been lower than expected in 2015/16, with funds redirected to areas of
greater need. Individual allocations have not yet been announced but as the national
total, £3.9bn, is little different from last year’s only a small local increase is expected.

The Fund must be used in accordance with our final approved plan and through a
section 75 pooled fund agreement which is approved annually by Mayor and Cabinet in
May 2015 (with final details delegated to officers). The full value of the element of the
Fund linked to non-elective admissions reduction target is be paid over to Lewisham
Clinical Commissioning Group (CCG) at the start of the financial year. However, the
CCG may only release the full value of this funding into the pool if the proposed
admissions reduction target is met. If the target is not met, the CCG may only release
into the pool a part of that funding proportionate to the partial achievement of the target.
Any part of this funding that is not released into the pool due to the target not being met
must be dealt with in accordance with NHS England requirements. Contingency
arrangements to address this risk were put in place for 2015/16 and will be continued
into 2016/17.
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Public Health Grant

At the start of 2015/16, the Council was awarded a £20.1m Public Health Grant. This
was subject to an in-year reduction of £1.5m during the current financial year. During the
year current financial year responsibility and an annual budget of £7.4m for health
visiting was also transferred to local government as part of public health funding.

While the individual allocations have not yet been announced, further average
reductions of 3.9% are expected over the next four years on the total public health
funding. The grant remains ring-fenced and the agreed commitment of these funds will
therefore need to be reviewed annually and rebalanced to ensure the reductions are
met and funds are directed to those services and activities with the greatest public
health benefit.

Other Grants and Levies

Certain specific grants have been reduced or stopped in 2016/17 reducing funding by
approximately £1.405m. The main change is in respect of the Council Tax Freeze Grant
of approx. £1m. The Education Support Grant has been reduced by 9.4% to £3.5m for
2016/17 and is expected to be phased out over the following three years. The Lead
Local Flood grant £0.078m has been rolled in to the Settlement Funding Assessment
(SFA) from 2016/17.

The government has also rolled in to the SFA funding for the Care Act, which previously
had a net nil effect on the budget. This funding totals £1.5m in 2016/17, rising to £2.4m
by 2019/20 in their projections.

It is expected that, as the funding on specific grants reduces, the related cost of service
provision will also reduce as the Directorates manage their activities within the available
resources.

The Council is also required to levy monies totalling in the region of £1.6m for other
bodies, in addition to the Council Tax collected on behalf of the GLA (see Collection
Fund). These bodies are the London Pension Fund Agency, Lee Valley Regional Park,
and Environment Agency. At present the final amounts for 2016/17 have yet to be
confirmed and it is therefore assumed these will stay at their 2015/16 levels which are
set out in Appendix Y5. Any variations will be absorbed in the corporate provisions and
corrected for the following year.

Future Years’ Budget Strategy 2016/17 onwards

Revenue Budget

The Medium Term Financial Strategy was reported to Mayor & Cabinet in July 2015. This
set out that an estimated £72m of savings required from 2016/17 to 2019/20 over and
above £11m savings already agreed at that time. This position has been superseded by
the savings proposals submitted to Mayor and Cabinet in September and the provisional
local government finance settlement announced in December 2015.

The revised profile for savings required is now broadly;
e  £29m for 2016/17 (of which £17m has been identified with the balance being met
from once off resources),
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o  £22m for 2017/18 (of which £17m has been identified)
e £13m for 2018/19, and
e  £12m for 2019/20

If the budget for 2016/17 as set out in this report is agreed the expected additional
savings required are circa £15m per year for each of the three years 2017/18 to
2019/20. The Lewisham Future Programme (LFP) was established to carry out cross-
cutting and thematic reviews to deliver these savings. The savings report received by
the Mayor in September 2015 alongside this budget report presents the LFP work to
date. This continues and further savings proposals will be bought forward in 2016/17 to
close the budget gaps identified above.

TREASURY MANAGEMENT STRATEGY

This section sets out the Council’'s Treasury Management Strategy for 2015/16 and is
structured as follows:

. Capital Investment Plans

« Prudential Indicators

« Minimum Revenue Provision (MRP) Policy

« Borrowing Strategy including Treasury Indicators

. Debt Rescheduling

« Annual Investment Strategy

« Credit Worthiness Poilcy

« Prospects for Investment Returns

These elements cover the requirements of the Local Government Act 2003, the CIPFA
Prudential Code, the Department for Communities and Local Government guidance on
Minimum Revenue Provision (MRP) and Investments and the CIPFA Treasury
Management Code. The Council uses Capita Asset Services as its external treasury
management advisors. The Council recognises that responsibility for Treasury
Management decisions remain with the Council at all times and will ensure that undue
reliance is not placed upon external service providers.

Capital Investment Plans

The Treaury Management Strategy for 2016/17 incorporates the capital plans of the
Council, as set out in section 5 of this report.

The Council’s cash position is organised in accordance with the relevant professional
codes to ensure that sufficient funds are available to meet its obligations. This involves
both the organisation of the cash flow and, where capital plans require, the arrangement
of approporiate borrowing facilities.

The Council’s expected treasury portfolio position at 31 March 2016, with forward
projections is summarised below. Table D1 compares the actual external debt against
the Capital Financing Requirement (CFR) which is the underlying capital borrowing
need. This table illustrates over/(under) borrowing.

Table D1 — External Debt Projections

2014/15 2015/16 2016/17 2017/18 2018/19

Actual Expected Forecast Forecast Forecast

£m £m £m £m £m
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External Debt at 1 April 195.4 190.4 191.3 190.9 191.9
Change in External Debt (5.0) 0.9 (0.4) 1.0 (9.0)
Other Long-Term Liabilities 247.8 245.0 241.9 236.3 228.3
Gross Debt at 31 March 438.1 436.3 432.8 428.2 411.2
Capital Financing Requirement 478.5 483.0 484.0 476.0 465.6
at 31 March*

Borrowing — over / (under) (40.4) (46.7) (51.2) (47.8) (54.4)

*The Capital Financing Requirement includes the prudential borrowing figures shown in Table A2 of

Section 5 - Capital Programme.

Prudential Indicators

10.6

The prudential indicators comprise two parameters of external debt, the operational

boundary, and authorised limits, which ensure that the Council operates its activities
within well defined limits. The Council needs to ensure that its gross debt does not
exceed the total of the CFR in the preceding year, plus the estimates of any additional
CFR for the current and following two financial years. This allows some flexibility for
limited early borrowing for future years and ensures that borrowing is not undertaken for

revenue purposes.

10.7

The Executive Director for Resources and Regeneration reports that the Council has

complied with this prudential indicator in the current year to date and does not envisage
any difficulties for the future. This view takes into account current commitments, existing
plans, and the proposals in this report. The operational boundary and the authorised
limits for external debt are described in further detail in the following paragraphs.

The Operational Boundary for External debt

10.8

This is the limit which external debt is not normally expected to exceed. In most cases

this would be a similar figure to the CFR, but may be lower depending on the levels of
actual gross debt anticipated. The Council’s operational boundary is set out in Table D2.

Table D2: Operational Boundary

2015/16

Expected Forecast

£m

2016/17

£m

2017/18
Forecast

£m

2018/19
Forecast

£m

Maximum External Debt at 31 March 200.1 209.8 214.0 208.0
Other Long-Term Liabilities 245.0 2419 236.3 228.3
Operational Boundary for Year 4451 451.7 450.3 436.3

The Authorised Limit for External Debt
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10.9 This key prudential indicator represents a constraint on the maximum level of borrowing
and is a statutory limit determined under Section 3(1) of the Local Government Act
2003. The Government retains the power to control either the total of all Councils’ plans,
or those of a specific Council.

10.10 This is the limit beyond which external debt is prohibited and needs to be set by full
Council. It represents the level of external debt which, while not desired, could be
afforded in the short-term (i.e. up to one month), but is not sustainable in the longer
term. The Council is asked to approve the following authorised limits as set out in Table
D3.

Table D3 — Authorised Limits

2015/16 2016/17 2017/18 2018/19
Expected Forecast Forecast Forecast

£m £m £m £m
Operational Boundary for Year 4451 451.7 450.3 436.3
Provision for Non Receipt of
Expected |ncome 560 560 560 560
Authorised Limit for Year 501.1 507.7 506.3 492.3

10.11 In addition, the Council is also limited to a maximum Housing Revenue Account (HRA)
CFR by the DCLG through the self-financing regime. Table D4 sets out this limit:

Table D4 — HRA Debt Limit

2015/16 2016/17 201718  2018/19

Expected Forecast Forecast Forecast

£m £m £m £m
HRA Debt “Cap” (Statutory) 127.3 127.3 127.3 127.3
HRA Debt (CFR) at 31 March (74.8) (74.8) (74.8) (74.8)
HRA Borrowing “Headroom” 52.5 52.5 52.5 52.5

Minimum Revenue Provision (MRP) Policy

10.12 A proportion of the Council’s capital expenditure is not immediately financed from its
own resources. This results in a debt liability which must be charged to the Council Tax
over a period of time. This repayment, the Minimum Revenue Provision (MRP) must be
determined by the Council as being a prudent provision having regard to the CIPFA
Prudential Code for Capital Finance.

10.13 The MRP is the amount the Council charges to the revenue account and does not
correspond to the actual amount of debt repaid, which is determined by treasury related
issues. Historically the Council has applied a consistent MRP policy which comprises
prudential borrowing being repaid over the useful life of the asset concerned and
previous borrowing being repaid at the rate of 4% (equivalent to 25 years) of the
outstanding balance.

10.14 For 2016/17 it is proposed to change this policy to reflect the useful lives of the specific
asset classes on the Council’s balance sheet. It is proposed to move to:
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« A straight line MRP of 14% equivalent to seven years for plant and equipment
(such as IT and vehicles).

o A straight line MRP of 2.5% equivalent to forty years for property (such as land
and buildings).

10.15 As the majority by value of the Council’s assets is property, the impact of these
changes, subject to agreement with the Council’s external auditors, will be a reduction in
the annual debt servicing charge to the general fund. As part of this exercise the
assumed prudential borrowing attached to these assets will also be reviewed. While
these changes are not expected to breach the levels as currently set, once completed,
an updated CFR will be prepared and reported to members in the next Treasury update.

Borrowing Strategy (including Treasury Indicators)

10.16 The Council’s external debt as at 31 March 2016, gross borrowing plus long term
liabilities, is expected to be £436m. The Council’s borrowing strategy is consistent with
last year’s strategy. The Council is currently maintaining an under-borrowed position in
that the CFR is not been fully funded with loan debt, as cash supporting the Council’s
reserves, balances and cash flow has been used as an alternative funding measure. In
the current economic climate, this strategy is considered prudent while investment
returns are low, counterparty risk is higher than historic averages, and borrowing rates
are still relatively high.

10.17 The Executive Director for Resources and Regeneration will continue to monitor interest
rates in the financial markets and adopt a pragmatic and cautious approach to changing
circumstances. For instance, if it was felt that there was a significant risk of a sharp fall
in medium to long-term interest rates (e.g. due to a marked increase of risks around a
relapse into recession or risks of deflation in the economy), then long term borrowings
will be postponed and potential rescheduling from fixed rate funding into short-term
borrowing considered. Any such decisions would be reported to Mayor & Cabinet and
subsequently Council, at the next available opportunity.

10.18 Alternatively, if it was felt that there was a significant risk of a sharp rise in medium to
long-term interest rates than currently forecast (perhaps arising from a greater than
expected increase in the anticipated rate to US tapering of asset purchases or in world
economic activity driving inflation up), then the portfolio position will be re-appraised with
the likely action that fixed rate funding will be drawn, whilst interest rates are still lower
than forecast. Once again, any such decisions would be reported to Mayor & Cabinet
and subsequently Council, at the next available opportunity.

10.19 Members should note that the Council’s policy is not to borrow more than or in advance
of its needs purely in order to profit from the investment of the extra sums borrowed.
Any decision to borrow in advance will be within the approved CFR estimates, and will
be considered carefully to ensure that value for money can be demonstrated and that
the Council can ensure the security of such funds.

Treasury Indicators

10.20 There are three debt related treasury activity limits which restrain the activity of the
treasury function within certain limits. The purpose of these is to manage risk and
reduce the impact of any adverse movement in interest rates. These limits need to be
balanced against the requirement for the treasury function to retain some flexibility to
enable it to respond quickly to opportunities to reduce costs and improve performance.
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10.21 The debt related indicators are:

¢ Upper limits on variable interest rate exposure. This identifies a maximum limit for
variable interest rates based upon the debt position net of investments.

e Upper limits on fixed interest rate exposure. This is similar to the previous
indicator and covers a maximum limit on fixed interest rates;

e Maturity structure of borrowing. These gross limits are set to reduce the Council’s
exposure to large fixed rate sums falling due for refinancing and are required for

upper and lower limits.

10.22 Council is asked to approve the following treasury indicators and limits:

Table D5: Treasury Indicators and Limits

Interest rate exposures 2015/16 2016/17 2017/18
Upper Upper Upper

Limits on fixed interest rates:

. Debt only 100% 100% 100%

« Investments only 80% 80% 80%
Limits on variable interest rates

 Debt only 15% 15% 15%

« Investments only 75% 75% 75%

Maturity structure of fixed interest rate borrowing 2016/17

Maturity structure of variable interest rate borrowing 2016/1

Lower Upper
Under 12 months 0% 1%
12 months to 2 years 0% 0%
2 years to 5 years 0% 6%
5 years to 10 years 0% 4%
10 years to 20 years 0% 13%
20 years to 30 years 0% 5%
30 years to 40 years 0% 20%
40 years to 50 years 0% 51%

Lower Upper
30 years to 40 years 0% 60%
40 years to 50 years 0% 40%

The maturity structure guidance for Lender Option Borrower Option (LOBO) loan defines the

maturity date as being the next call date.

Debt Rescheduling

10.23 In the current economic environment and for the forseable future, shorter term
borrowing rates are expected to be lower than longer term fixed interest rates. As a
result, there may be potential opportunities to generate savings by switching debt from
long term to shorter term (principally by using internal balances). However, any such
savings need to be considered in the light of the current treasury position and the cost of
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10.24

10.25

10.26

10.27

10.28

10.29

debt repayment.

The Council has £112 m of LOBO loans (Lender’s Option Borrower’s Option) of which
£53m will be in their call period in 2016/17. In the event that the lender exercises the
option to change the rate or terms of the loan, the Council will consider the terms being
provided and also the option of repayment of the loan without penalty.

The Council currently holds balances which are invested and has borrowing, for capital
purposes. The Council continuously reviews the debt position to optimise its cashflow.
Consideration is therefore being given to rescheduling of debt which will be reported to
Mayor & Cabinet and subsequently to Council at the earliest meeting following its action.

Annual Investment Strategy
Introduction: changes to credit rating methodology

The main rating agencies (Fitch, Moody’s and Standard & Poor’s) have, through much
of the financial crisis, provided some institutions with a ratings “uplift” due to implied
levels of sovereign support. Commencing in 2015, in response to the evolving regulatory
regime, all three agencies have begun removing these “uplifts” with the timing of the
process determined by regulatory progress at the national level. The process has been
part of a wider reassessment of methodologies by each of the rating agencies. In
addition to the removal of implied support, new methodologies are now taking into
account additional factors, such as regulatory capital levels. In some cases, these
factors have “netted” each other off, to leave underlying ratings either unchanged or little
changed. A consequence of these new methodologies is that they have also lowered
the importance of the (Fitch) Support and Viability ratings and have seen the (Moody’s)
Financial Strength rating withdrawn by the agency.

In keeping with the agencies’ new methodologies, the rating element of our own credit
assessment process now focuses solely on the Short and Long Term ratings of an
institution. While this is the same process that has always been used for Standard &
Poor’s, this has been a change in the use of Fitch and Moody’s ratings. It is important to
stress that the other key elements to our process, namely the assessment of Rating
Watch and Outlook information as well as the Credit Default Swap (CDS) overlay have
not been changed.

The evolving regulatory environment, in tandem with the rating agencies’ new
methodologies also means that sovereign ratings are now of lesser importance in the
assessment process. Where through the crisis, clients typically assigned the highest
sovereign rating to their criteria, the new regulatory environment is attempting to break
the link between sovereign support and domestic financial institutions. This authority
understands the changes that have taken place, and is now proposing to specify a
minimum sovereign rating of AA- (previously AA). This is in relation to the fact that the
underlying domestic and where appropriate, international, economic and wider political
and social background no longer has as significant an influence on the ratings of a
financial institution.

It is important to stress that these rating agency changes do not reflect any changes in
the underlying status or credit quality of the institution. They are merely reflective of a
reassessment of rating agency methodologies in light of enacted and future expected
changes to the regulatory environment in which financial institutions operate. While
some banks have received lower credit ratings as a result of these changes, this does
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not mean that they are suddenly less credit worthy than they were formerly. Rather, in
the majority of cases, this mainly reflects the fact that implied sovereign government
support has effectively been withdrawn from banks. They are now expected to have
sufficiently strong balance sheets to be able to withstand foreseeable adverse financial
circumstances without government support. In fact, in many cases, the balance sheets
of banks are now much more robust than they were before the 2008 financial crisis
when they had higher ratings than now. However, this is not universally applicable,
leaving some entities with modestly lower ratings than they had through much of the
“support” phase of the financial crisis.

10.30 The Council’s investment policy has regard to the CLG’s Guidance on Local
Government Investments (“the Guidance”) and the revised CIPFA Treasury
Management in Public Services Code of Practice and Cross Sectoral Guidance Notes
(“the CIPFA TM Code”). The Council’s investment priorities will be security first, liquidity
second, and then return. Investment instruments identified for use in the financial year
are listed in Appendix Z3, under the ‘specified’ and ‘non-specified’ investments
categories. The proposed counterparty limits for 2015/16 are presented to Council for
approval in this same appendix.

10.31 In accordance with guidance from the Department for Communities and Local
Government and CIPFA, and in order to minimise the risk to investments, officers have
clearly stipulated the minimum acceptable credit quality of counterparties for inclusion
on the lending list. This has been set out at Appendix Z3. The creditworthiness
methodology used to create the counterparty list fully accounts for the ratings, watches
and outlooks published information by all three ratings agencies with a full
understanding of what these reflect in the eyes of each agency.

10.32 Continuing regulatory changes in the banking sector are designed to see greater
stability, lower risk and the removal of expectations of Government financial support
should an institution fail. This withdrawal of implied sovereign support is anticipated to
have an effect on ratings applied to institutions. This will result in the key ratings used to
monitor counterparties being the Short Term and Long Term ratings only. Viability,
Financial Strength and Support Ratings previously applied will effectively become
redundant. This change does not reflect deterioration in the credit environment but
rather a change of method in response to regulatory changes

10.33 Furthermore, officers recognise that ratings should not be the sole determinant of the
quality of an institution and that it is important to continually assess and monitor the
financial sector on both a micro and macro basis and in relation to the economic and
political environments in which institutions operate. The assessment will also take
account of information that reflects the opinion of the markets. Officers continue to
engage with the Council’s treasury management advisors to maintain a monitor on
market pricing such as “credit default swaps” and overlay that information on top of the
credit ratings. This is fully integrated into the credit methodology provided by the
advisors in producing its colour codings which show the varying degrees of suggested
institution creditworthiness. This has been set out in more detail at Appendix Z3.

10.34 Other information sources used include the financial press, share price and other such
information pertaining to the banking sector in order to establish the most robust scrutiny
process on the suitability of potential investment counterparties.

10.35 The aim of the strategy is to generate a list of highly creditworthy counterparties which
will also enable diversification and thus avoid a concentration of risk.
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10.36

10.37

10.38

10.39

10.40

Credit Worthiness policy

The Council’'s Treasury Management Team applies the creditworthiness service
provided by its treasury management advisors Capita Asset Services. This service
employs a sophisticated modelling approach utilising credit ratings from the three main
credit rating agencies, Fitch, Moody’s and Standard and Poor’s. The credit ratings of
counterparties are supplemented with the following overlays:

e credit watches and credit outlooks from credit rating agencies;

e CDS spreads to give early warning of likely changes in credit ratings;

e sovereign ratings to select counterparties from only the most creditworthy

countries.

This modelling approach combines credit ratings, credit watches and credit outlooks in a
weighted scoring system which is then combined with an overlay of CDS spreads for
which the end product is a series of colour coded bands which indicate the relative
creditworthiness of counterparties. These colour codes are used by the Council to
determine the suggested duration for investments. The Council will therefore use
counterparties within the following durational bands:

Yellow 2years”*

Purple 2 years

Blue 1 year (only applies to nationalised or semi nationalised UK Banks)
Orange 1 year

Red 6 months

Green 100 days

No colour not to be used

*for UK Government debt, or its equivalent, constant net asset value money market funds and
collateralised deposits where the collateral is UK Government debt

The Council’s creditworthiness policy has been set out at Appendix Z3.

Country limits

The Council has determined that it will only use approved counterparties from countries
with a minimum sovereign credit rating of AA- from Fitch (or equivalent). The list of
countries that qualify using this credit criteria as at the date of this report are shown in
Appendix Z4. This list will be added to, or deducted from, by officers should country
ratings change in accordance with this policy.

Part nationalised banks

In the 2013/14 mid year strategy it was agreed that the maximum deposit limits with part
nationalised banks be increased to £65m from £50m. This was reduced to £40m from
April 2015 as the government began reducing their support for these banks.

This scale back is as a result of the following recent events:

e The results of the 2014 Bank of England (BoE) Stress tests

e The Government’s intention to complete the sale of its shareholdings in Lloyds
Banking Group and extend the reduction of their stage in the Royal Bank of Scotland
(RBS) Group.

In the 2015 Summer Budget the Chancellor confirmed this process will continue.
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Investment Policy

10.41 Investments will be made with reference to the core balances and cashflow
requirements and the outlook for short-term interest rates (i.e. rates for investments up
to 24 months). In order to maintain sufficient liquidity, the Council will seek to utilise its
instant access call accounts, money market funds and short-dated deposits (overnight
to three months) in order to benefit from the compounding of interest. The remainder of
its investments will be placed in fixed term deposits of up to 24 (previously 12 months)
months to generate maximum return. The Council will not invest in any fixed term
deposit facility exceeding 2 years.

10.42 This increase from 1 to 2 years is as a result of improved bank regualtion and stability
following stronger recent UK and European stress testing which the banks have passed.

10.43 In the light of the continued predictions for low savings rates for sometime to come, the
Council, with support from it advisors, is assessing the potential risk and return offered
by investing for longer (five or more years) in pooled asset funds. This policy is set with
regard to the Council’s liquidity requirements and to reduce the risk of a forced sub-
optimal early sale of an investment.

10.44 The Treasury Policy is therefore amended to enable this type of investment to be
entered into if, within the forecast cashflow for the Council, it would meet the objectives
of the policy for security, liquidity and return.

Prospects for Investment Returns

10.45 The Bank Rate is forecast to remain unchanged at 0.5% before starting to rise from
quarter 2 of 2016. Bank Rate forecasts for financial year ends (March) are:

e 2016/17 1.00%
o 2017/18 1.75%
e 2018/19 2.00%

10.46 The suggested budgeted investment earnings rates for returns on investments placed
for periods up to 100 days during each financial year for the next eight years are as
follows:

e 2016/17 0.90%
e 2017/18 1.50%
e 2018/19 2.00%
e 2019/20 2.25%
e 2020/21 2.50%
e 2021/22 3.00%
o 2022/23 3.00%
e Later years 3.00%

10.47 The overall balance of risks to these forecasts is currently to the downside (i.e. start of
increases in Bank Rate occurs later). However, should the pace of growth quicken and /
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10.48

10.49

11

11.1

11.2

11.3

11.4

12.

121

or forecasts for increases in inflation rise, there could be an upside risk. A more
extensive table of interest rate forecasts for 2015/16, including Public Works Loan Board
(PWLB) borrowing rate forecasts is set out in Appendix Z1.

Summary

This section, in accordance with statutory requirements, sets out the Council’s Treasury
Management Strategy for 2016/17. The approach remains broadly the same with the
following changes proposed:

° A change to the MRP policy to split property and plant & equipment assets and
apply a straightline percentage of 2.5% and 14.3% respectively to each and a
review of the levels of associated prudential borrowing.

. Note the proposed consideration of the opportunity for reducing risk and making
savings in the short term (the next five years) by running down investment
balances by repaying some of the PWLB debt prematurely.

e  Change the minimum soveriegn rating to AA-.

o Increase the yellow and purple durational bands from 1 to 2 years.

o Inclusion of the option to invest for more than one year in pooled property asset
funds in the future.

At the end of the financial year, the officers will report to the Council on investment
activity for the year as part of its Annual Treasury Report (included in the Council’s
outturn report).

CONSULTATION ON THE BUDGET

In setting the various budgets, it is important to have extensive engagement with citizens to
consider the overarching challenge facing public services in Lewisham over the next few years.
To this end, the Council has undertaken a range of engagement and specific consultation
exercises. The specific consultation exercises were:

Rent Setting and Housing Panel

As in previous years, tenants’ consultation was in line with Residents’ Compact
arrangements. This provided tenant representatives of Lewisham Homes with an
opportunity in December 2015 at the joint Housing Panel meeting to consider the
positions and to feedback any views to Mayor & Cabinet. Tenant representative of
Brockley convened their Brockley Residents’ Board in December 2015 to hear the
proposals and fed back.

Details of comments from the residents’ meetings have been set out in Appendix X2.
Business Ratepayers

Representatives of business ratepayers are being consulted online on Council’s outline
budget between 21 January and 4 February 2015. The results of this consultation will be
made available in the Budget Report Update presented to Mayor and Cabinet on 17
February 2015.

FINANCIAL IMPLICATIONS

This entire report deals with the Council’s Budget. Therefore, the financial implications are
explained throughout.
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13. LEGAL IMPLICATIONS

13.1 Many legal implications are referred to in the body of the report. Particular attention is
drawn to the following:

Capital Programme

13.2 Generally, only expenditure relating to tangible assets (e.g. roads, buildings or other
structures, plant, machinery, apparatus and vehicles) can be regarded as capital
expenditure. (Section 16 Local Government Act 2003 and regulations made under it).

13.3 The Local Government Act 2003 introduced a prudential system of financial control,
replacing a system of credit approvals with a system whereby local authorities are free
to borrow or invest so long as their capital spending plans are affordable, prudent, and
sustainable. Authorities are required to determine and keep under review how much
they can afford to borrow having regard to CIPFA’s Prudential Code of Capital Finance
in Local Authorities. The Code requires that in making borrowing and investment
decisions, the Council is to take account of affordability, prudence, and sustainability,
value for money, stewardship of assets, service objectives, and practicality.

13.4 Section 11 Local Government Act 2003 allows for regulations to be made requiring an
amount equal to the whole or any part of a capital receipt to be paid to the Secretary of
State. Since April 2013 there has been no requirement to set aside capital receipts on
housing land (S12013/476). For right to buy receipts, the Council can retain 25% of the
net receipt (after taking off transaction costs) and is then entitled to enter an agreement
with the Secretary of State to fund replacement homes with the balance. Conditions on
the use of the balance of the receipts are that spending has to happen within three
years and that 70% of the funding needs to come from Council revenue or borrowing. If
the funding is not used within three years, it has to be paid to the Department for
Communities for Local Government, with interest.

Housing Revenue Account

13.5 Section 24 of the Housing Act 1985 provides that a local authority may make such
reasonable charges as they determine for the tenancy or occupation of their houses.
The Council must review rents from time to time and make such charges as
circumstances require.

13.6 Under the Local Government and Housing Act 1989, the Council is obliged to maintain a
separate HRA (Section 74) and by Section 76 must prevent a debit balance on that
account. Rents must therefore be set to avoid such a debit.

13.7 By Schedule 4 of the same Act where benefits or amenities arising out of a housing
authority functions are provided for persons housed by the authority but are shared by
the community, the Authority must make such contribution to the HRA from their other
revenues to properly reflect the community’s share of the benefits/amenities.

13.8 The process for varying the terms of a secure tenancy is set out in Sections 102 and
103 of the Housing Act 1985. It requires the Council to serve notice of variation at least
four weeks before the effective date; the provision of sufficient information to explain the
variation; and an opportunity for the tenant to serve a Notice to Quit ending their
tenancy.
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13.9 Where the outcome of the rent setting process involves significant changes to housing
management practice or policy, further consultation may be required with the tenants’
affected in accordance with section 105 of the Housing Act 1985.

13.10 Part 7 of the Localism Act 2011 abolished HRA subsidy and moved to a system of self
financing in which Councils are allowed to keep the rents received locally to support
their housing stock. Section 174 of the same Act provides for agreements between the
Secretary of State and Councils to allow Councils not to have to pay a proportion of their
capital receipts to the Secretary of State if he/she approves the purpose to which it
would be put.

Balanced Budget

13.11 Members have a duty to ensure that the Council acts lawfully. It must set and maintain a
balanced budget each year. The Council must take steps to deal with any projected
overspends and identify savings or other measures to bring the budget under control. If
the Capital Programme is overspending, this may be brought back into line through
savings, slippage, or contributions from revenue. The proposals in this report are
designed to produce a balanced budget in 2015/16.

13.12 In this context, Members are reminded of their fiduciary duty to the Council Tax payer,
effectively to act as trustee of the Council’s resources and to ensure proper
custodianship of Council funds.

An annual budget

13.13 By law, the setting of the Council’s budget is an annual process. However, to enable
meaningful planning, a number of savings proposals for this year, 2016/17, were
anticipated in the course of the budget process. They were the subject of full report at
that time and they are now listed in Appendix Y1. Members are asked now to approve
and endorse those reductions for this year. This report is predicated on taking all of the
agreed and proposed savings. If not, any shortfall will have to be met through
adjustments to the annual budget in this report.

13.14 The body of the report refers to the various consultation (for example with tenants’ and
business) which the Council has carried out/is carrying out in accordance with statutory
requirements relating to this budget process. The Mayor must consider the outcome of
that consultation with an open mind before reaching a decision about his final proposals
to Council. It is noted that the outcome of consultation with business rate payers will
only be available from the 4 February 2015 and any decisions about the Mayor’s
proposals on the budget are subject to consideration of that consultation response.

Referendum

13.15 Sections 72 of the Localism Act 2011 and Schedules 5 to 7 amended the provisions
governing the calculation of Council Tax. They provide that if a Council seeks to impose
a Council Tax increase in excess of limits fixed by the Secretary of State, then a Council
Tax referendum must be held, the results of which are binding. The Council may not
implement an increase which exceeds the Secretary of State’s limits without holding the
referendum. Were the Council to seek to exceed the threshold, substitute calculations
which do not exceed the threshold would also have to be drawn up. These would apply
in the event that the result of the referendum is not to approve the “excessive” rise in
Council Tax.
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13.16 In relation to each year the Council, as billing authority, must calculate the Council Tax
requirement and basic amount of tax as set out in Section 31A and 31B of the Local
Government Finance Act 1992. These statutory calculations appear Appendix Y5.

Robustness of estimates and adequacy of reserves

13.17 Section 25 of the Local Government Act 2003 requires, when the authority is making its
calculations under s32 of the Local Government Finance Act 1992, the Chief Finance
Officer to report to it on:-

(a) the robustness of the estimates made for the purposes of the Calculations; and
(b) the adequacy of the proposed financial reserves.

13.18 The Chief Financial Officer’s section 25 statement will be appended to the Budget
Report update to Mayor & Cabinet on 17 February 2015.

Treasury Strateqy

13.19 Authorities are also required to produce and keep under review for the forthcoming year
a range of indicators based on actual figures. These are set out in the report. The
CIPFA Treasury Management Code of Practice says that movement may be made
between the various indicators during the year by an Authority’s Chief Finance Officer
as long as the indicators for the total Authorised Limit and the total Operational
Boundary for external debt remain unchanged. Any such changes are to be reported to
the next meeting of the Council.

13.20 Under Section 5 of the 2003 Act, the prudential indicator for the total Authorised Limit for
external debt is deemed to be increased by an amount of any unforeseen payment
which becomes due to the Authority within the period to which the limit relates which
would include for example additional external funding becoming available but not taken
into account by the Authority when determining the Authorised Limit. Where Section 5 of
the Act is relied upon to borrow above the Authorised Limit, the Code requires that this
fact is reported to the next meeting of the Council.

13.21 Authority is delegated to the Executive Director for Resources & Regeneration to make
amendments to the limits on the Council’s counterparty list and to undertake Treasury
Management in accordance with the CIPFA Treasury Management Code of Practice
and the Council's Treasury Policy Statement.

Constitutional provisions

13.22 Legislation provides that it is the responsibility of the full Council to set the Council’s
budget. Once the budget has been set, save for those decisions which he is precluded
from, it is for the Mayor to make decisions in accordance with the statutory policy
framework and that are not wholly inconsistent with the budget. It is for the Mayor to
have overall responsibility for preparing the draft budget for submission to the Council to
consider. If the Council does not accept the Mayor’s proposals it may object to them and
ask him to reconsider. The Mayor must then reconsider and submit proposals (amended
or unamended) back to the Council which may only overturn them by a two-thirds
majority.

13.23 For these purposes the term “budget” means the “budget requirement (as provided for in
the Local Government Finance Act 1992) all the components of the budgetary
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allocations to different services and projects, proposed taxation levels, contingency
funds (reserves and balances) and any plan or strategy for the control of the local
authority’s borrowing or capital expenditure.” (Chapter 2 statutory guidance).

13.24 Authorities are advised by the statutory guidance to adopt an inclusive approach to
preparing the draft budget, to ensure that councillors in general have the opportunity to
be involved in the process. However it is clear that it is for the Mayor to take the lead in
that process and proposals to be considered should come from him. The preparation of
the proposals in this report has involved the Council’s select committees and the Public
Accounts Select Committee in particular, thereby complying with the statutory guidance.

Statutory duties and powers

13.25 The Council has a number of statutory duties which it must fulfil by law. It cannot lawfully
decide not to carry out those duties. However, even where there is a statutory duty, the
Council often has discretion about the level of service provision. Where a service is
provided by virtue of a Council power rather than a duty, the Council is not bound to
carry out those activities, though decisions about them must be taken in accordance
with the decision making requirements of administrative law. In so far as this report
deals with reductions in service provision in relation to a specific service, this has been
dealt with in the separate savings report that accompanies this budget report.

Reasonableness and proper process

13.26 Decisions must be made reasonably taking into account all relevant considerations and
ignoring irrelevancies. Members will see that in relation to the proposed savings there is
and a summary at Appendix Y2. If the Mayor decides that the budget for that service
must be reduced, the Council’s reorganisation procedure applies. Staff consultation in
accordance with that procedure will be conducted and in accordance with normal
Council practice, the final decision would be made by the relevant Executive Director
under delegated authority.

Staff consultation

13.27 Where proposals, if accepted, would result in 100 redundancies or more within a 90 day
period, an employer is required by Section 188 of the Trade Union and Labour Relations
(Consolidation) Act 1992 as amended, to consult with the representatives of those who
may be affected by the proposals. The consultation period is at least 45 days. Where
the number is 20 or more, but 99 or less the consultation period is 30 days. This
requirement is in addition to the consultation with individuals affected by redundancy
and/or reorganisation under the Council’s own procedure.

Best Value

13.28 Under section 3 of the Local Government Act 1999, the Council is under a best value
duty to secure continuous improvement in the way its functions are exercised, having
regard to a combination of economy, efficiency, and effectiveness. It must have regard
to this duty in making decisions in relation to this report.

Integration with health
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13.29 Members are reminded that provisions under the Health and Social Care Act 2012
require local authorities in the exercise of their functions to have regard to the need to
integrate their services with health.

14 HUMAN RESOURCES IMPLICATIONS

14.1. There are no specific human resources implications arising from this report. Any such
implications were considered as part of the revenue budget savings proposals
presented to Mayor & Cabinet on 30 September 2015. A summary of the savings
proposals are attached at Appendix Y2 to this report.

15. CRIME AND DISORDER

15.1. Section 17 of the Crime and Disorder Act 1998 requires the Council when it exercises its
functions to have regard to the likely effect of the exercise of those functions on, and the
need to do all that it reasonably can to prevent, crime and disorder in its area.

15.2. There are no specific crime and disorder implications arising from this report.
16. EQUALITIES

16.1. The Equality Act 2010 (the Act) introduced a new public sector equality duty (the
equality duty or the duty). It covers the following nine protected characteristics: age,
disability, gender reassignment, marriage and civil partnership, pregnancy and
maternity, race, religion or belief, sex and sexual orientation.

16.2. In summary, the Council must, in the exercise of its functions, have due regard to the

need to:

¢ eliminate unlawful discrimination, harassment and victimisation and other conduct
prohibited by the Act.

e advance equality of opportunity between people who share a protected characteristic
and those who do not.

o foster good relations between people who share a protected characteristic and those
who do not.

16.3. The duty continues to be a “have regard duty”, and the weight to be attached to it is a
matter for the Mayor, bearing in mind the issues of relevance and proportionality. It is
not an absolute requirement to eliminate unlawful discrimination, advance equality of
opportunity or foster good relations. Assessing the potential impact on equality of
proposed changes to policies, procedures and practices is one of the key ways in which
the Council can demonstrate that they have had ‘due regard’.

16.4. The Equality and Human Rights Commission has recently issued Technical Guidance
on the Public Sector Equality Duty and statutory guidance entitled “Equality Act 2010
Services, Public Functions & Associations Statutory Code of Practice”. The Council
must have regard to the statutory code in so far as it relates to the duty and attention is
drawn to Chapter 11 which deals particularly with the equality duty The Technical
Guidance also covers what public authorities should do to meet the duty. This includes
steps that are legally required, as well as recommended actions. The guidance does not
have statutory force but nonetheless regard should be had to it, as failure to do so
without compelling reason would be of evidential value. The statutory code and the
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technical guidance can be found at: http://www.equalityhumanrights.com/legal-and-
policy/equality-act/equality-act-codes-of-practice-and-technical-quidance/

16.5. The Equality and Human Rights Commission (EHRC) has previously issued five guides
for public authorities in England giving advice on the equality duty:

The essential guide to the public sector equality duty
Meeting the equality duty in policy and decision-making
Engagement and the equality duty

Equality objectives and the equality duty

Equality information and the equality duty

oo~

16.6. The essential guide provides an overview of the equality duty requirements including the
general equality duty, the specific duties, and who they apply to. It covers what public
authorities should do to meet the duty including steps that are legally required, as well
as recommended actions. The other four documents provide more detailed guidance on
key areas and advice on good practice. Further information and resources are available
at: http://www.equalityhumanrights.com/advice-and-guidance/public-sector-equality-
duty/guidance-on-the-equality-duty/

16.7. The EHRC has also issued Guidance entitled “Making Fair Financial Decisions”. It
appears at Appendix Y6 and attention is drawn to its contents.

16.8. Assessing impact on equality is not an end to itself and it should be tailored to, and be
proportionate to, the decision being made. Whether it is proportionate for the Council to
conduct an Equalities Analysis Assessment of the impact on equality of a financial
decision or not depends on its relevance to the Authority’s particular function and its
likely impact on people from protected groups, including staff.

16.9. Where savings proposals are anticipated to have an impact on staffing levels, it will be
subject to consultation as stipulated within the Council’s Employment/Change
Management policies, and services will be required to undertake an Equalities Analysis
Assessment (EAA) as part of their restructuring process.

16.10. It is also important to note that the Council is subject to the Human Rights Act, and
should therefore, also consider the potential impact their particular decisions could have
on human rights. Where particular savings have such implications, they are dealt with in
relation to those particular reports.

17. ENVIRONMENTAL IMPLICATIONS

17.1. Section 40 of the Natural Environment and Rural Communities Act 2006 states that:
‘every public authority must, in exercising its functions, have regard, so far as is
consistent with the proper exercise of those functions, to the purpose of conserving
biodiversity’. No such implications have been identified in relation to the reductions
proposals.

17.2. There are no specific environmental implications arising from this report.

18. CONCLUSION
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18.1.

19.

20.

This report sets out the information necessary for the Council to set the 2016/17 budget.

Updates will be made to this report at Mayor & Cabinet on 17 February 2016. Final

decisions will be taken at the meeting of full Council on 24 February 2016.

BACKGROUND DOCUMENTS AND FURTHER INFORMATION

Short Title of Date Location Contact

Medium Term Financial Strategy | 14 July 2015 Sth Floor - -
(M&C) Laurence House David Austin
30 September

Savings Proposals for 2015/16 (M&C) 9 Sth Flogg David Austin
December Laurence House
2015 (M&C)

Setting the Council Tax Base &

Discounts for Second Homes 20 January pin Floor David Austin

and Empty Properties

2016 (Council)

Laurence House

For further information on this report, please contact:

Janet Senior

Executive Director for Resources & Regeneration on 020 8314 8013

David Austin

Head of Corporate Resources on 020 8314 9114

Shola Ojo

Principal Accountant, Strategic Finance on 020 8314 7778

APPENDICES

Capital Programme

W1 2015/16 to 2019/20 Capital Programme — Major Projects
w2 Proposed Capital Programme — Original to latest Budget

Housing Revenue Account

X1 Proposed Housing Revenue Account Savings 2016/17
X2 Tenants’ rent consultation 2016/17 - To follow

X3 Leasehold and Tenants charges consultation 2016/17
X4 Leasehold and Tenants charges and Lewisham Homes Budget Strategy 2016/17
X5  Other associated housing charges for 2016/17

General Fund

Y1 Summary of previously agreed budget savings for 2016/17 and 2017/18
Y2  Summary of Proposed Revenue Budget savings 2016/17 and 2017/18

Y3 Ready Reckoner for Council Tax 2016/17

Y4 Chief Financial Officer’'s Section 25 Statement — To follow M&C 17t February 2016
Y5  Council Tax and Statutory Calculations
Y6 Making Fair Financial Decisions
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Treasury Management

Z1
Z2
Z3

Z4
Z5

Interest Rate Forecasts 2016 — 2019
Economic Background

Credit Worthiness Policy (Linked to Treasury Management Practice (TMP1) —

Credit and Counterparty Risk Management)
Approved countries for investments
Requirement of the CIPFA Management Code of Practice
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APPENDIX W1: 2015/16 to 2019/20 Capital Programme — Major Projects

APPENDIX W1

2015/2016 TO 2019/2020 CAPITAL PROGRAMME - MAJOR PROJECTS

. . 2015/16 | 2016/17 2018/19 | 2019/20 | Total
Major Projects over £2m
£m £m £m £m £m
GENERAL FUND
BSF - Sydenham (D&B) 6.1
Schools - Primary Places Programme 34.2
Schools - Other Capital Works 1.2 12| 13.6
Highways & Bridges - TfL 59
Highways & Bridges - LBL 3.5 3.5 3.5| 18.0
Catford TC (inc Broadway & Milford
Towers) Regeneration 8.9
Asset Management Programme - Non
Schools 3.0 3.0 10.2
Kender and Excalibur Regenerati 1.1 1.5 5.8
Heathside & Lethbridge Reger 2.3 5.0 7.6
Lewisham Homes — Property 4.0 9.0| 20.0
Ladywell Pop-Up Villz 1.5 .8 51
Disabled Facilities £ 0.7 0.7 0.7 2.8
Private Sector s and Loa 0.6 0.6 0.6 2.4
Other Schemes 7.2 1.1 1.1 241
431 16.2 10.1 16.0 | 164.7
HOUSING REVENUE ACCOUNT
Customer Services 6.8 51.3 53.2 4 51112.2
Lewisham Homes 32.0 34.8 36.4 37.2 38.0178.4
38.8 86.1 89.6 37.6 38.5 | 290.6
TOTAL PROGRAMME 118.1 129.2 105.8 47.7 54.5 | 455.3
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APPENDIX W2: Proposed Capital Programme - Original to latest Budget

APPENDIX W2

PROPOSED CAPITAL PROGRAMME - ORIGINAL TO LATEST BUDGET

GENERAL FUND
Original Budget (Feb 2015)

New Schemes during the year

2016 Schools Minor Works Programme

Grove Park Streetscape Improvements

Loan to CRPL ( Brookdale)

Catford Enterprise Hubs and Creative Warkshop
Centre

CRM Upgrade ( ICT Roadmap Programme)
Thurston Road Industrial Estate = BustiStop
Accessibility & Footway Imp.

Church Grove GroupSeif,—Build Housing
Borough Wide 20 MPH Zone

New Homes , Bétter Place - Besson Street
Development

Deptford SouthernSitesqRegeneration
Reintegration'&,Aftereare Lewisham ("REAL) Service
Bus Stop Accessibility —Heathside & Lethbridge
Estate

Bus Stop Accessibility~ Conington Road

19/20 Rolling Programmes
LBL Highways
Schools AMP

19/20 New Scheme
Kender New Build Grant: Phase 3 South (NDC)-

Approved variations on existing schemes
14/15 Underspends on various schemes

Primary Places Programme — Additional funding
Ladywell Pop-up Village — Transferred from HRA
TfL Highways programme — Additional Grant

Total
£000

2,750
1,223
RA25

546
350

223
125
110

75
75
51

24
21

3,500

1,200

14,900
5,983
2,460
2,192

Total
£000

120,619

6,748

4,700

1,485
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Heathside & Lethbridge - Partnership Works (Phase 6)
- Additional funding

Surrey Canal — NLL ( S106 Funded) — Additional Grant
Ladywell Pop-up Village — Additional Budget

Heathside & Lethbridge - Partnership Works (Phase 5)
- Additional funding

Cycle Quiteway 1 ( S 106 Funded) - Additional Grant
Tackling Empty Homes — Rounds 1& 2 — Additional
Grant

Drumbeat 61" Form School ( Brockley Site) — Phase 3 —
Additional funding

Sydenham Park Footbridge — Additional funding
Monson (HTG) School - Additional funding
Folkestone Garden Improvements — Additional
Deptford High Street Major Scheme — Additio
Other variations

Latest Budget
HOUSING REVEN

Original Budget (Feb 2015)

1,087
976
800

797
482

324

220
150
100

76

2,466
6,387

-19,370

31,108

164,660

303,670

-10,517
-2,460

290,693

455,353
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APPENDIX X1: Proposed Housing Revenue Account Savings 2016/17

X1.1

X1.2

X1.3

X1.4

X1.5

The HRA strategy and self-financing assessments are continually
updated and developed with the view to ensuring resources are
available to meet costs and investment needs and are funded for
2016/17 and future years.

Savings and efficiencies delivered in the 2016/17 budget can be re-
invested to off-sent constrained rent rises or to help bridge any
investment gap identified. As a prudent measure the original financial
model was developed with no savings identified. Subsequently,
discussions have taken place regarding appropriate savings and
‘target’ management and maintenance costs pér unit. For example,
there is already an assumed reduction in thefLewisham Homes fee in
2016/17 to reflect stock losses through Right'to Buy, Sales. The savings
and growth below are part of the process, to reduce‘costs to enable
reinvestment in priority areas. The package of savings proposed by
way of this report can mostly be délivered through efficiencies in back
office services.

Officers, together with Lewisham Homes, have already identified a
saving of £1m arising frdm @aweduction intRepairs and Maintenance
allocations. This budget has underspent by at least this amount in the
last financial year and is expected to de,so again, in the current year.
This is as a resultiof.the Decent Homes improvements carried out over
the last four years.

Further savings are expected once\a review of other assent investment
priorities is competed in January 2016.

Anupdate of the HRA Strategy, Savings Proposals, proposed rent &
service chargeéjincreases and comments from consultation with tenant
representatives will be‘reported to Mayor & Cabinet as part of the HRA
Rents and budgetistrategy report. Mayor & Cabinet will make the final
budget decisions in the new year.
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APPENDIX X2: Tenants’ Rent consultation 2016/17

The Tenants' rent consultation meetings took place on 17" December 2015,
with Brockley tenants but was not quorate and further postal consultation took
place in late December 2015, and on 17t December 2015 with Lewisham
Homes managed tenants. Excalibur tenants consultation took place via letters
and report sent to the committee in December 2015.

Summary of responses to follow.
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APPENDIX X3: Leasehold and Tenants Charges Consultation 2016/17

Committee Brockley Residents Board Iltem No

Report Title Leasehold and Tenant Charges Consultation

Contributor Regenter Brockley Operations Manager

Class Decision Date December 2015

1 Summary

1.1 The report sets out proposals to increase service eharges to ensure full
cost recovery in line with Lewisham Council’s budget,strategy.

1.2  The report requests Brockley Residents Panel members te, consider
the proposals to increase servicé charges based on an upliftiof 1.8%
for 2016/17 on specific elements. This is based on full cost recovery in
line with previous years’ proposals.

2 Policy Context

2.1 The policy context for leasehold and tenant service charges is a
mixture of stat@tory and Council Policy.

2.2  The Councils Housing Revenue'Aecount is a ringfenced revenue
account. The account is réquired tQ contain only those charges directly
relatedyto the management of‘the Council’'s Housing stock. This
fequiresthat leaseholder charges reflect the true cost of maintaining
their properties,whereithe provision of their lease allows. This prevents
the situation oecurring'where tenants are subsidising the cost of
leaseholders whohave purchased their properties.

3. Recommendations

3.1 The Brockley Residents Panel is requested to consider and comment
on the proposals contained in this report and the feedback from the
residents will be presented to Mayor and Cabinet as part of the wider
rent setting report.

4, Purpose

4.1  The purpose of the report is to:

o outline the proposals for increases in service charges in line with
the contract arrangements for leaseholders and tenants to
recover costs incurred for providing these services
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5.2

5.3

54

5.5

Housing Revenue Account Charges

There are a number of charges made to residents which are not
covered through rents. These charges are principally:

. Leasehold Service Charges
) Tenant Service Charges

A service charge levy is applied to Tenants for caretaking, grounds
maintenance, communal lighting, bulk waste collection and window
cleaning. Tenants also pay a Tenants Fund Levy which is passed onto
the Tenants Fund as a grant.

The key principles that should be considered when setting service
charges are that:

. The charge should be fair and be no more or less than the cost
of providing the service

. The charge can be easily explained

o The charge represents value fonpmoney

. The charging basiSrallocates costs fairly amongst those
receiving the service

. The charge to all residentsiiving in a block will be the same

The principlefoffull'eost recovery ensures that residents pay for
services consumed and minimises any pressures in the Housing
Revenue“Aecount in providing these services. This is in line with the
current budgetystrategy.

In'the currenbeconomic environment it must however be recognised
that for some‘residentsithis may represent a significant financial strain.
Those in receipt of housing benefit will receive housing benefit on
increased service charges. Approximately 50% of council tenants are
in receipt of housing benefit.

Analysis of full cost recovery

The following section provides analysis on the impact on individuals of
increasing charges to the level required to ensure full cost recovery.
The tables indicate the overall level of increases.

Leasehold service charges

6.2

The basis of the leasehold management charge has been reviewed
and externally audited this summer to reflect the actual cost of the
service. In line with best practice in the sector this is now a fixed cost
rather than a variable cost. The management charge is £53.00 for
street properties and £145.31 for blocks.
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6.3  The uplift in leaseholder charges should reflect full cost recovery for the
type of service undertaken. It is proposed that any uplift is applied at
1.8% (RPI (September 2015) +1%).
6.4  The following table sets out the average weekly increase for the current
services provided by Regenter Brockley:
Leasehold Current New Weekl %
Service Weekly y °
No. Weekly Increase | Increase
Charge
Caretaking 371 £3.55 £3.61 £0.06 1.80%
Grounds 368 £2.00 £2.04 £0.04 1.80%
Maintenance
Lighting 389 4 £0.75 £0.01 1.80%
Bulk Waste 362 £1. £1.23 £0.02 1.80%
Window £0.09|  £0.00|  0.00%
Cleaning
Resident £0.24|  £0.00|  0.00%
Involvement
gustomer £0.35|  £0.00|  0.00%
ervices
£0.19 £0.00 0.00%
£0.55 £0.01 1.80%
£0.33 £0.01 1.80%
Entry Phone 139 £0.05 £0.05 £0.00 0.00%
Lift 235 £0.30 £0.30 £0.00 0.00%
';":‘;ageme”t 532 £1.65 £1.65 £0.00|  0.00%
Total £11.22 11.38 0.15 1.80%
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Tenant service charges

6.5

6.6

6.7

6.8

Tenant service charges were separated out from rent (unpooled) in
2003/04, and have been increased by inflation since then. RB3 took
over the provision of the caretaking and grounds maintenance services
in 2007/08. Both tenants and leaseholders pay caretaking, grounds
maintenance, communal lighting, bulk waste collection and window
cleaning service charges.

In addition, tenants pay a contribution of £0.13pw to the Lewisham
Tenants Fund. At present there are no plans to increase the Tenants
Fund charges.

In order to ensure full cost recovery, tenant’
caretaking, grounds maintenance and oth
increased in line with the percentage i

ice charges for
s should be

service charges. Overall, charges a increased by an
average of £0.78pw which would weekly
charge from £7.72 to £8.50.

The effect of increases in tenant se ges to a level that covers

the full cost of providing ice i ut in the table below.

y | %

Increase | increase
£ %
0.63 1.80
0.03 1.80
0.01 1.80
Bulk Waste 1.21 1.23 0.02 1.80
Window 009| 018 0.09 1.80
Cleaning
Tenants fund 0.13 0.13 0.00 0.00
Total 7.72 8.5 0.78 1.80
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6.13

8.2

8.3

8.4

8.5

8.6

The RB3 Board is asked for their views on these charges from April
2016 to March 17. Results of the consultation will be presented to
Mayor and Cabinet for approval in February 2016

Financial implications

The main financial implications are set out in the body of the report.

Legal implications

Section 24 of the Housing Act 1985 provides that a local housing
authority may make such reasonable charges as'they determine for the
tenancy or occupation of their houses. The Adthority must review rents
from time to time and make such changes as circumstances require.
Within this discretion there is no one lawful’'option‘and any reasonable
option may be looked at. The consequences of eachioption must be
explained fully so that Members understand the implications of their
decisions.

Section 76 of the Local GovernmentianddHousing Act 1989 provides
that local housing authorities are under@a duty to prevent a debit
balance in the HRA. Rents must,thereforebe set to avoid such a debit.

Section 103 of the Housing'Act 1985 sets,out the terms under which
secure tenanci€s may, be varied.4l'his requires —

- the Council to serve a Notice of Variation at least 4 weeks
beforéithe efféctive date;

- the provision of sufficientinformation to explain the variation;

- aniepportunity for the tenant to serve a Notice to Quit
terminatingtheir tenancy.

The timetable forthe consideration of the 2016/17 rent levels provides
an.adequate period to ensure that legislative requirements are met.

Part llI"efiSchédule 4 of the Local Government and Housing Act 1989
provides that where benefits or amenities arising out of the exercise of
a Housing Authority’s functions, are provided for persons housed by
the authority, but are shared by the community as a whole, the
authority shall make such contribution to their HRA from their other
revenue accounts to properly reflect the community’s share of the
benefits or amenities.

Where as an outcome of the rent setting process, there are to be
significant changes in housing management practice or policy, further
consultation may be required with the tenants affected in accordance
with section 105 of the Housing Act 1985.
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10.

11.

12.

121

12.2

Crime and disorder implications

There are no specific crime and disorder implications in respect of this
report paragraph.

Equalities implications

The general principle of ensuring that residents pay the same charge

for the same service is promoting the principle t ervices are
provided to residents in a fair and equal man

Environmental implications

There are no specific environment t of this
report.

Conclusion

Revising the level of cha e charges are fair and
residents are paying for t

The additional re ed W e some of the current

Account'and will contribute to the
is contained within the authorities

e.mcfarlane@pinnacle-psg.com
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APPENDIX X4: Leasehold and Tenants Charges and Lewisham Homes
Budget Strategy 2016/17

Meeting Area Panel ltem No.

Report Title Leasehold and Tenant Charges 2016/17

Report Of Director of Resources — Adam Barrett

Class Decision Date 17th December 2015
1. Purpose of the Report

This report sets out proposals for residentS service chargesyin 2016/17.

2.1

2.2

23

24

3.1

3.2

Recommendations
That the Area Panel:

Comment on the proposed service charges for2016/17.

Note the ay¥erage increase in weekly tenant service charge from £7.71
in 2015/16 to £8.75 for 2016/17.

Notesthe average'increase in'weekly leasehold service charge from
£13.801n2015/16 te £14.76 for 2016/17.

Note that Lewisham’s‘average tenant service charges at £8.75 per
week for 2016/17 remain below the estimated average charge for
Londen Boroughs (£9.30).

Background of the Report

One of Lewisham Homes core objectives is sustainability and this
includes ensuring that there is a focus on providing improved services
to tenants that are affordable without compromising quality.

The Lewisham Homes budget process has identified net efficiency
savings of £326,000, and these have been passed on to residents and
contributed to the proposed 2016/17 charges.
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3.3

3.4

Lewisham Homes has now taken over responsibility for grounds
maintenance. We have invested in new equipment and launched the
improved service which, alongside our continued investment in
residents' properties, will improve the look, feel and quality of our
neighbourhoods.

The Council’'s Housing Revenue Account is a ring-fenced account. The
account can only contain those charges directly related to the
management of the Council’s housing stock. By implication
leaseholders must be charged the true cost of maintaining their
properties, where the provision of their lease allows. This prevents
tenants subsidising the cost to leaseholders, w ve purchased their
properties.
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4 Tenant and Leasehold service charges 2016/17

The table below sets out the proposed 2016/17 charges as

compared with 2015/16.

Table 1
Tenant (T)/ . Chang
Services Leaseholder 522?2:‘2?2; e (Inc/-
s (LH) 9¢) " Dec)
20151 | 2016/1
6 7
£ £ £
Caretaking T&LH 5.82 5.89 0.07
Ground Maintenance T &ILH 0.97 1263 0.66
Relpallrs and Maintenance - L'H 1 56 2 67 111
Building
Repalrs and Maintenance LH 1.06 112 0.06
Technical
Lifts LH 2.65 2.62 -0.03
Entry Phone LH 0.27 0.65 0.38
Block Pest Control T&LH 1.63 1.56 -0.07
Ground Rent LH 0.19 0.19 0.00
Sweeping LH 0.88 0.77 -0.11
Management LH 3.34 2.89 -0.45
Window Cleaning T&LH 0.06 0.06 0.00
BuiiiFiouse HolSelaste T & LH 048| 048| 0.00
Collection Service
Bulk Waste Disposal T&LH 0.00 0.81 0.81
Insurance LH 0.87 1.16 0.29
Total excluding enérgy 19.78 22 50 2.72
charges
Communal Lighting T&LH 1.21 1.08 -0.13
Communal Heating and Hot T&LH 8.01 986 185
Water
Total energy charges 9.22 10.94 1.72
Grand Total 29.00 33.44 4.44

T & LH — Service Charges to Tenants and Leaseholders

LH — Service Charges to Leaseholders only
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5. Analysis of impact due to changes in Service Charges for Tenants

5.1  There is an overall increase of £1.04 for the average tenant service
charges from £7.71 to £8.75 per week.

This increase is largely as a result of changed/additional services:-
Grounds Maintenance - enhanced service: £0.51 (average)
New charge - Bulk Waste disposal: £0.60 (average)

5.2  Other charges reflect the estimated aCtual costs of services, such as
energy costs, and will vary year onfyear according to consumption and
price fluctuations.

5.5 Table 2, below sets out th&simpact of the propose charges for Tenants.
75% of tenants will receive,aniinerease ofbetween £0 and £2.00 in
2016/17.

Table 2

Bands of Number of

Decrease/Increase Tenants % of Total Income 16-17

Dec- 3.00 plus 126 1% 14,470

Dec- £2.01 to £3.00 11 0% 1,800

Dec- £1.01to,£2.00 35 0% 9,786

Dec- 0to 1.00 315 2% 177,624

Inc-0to 1.00 4,306 33% 840,640

Inc- £1.01to £2.00 5,544 42% 2,847,530

Inc- £2.01to £3.00 1,494 11% 994,010

Inc - 3.00 plus 1,369 10% 1,062,730

Grand Total 13,200 100% 5,948,589

6.0 Analysis of Impact due to changes in Service Charges for

Leaseholders

6.1

There is an overall increase of 96p for the average leasehold service
charges from £13.80 to £14.76 per week. The increase is largely as a
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result of the enhanced Grounds Maintenance charge (51p average)
and the new charge for Bulk Waste disposal (60p average).

6.2 Table 3 below sets out the impact of the changes for leaseholders with
23% of leaseholders receiving an increase of over £3.00 per week for

2016/17.
Table 3
Bands of Number of
Decrease/Increase Leaseholders % of Total Income 16-17
Dec- 3.00 plus 207
Dec- £2.01to £3.00 167
Dec- £1.01to £2.00 324
Dec-0to 1.00 948
Inc-0to 1.00 826
Inc- £1.01to £2.00 735
Inc- £2.01to £3.00 470
Inc-3.00 plus 1,083
Grand Total

7. Tenant

7.1 i arge benchmarking data is not currently available as it
[ IPFA until later in the year.

7.2 jes as an estimate, the average London Boroughs’
per week compared with Lewisham Homes

arge of £8.75 per week.

If you require further information on this report please contact Adam
Barrett on

020 8613 7697 or email adam.barrett@lewishamhomes.org.uk
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APPENDIX X5: Other Associated Housing Charges for 2016/17

Garage Rents

1.

Allowance has been made for a 0.80% inflationary increase to all
garage rents across all managed areas, based on the RPI rate at
September 2015. This equates to an average increase of £0.09 per
week and raises the average basic charge from £11.56 to £11.65 per
week.

Garage rents for the Brockley PFI managed area will therefore
increase from an average of £8.89 per week to £8.:96 per week. This is
a change of £0.07per week.

Garage rents for the Lewisham Homes managed area will therefore
increase from an average of £11.93 pehweek to £12:03 per week. This
equates to an increase of £0.10 perweek.

The authority will be commissioning a reviewinto rental values across
the garage stock, with a view to reportingdo Mayor & Cabinet
sometime in the next year recommending rental values to take forward
in the longer term. Any ¢hanges are likely to be consulted on and
implemented for financialyear204.7/18 onwards

Tenants Levy

5.

As part ofghe budget and rent setting proposals for 2005/6, a sum of

£0.13 perweek was funpooled’ from rent as a tenants service charge
in respect of the Lewishamilenants' Fund. There was no increase in
charges,for the period 2009/10:10"2013/14 following consultation with
Housing'Panels.

Lkewisham Tenants Fundy(LTF) put forward proposals to reduce the
lewy from £0.13for 2015/16 to £0.10pw for 2016/17. These were
submitted to Housing Panels and agreed. Therefore, the levy for
2016M %, will reduce by £0.03pw to £0.10 per property per week.

Hostel charges

7.

Hostel accommodation charges are set based on current Government
requirements and will reduce by around 1.0% (£0.39 per week).

Hostel services charges are set to achieve full cost recovery, following
the implementation of self-financing. For 2016/17, the charge for
Caretaking/management and Grounds Maintenance are proposed to
be increase by 2.90% or £2.09 per week to reflect inflationary
increases. This will move the average charge from £72.99 per unit per
week to £75.08 per unit per week.
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10.

11.

In addition, the charge levied for Heat, Light & Power (Energy) and
Water Charges will not be increased due to further analysis on
consumption patterns and communal area assumptions, which is now
included within the service charge value noted in item 6 above. The
charge for Heat, Light & Power will therefore remain the same at
£5.24pw. Water charges will decrease from £0.19 to £0.18 a decrease
£0.01pw. The charge for Council Tax will be based on the total
recharged received from Council Tax section. All charges will be
based on the total number of hostel units after being reconfigured
resulting in a small increase in the total number of units.

Hostel residents were consulted on these proposals via individual
letters. Officers also invited hostel residents tofmeet them to discuss
the changes and how these may affect them. However, no comments
or representations were received.

Lewisham Homes will be introducing an enhanced sheltered housing
management service in April 2016 for residents in the councils
sheltered housing schemes. Extensive consdliation has been
undertaken with the residents affected, indrder to keep residents fully
informed and to shape the service going forward. The new service be
introduced at a cost of £23.62 per week; which will be service charged
and is eligible to be covered by Heusing Benefits. Consequently, the
current support charges will be removed andreplaced by this new
service charges

Linkline Charges — Information to follow

10.

Private,Sector Leasing (PSL)

11.

Rentincome for properties used in the Private Sector Leasing (PSL)
schemeis a General Fund resource. Following consultation, the
DepartmentdorWork and Pensions (DWP) announced that the
threshold far2016/17 for housing benefits subsidy allowances will be
based on the January 2011 Local Housing Allowance, less 10%, plus
a management fee of £40 per property, subject to a maximum capped
amount of £500 per week. It is recommended that rents for private
sector leased properties are kept within the 2011/12 weekly threshold,
as set out in Table B3 below.

Table B3 - Local Housing Allowances for 2016/17 (used for PSL
purposes)
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Bed Size Total LHA Inner Total LHA Outer

Lewisham Lewisham
1 Bed £211.34 £180.19
2 Bed £268.47 £211.34
3 Bed £310.00 £246.66
4 Bed £413.84 £310.00
5 Bed £500.00 £393.08

Heating & Hot Water Charges

12.

13.

14.

15.

16.

As part of last year’s rent setting process the Mayor agreed to continue
with the current formula methodology for calculating increases in
Heating & Hot Water charges to tenants and leaseholders. This
formula was originally approved by Mayor &Cabinet in December
2004.

The current charging methodology allows a limited inflationary price
increase plus a maximum of £2 pér week per property increase on the
previous years charge. Consumption levels dre also updatedyand
included in the formula calculation.

A new corporate contraCt fonthe supply ‘@felectricity and gas was re-
let on 1st January 2014. This was,a fixed price contract for a 3 year
term. Consumption patterns remain under review and form part of the
variable elemeatiof,the contract.

The propgsal for 2016/17 is forian increase of 23.10% or £1.85 per
week for'energy usage for communal heating. The increase is a result
of a updated energy constmptionfusage rates and current purchase
pricesmlhis will move the current’average charge from £8.01pw to
£9.86pw.

I he proposal for,communal lighting is a decrease of 10.75% or £0.13
per,week. Thisiwill move the current average charge from £1.21pw to
£1°08pw. The decrease is due stable energy prices and updated
consumption rates. Officers will review the costs and actual energy
usage ini2045/16 as part of the monitoring regime for 2016/17 financial
year and recommendations brought forward as part of the 2017/18
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APPENDIX Y1: Previously agreed budget savings for 2016/17 and 2017/18

: Amount £°000
Lewisham Future Work Strand
16/17 17/18

B1 Supporting People 1,174
D1 Efficiency Review 2,500 2,500
E2 Asset Optimisation 305 670
E3 Asset Optimisation 200
E4 | Asset Optimisation ' 445 100
E5 Asset Optimisation 10 15
F1 Centralisation of business support service 1,000
K1 Crime Reduction 30
L1 Culture and Community 375
M1 Non housing stock trans 200 100
03 Public Services 200
Q1 Safeguarding and 255
Q1 Safeguarding 968
Q1 Other CSC B 111

:’:c:zlirp:;zzrc:tse General Fund budget 6,462 4,696
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APPENDIX Y2: Proposed revenue budget savings 2016/17 and 2017/18

Saving Proposals delegated on 30 September 2015 - Summary by The ic Review

Amount £°000

Description

16/17 17/18

Reducing costs of staff management, assessment are planning " |
A16 | Prescribed Medication 130
A16 | Dental Public Health 20
A16 | Health Protection 23
A16 | Obesity/Physical Activity 232
A16 | Health Inequalities 100
A16 | Workforce development 25
A16 | Redesign through collaboration 580
A17 | Sexual Health Transformation 500
F2a | Improve our online offer, s i tal services. 148
F2b | Pushing customers to self=s i er possible. 52
F3 Customer Service Centre iSé 130 43
G2a | Commercial Opportunities: 300
Wireless Conceg ential to install wireless connections
G2b |. , : . ; 200
in street furn icence in exchange for income.
G2c Review of re RA, DSG and Capital 300
Programme anc
G2d | Increase sundry d ion. 250
12a Policy, performance, [ sign and intelligence 180
12b Senior management e support 100
I2c | Governance 75
l4a Review of Programmes in Strategy and Mayor and Cabinet Office 150
14b Restructure of Communications after voluntary redundancies 60
15 Commissioning and Procurement: undertake base lining of current 500 500




9/ abed

activity and focus time only on value add activities.

Insurance and Risk: review liabilities and re-charge premiums to

16 they are contributing for the whole risk, not just direct costs. 300
|7 Finance non-salary budget and vacancies review 100 150
18 Minor reorganisation of Legal Services to incorporate Pro 50
function
19a HR support 20 200
19c Graduate Schemes 40
19d Social Care Training 100
110a Revising mfrastrgcture support arrangements an 1,000 1,000
and supplies review
J2c Sghools Infrastructure: Schools Strateg 60 58
withdrawn.
Educational Psychologists: Service reorga
J2d . 5
where possible.
Estates Management: Servic
J2e | with property services, ang 220
services.
Free School Meals Eligibi stomer Services
J2f , . 17
financial assess
J2¢g Management R andards and Achievement team. 50
Reducing the adone (Heroin substitute) is
K4 prescribed, re drug and alcohol service, and 50 340
greater use of Ct
Review of funding housing strategy, development and
M2a . > 140
partnership function
M2b | Reduction in premises costsf 60
To develop our Trade Waste customer base, improve efficiency and
N6 increase income. To negotiate an increased share of income from Parks 250 250
Events.
04 Financial Assessments: Introduce standardisation and efficiencies in 100




]/ @bed

approach to financial assessments.

Restructure of Development Management team and restructure

P2a | amalgamation of the Conservation, Urban Design and Plannin 185
teams.
Substitution of part of base budget by alternative funding

P2b . 45
and fee income).
Further increase in charges and changes to funding

P2c | savings achievable from a corporate approach to 305
employment services.
Review of Statement of Community Involvement

P2d | which the service consults on planning applications. 20
based on paper, printing and postage

Q3d | Occupational Therapy — management re 50

Q3f | Review of MAPP portage with increased 120

Q3g Joint commissioning with efficien better 50
planning of work.

Q4a | Social care supplies and 130 240

Q4b Social care financial ma ed cost control on all 50 50
areas of spend.

Qdc Placements': contip ity foster placements 200
where possible
Total_ propa 17 General Fund budget 6,005 5,066
requiremen
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Saving Proposals returning to Mayor & Cabinet following 30 Septemk 015 - Summary by Thematic Review

Amount £°000
16/17 17/18

Description

Managing and improving transition plans

A13 Alteltnativc_a DeIi\_/ery Models for the provision of 1.100 700
services, including mental health

A14 | Achieving best value in care packages 600 500

A15 | New delivery models for extra care — P 100 900

A16 | Obesity/Physical Activity (Part of L7) 232

G2e | Parking: Review service level arrangeme 250
Further reductions in Crime, Enfe

H2 Environmental Health 1,200

I3 Reorganisation of how Cg 50

19b TU Secondments 40

19e Realign Schools HR Recha 100

[10b | Committee Papers 100

J2a | Schools SLA: A i ion 2.5% increase to schools SLAs. 100
Attendance : We deliver our core statutory offer

J2b plus some traded [ it [ . A further restructure and 150
increase in traded servi esult in further savings.
Reduce the level o o the voluntary sector by £1,000,000

L5 from 1 April 2017/18. nal year of the current main grants 1.000
programme and will requ reduction/removal of funding from a ’
range of organisations currently receiving funding.

L6 Library and Information Service: 400 600
1. Creation of three Hub Libraries — Deptford Lounge, Lewisham and




6/, 9bed

Description

public to support the digital by default agenda.
2. The extension of the Lewisham Community Libra
Hill, Torridon, and Manor House, in partnership
services and community organisations. And
library provision into the repurposed ground
Catford complex (Laurence House).
3. The regrading of front line staff to in
re-training and enhancement of fro

Amount £°000
16/17

17/18

requirement

L7 1,000
N3 600 500
N5 500 500

QSS i 250

Q3c 35

Q3e 0

@ Itzﬁ?o?;ﬁ:ni creation of a mutual). 150 150
Total proposed 5 16/17 General Fund budget 4747 7.600
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Summary of Saving Proposals contributing to the General Fund Budge

Description

Previously agreed for 2016/17

Amount £000

16/17

17/18

requirement

6,462 4,696

All Delegated to officers on 30 September 2015 6,005 5,066
All Returning to M&C in February 2015 for decision 4,747 7,600
Sub Total 10,752 12,666

Total proposed savings towards 16/1 et 17,214 17,362




APPENDIX Y3: Ready Reckoner for Council Tax 2016/17

Ready Reckoner for Council Tax 2016/17

Budget Council Increase / GLA Total Increase /
Requirement Tax (Decrease) Precept Council (Decrease)
Tax
(Band D) (Band D) (Band D)
£'M £ % £ £ %
o
2015/16 246.224 1,060.35 295.00 1,355.35
Recommended 236.218 1,102.66 3.99% 276.00 1,378.66 1.72%

276.(&1 373.46 1.34%

235.810 1097.46

276.00 1,368.16 0.95%

235.394

276.00 1362.86 0.55%

276.00 1,357.56 0.16%

234.145 276.00 1352.26 (0.23%)
1070.95 1.00% 276.00 1346.95 (0.62%)
232.896 1,060.35 0.00% 276.00 1,336.35 (1.40%)
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APPENDIX Y4: Chief Financial Officer's Section 25 Statement

To follow

Page 82



APPENDIX Y5: Council Tax and statutory calculations

Council Tax Calculation

As part of the Localism Act 2011, Council Tax may not be increased by 2% or more
(inclusive of levies) without triggering an automatic referendum of all registered electors
in the borough. In addition, there is also the opportunity to increase Council Tax by
up to a further 2% under the new social care precept introduced for 2016/17.This
means, for 2016/17, an automatic referendum will now be triggered when the Council Tax
increase is 4% or above. The statutory calculation for whether the Council is required to
hold a referendum is based upon the ‘relevant basic’ amount of Council Tax, which under
accounting regulations, includes levies. Any final recommendatiéns on Council Tax levels
will need to meet statutory requirements.

To date, Lewisham has received no formal provisional dotificationfrom its levy bodies for
2016/17. The Environment Agency, the LPFA and th@l.ce Valleylevies have been
estimated for 2016/17 (it is assumed they will not€hange). Formal finabmotifications are
expected to be received week commencing 8™ February 2016.

Council Tax and Levies

‘Relevant Basic’ Amount of Council Tax 2015/16 2016/17
Council Tax Base 15,526 78,529
Council Tax Requirement with Levy (£) 80,084,100 86,590,324
Basic Amount of £ouncil Tax (£) 1,060.35 1,102.66
Increase in basic:amount of Council o

0 3.99%
Tax (%)
Levy bodies for Lewisham 2015/16 2016/17 Change

£ £ £

LPFA (estimated) 1,231,690 | 1,231,690 0
Lee Valley Regional Park (estimated) 226,676 226,676 0
Environment Agency4destimated) 172,889 172,889 0
Total Levies 1,631,255 | 1,631,255 0

The term “relevant basic amount of council tax” is defined in section 52ZX of the
1992 Act (inserted as above and amended by section 41(1) and (9) to (13) of the
Local Audit and Accountability Act 2014).
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Statutory Calculations

1) It be noted that at its meeting on 20 January 2016, the Council calculated the
number of 78,528.58 as its Council Tax base for 2016/17 in accordance with the
Local Authorities (Calculation of Taxbase) Regulations;

2) The following amounts be now calculated by the Council for the year 2016/17
in accordance with the Local Government Finance Act 1992:

a. £977,472,136 being the aggregate of the amounts which the Council estimates
for gross expenditure, calculated in accordance with Section 32(2)A of the Act;

b. £741,254,007 being the aggregate of the amounts which the Council estimates
for income, calculated in accordance with Section 32(8)A of the Act;

c. £236,218,129 being the amount by which the@ggregate of 2(a) above exceeds
the aggregate of 2(b) above, calculated by the Council, in accordance with Section
32A(4) of the Act, as its General Fund budgetrequirement for the'year;

d. £146,690,805 being the aggregate of the 'sums which the Council estimates will
be payable for the year into its General Fund in‘réspect of the Settlement Funding
Assessment.

e. £89,527,324 being the residual amount required to be eollected from Council
Tax payers. This includessthe, surplusion the Coungcil's, Collection Fund of
£2,937,000.

f. £1,102.66 beingthe residualisum at (e)@above (less the surplus on the Collection
Fund), divided by the'Ceungil Tax base,of 78,528.58 which is Lewisham’s precept
on the Collection,Fund for2016/17 at'the level of Band D;

Band | Council Tax
(LBL)
£
735.11
857.62
980.14
1,102.66
1,347.69
1,592.73
1,837.76
2,205.32

ITIOMMmMOoO|m|i>

Being the amounts given by multiplying the amount at (f) above by the number
which, in proportion set out in Section 5(1) of the Act, is applicable to dwellings
listed in a particular valuation band divided by the number which in that proportion
is applicable to dwellings listed in valuation Band D, calculated by the Council in
accordance with Section 36(1) of the Act, as the amounts to be taken into account
for the year in respect of categories of dwellings listed in different valuation bands;
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3) It be noted that for the year 2016/17, the Greater London Authority is currently
consulting on the following amounts in precepts issued to the Council, in
accordance with Section 40 of the Local Government Finance Act 1992 (as
amended), for each of the categories of dwellings shown below:-

Band GLA
Precept
£

184.00
214.67
245.33
276.00
337.33
398.67
460.00
552.00

ITOMMOO|®@ >

4) Having calculated the estimated aggregat in each case of the amounts
at 2) (f) and 3) above, the Councilgin accordan th Section 30(2) of the Local
Government Finance Act 1992, assi ) amounts as the amounts of
Council Tax for the year 2016/17 fa ies of dwellings shown
below:-

Band | Total Council
Tax
(LBL & GLA)
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Appendix Y6: Making Fair Financial Decisions

_ Equality and

Human Rights
Commission

This guidance has been updated to reflect the new equality duty which came

into force on 5 April 2011. It provides advice aboutithe general equality duty.

OBIntroduction

With major reductions in public spending, pdblic authorities in Britain are being
required to make difficult financial decisiofis. This guide, sets out whatis expected
of you as a decision-maker or leader of a public authority responsible for delivering
key services at a national, regional and/or local level, in order to make such
decisions as fair as possible.

The new public sector equality duty'(the equality duty)dees not prevent you from
making difficult decisions_such as reorganisations and relocations, redundancies,
and service reductionsgnordoes it stop you from making decisions which may
affect one group more than another group. The equality duty enables you to
demonstrate that you are making financial decisions in a fair, transparent and
accountable way, considering thegneeds andithe rights of different members of
your community. This is achieved throughsassessing the impact that changes to
policies, pfocedures,and practices could have on different protected groups (or
protected characteristies under,the Equality Act 2010).

Assessing the impact oniequality“of proposed changes to policies, procedures and
practices is‘not just something that the law requires, it is a positive opportunity for
you as a public authoritydeader to ensure you make better decisions based on
robust evidence.

1BWhat the law requires

Under the equality duty (set out in the Equality Act 2010), public authorities must
have ‘due regard’ to the need to eliminate unlawful discrimination, harassment and
victimisation as well as to advance equality of opportunity and foster good
relations between people who share a protected characteristic and those who do
not.

The protected groups covered by the equality duty are: age, disability, gender
reassignment, pregnancy and maternity, race, religion or belief, sex and sexual
orientation. The duty also covers marriage and civil partnerships, but only in
respect of eliminating unlawful discrimination.
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The law requires that public authorities demonstrate that they have had ‘due
regard’ to the aims of the equality duty in their decision-making. Assessing the
potential impact on equality of proposed changes to policies, procedures and
practices is one of the key ways in which public authorities can demonstrate that
they have had ‘due regard’.

It is also important to note that public authorities subject to the equality duty are
also likely to be subject to the Human Rights Act. We would therefore recommend
that public authorities consider the potential impact their decisions could have on
human rights.

2BAim of this guide

This guide aims to assist decision-makers in ensuring' that:

» The process they follow to assess the impact emequality offinancial proposals is
robust, and

» The impact that financial proposals couldéhave on protected groups.is thoroughly
considered before any decisions are arrived at.

We have also produced detailed guidance for those responsible for assessing the
impact on equality of their policies, whieh is available, on our website:
Hhttp://www.equalityhumanrights.com/uploaded_files/EqualityAct/PSED/equality
analysis_guidance.pdUfU

3BThe benefits of@ssessing the impact,on equality

By law, your assessments of impact omequality must:

+ Contain enough informationyto enable a public authority to demonstrate it has
had ‘dlue regard’ to the aims of the equality duty in its decision-making
 Considenways of mitigating oravoiding any adverse impacts.

Such assessments do not have to take the form of a document called an equality
impact assessment. If you choose not to develop a document of this type, then
some alternative approach which systematically assesses any adverse impacts of
a change in policy, procedure or practice will be required.

Assessing impact on equality is not an end in itself and it should be tailored to, and
be proportionate to, the decision that is being made.

Whether it is proportionate for an authority to conduct an assessment of the impact
on equality of a financial decision or not depends on its relevance to the authority's
particular function and its likely impact on people from the protected groups.

We recommend that you document your assessment of the impact on equality
when developing financial proposals. This will help you to:

Page 87


http://www.equalityhumanrights.com/uploaded_files/EqualityAct/PSED/equality_analysis_guidance.pdf
http://www.equalityhumanrights.com/uploaded_files/EqualityAct/PSED/equality_analysis_guidance.pdf

* Ensure you have a written record of the equality considerations you have
taken into account.

* Ensure that your decision includes a consideration of the actions that
would help to avoid or mitigate any impacts on particular protected groups.
Individual decisions should also be informed by the wider context of decisions in
your own and other relevant public authorities, so that particular groups are not
unduly affected by the cumulative effects of different decisions.

* Make your decisions based on evidence: a decision which is informed by
relevant local and national information about equality is a better quality decision.
Assessments of impact on equality provide a clear and systematic way to collect,
assess and put forward relevant evidence.

* Make the decision-making process more transparent: a process which
involves those likely to be affected by the policygand which is based on evidence,
is much more open and transparent. This shatild also help you'secure better
public understanding of the difficult decisions you will be making in the coming
months.

« Comply with the law: a written record can be used to demonstrate that due
regard has been had. Failure to meetithe equality’duty may result in authorities
being exposed to costly, time-consuming and reputation-damaging legal
challenges.

4BWhen should yourfassessments be carried out?

Assessments of the impact onfequality must,be carried out at a formative stage

so that the assessmentis an'integrabpart of the development of a proposed policy,

not a later justification of @ policy that has already been adopted. Financial
proposals which are relevanbto equality, such as those likely to impact on equality
in your workforce andfor for your community, should always be subject to a
thorough assessment. This includes proposals to outsource or procure any of the
functions af your organisation. The assessment should form part of the proposal,
and you shouldyconsider it carefully before making your decision.

If you are presentedwith a proposal that has not been assessed for its impact on
equality, you should*question whether this enables you to consider fully the
proposed changes and its likely impact. Decisions not to assess the impact on
equality should be fully documented, along with the reasons and the evidence
used to come to this conclusion. This is important as authorities may need to rely
on this documentation if the decision is challenged.

It is also important to remember that the potential impact is not just about
numbers. Evidence of a serious impact on a small number of individuals is just as
important as something that will impact on many people.

5BWhat should | be looking for in my assessments?
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Assessments of impact on equality need to be based on relevant information and
enable the decision-maker to understand the equality implications of a decision
and any alternative options or proposals.

As with everything, proportionality is a key principle. Assessing the impact on
equality of a major financial proposal is likely to need significantly more effort and
resources dedicated to ensuring effective engagement, than a simple assessment
of a proposal to save money by changing staff travel arrangements.

There is no prescribed format for assessing the impact on equality, but the
following questions and answers provide guidance to assist you in determining
whether you consider that an assessment is robust enough to rely on:

* Is the purpose of the financial proposal clearly sét out?

A robust assessment will set out the reasons for thé echangej how this change can
impact on protected groups, as well as whom itiSiintended ta benefit; and the
intended outcome. You should also think aboudt how individual financial proposals
might relate to one another. This is becausé a series of changes ta@ different
policies or services could have a severe impact on particular protectedygroups.

Joint working with your public authority partners will'also help you to consider
thoroughly the impact of your joint deeisions on the people you collectively serve.

Example: A local authority takes separate decisions tolimit the eligibility criteria
for community care servieespincrease charges forreéspite services; scale back its
accessible housing programme;and cut eoncessionary travel. Each separate
decision may havea significant effect onthe lives of disabled residents, and the
cumulative impact'ofithese degisions maybe considerable. This combined impact
would not be apparent if thedecisions,were considered in isolation.

* Has the'assessment considered available evidence?

Publici@authorities should consider the information and research already available
locally ‘and nationally. The assessment of impact on equality should be
underpinned,by up-to-date and reliable information about the different protected
groups that theyproposal s likely to have an impact on. A lack of information is not
a sufficient reason, to conclude that there is no impact.

* Have those likely to be affected by the proposal been engaged?
Engagement is crucial to assessing the impact on equality. There is no explicit
requirement to engage people under the equality duty, but it will help you to
improve the equality information that you use to understand the possible impact on
your policy on different protected groups. No-one can give you a better insight into
how proposed changes will have an impact on, for example, disabled people, than
disabled people themselves.

* Have potential positive and negative impacts been identified?

It is not enough to state simply that a policy will impact on everyone equally; there
should be a more in-depth consideration of available evidence to see if particular

protected groups are more likely to be affected than others. Equal treatment does
not always produce equal outcomes; sometimes authorities will have to take
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particular steps for certain groups to address an existing disadvantage or to meet
differing needs.

* What course of action does the assessment suggest that | take? Is it
justifiable?

The assessment should clearly identify the option(s) chosen, and their potential
impacts, and document the reasons for this decision. There are four possible
outcomes of an assessment of the impact on equality, and more than one may
apply to a single proposal:

Outcome 1: No major change required when the assessment has not identified
any potential for discrimination or adverse impact and all opportunities to advance
equality have been taken.

Outcome 2: Adjustments to remove barriers identified by the assessment or
to better advance equality. Are you satisfied that the proposed adjustments will
remove the barriers identified?

Outcome 3: Continue despite having identified some potential foradverse
impacts or missed opportunities to advance equality. In this case, the
justification should be included in the assessment and should be in line with the
duty to have ‘due regard’. For theimast,importantrelevant policies, compelling
reasons will be needed. You should consider whether there are sufficient plans to
reduce the negative impact and/or plans to monitor the'aetual impact, as
discussed below.

Outcome 4: Stop and rethink,when an‘assessment shows actual or potential
unlawful discrimination.

* Are theregplans to alleviate any negative impacts?

Where the assessment indicates a potential negative impact, consideration should
be given to means of\teducing er mitigating this impact. This will in practice be
supported,by the development af an action plan to reduce impacts. This should
identify the responsibility'for delivering each action and the associated timescales
for implementation. Considering what action you could take to avoid any negative
impact is crucial, to reduce the likelihood that the difficult decisions you will have to
take in the near fUture’do not create or perpetuate inequality.

Example: A University decides to close down its childcare facility to save money,
particularly given that it is currently being under-used. It identifies that doing so will
have a negative impact on women and individuals from different racial groups,
both staff and students.

In order to mitigate such impacts, the University designs an action plan to ensure
relevant information on childcare facilities in the area is disseminated to staff and
students in a timely manner. This will help to improve partnership working with the
local authority and to ensure that sufficient and affordable childcare remains
accessible to its students and staff.

* Are there plans to monitor the actual impact of the proposal?
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Although assessments of impact on equality will help to anticipate a proposal’s
likely effect on different communities and groups, in reality the full impact of a
decision will only be known once it is introduced. It is therefore important to set out
arrangements for reviewing the actual impact of the proposals once they have
been implemented.

6BWhat happens if you don’t properly assess the impact on equality of
relevant decisions?

If you have not carried out an assessment of impact on equality of the proposal, or
have not done so thoroughly, you risk leaving yourself open to legal challenges,
which are both costly and time-consuming. Recent legal gases have shown what
can happen when authorities do not consider their equality duties when making
decisions.

Example: A court recently overturned a decision by Haringey. €ouncil to consent
to a large-scale building redevelopment in Wards Corner in Tottehham, on the
basis that the council had not considered the impact of the proposahon different
racial groups before granting planning permission.

However, the result can often be far more fundamental than a legal challenge. If
people feel that an authority is acting high-handedlyor without properly involving
its service users or employees, or listeningite. their coneerns, they are likely to be
become disillusioned with you.

Above all, authoritiesavbich fail'to carryiout robust assessments of the impact on
equality risk making poor and unfair decisiens that could discriminate against
particular protected groups and perpetuate or worsen inequality.

As part of itsirégulatory role to ensure compliance with the equality duty, the
Commission will monitor financial decisions with a view to ensuring that these
have been taken in complianegwith the equality duty and have taken into account
the need to mitigate negative impacts where possible.
www.equality.humanrights.com
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APPENDIX Z1: Interest Rate Forecasts 2016 - 2019

The Council has appointed Capita Asset Services as its treasury advisor and part
of their service is to assist the Council to formulate a view on interest rates. The
following table gives Capita’s central view.

Mar 2016

Jun 2016 0.50 2.10 3.20
Sep 2016 0.50 3.30
Dec 2016 0.75 3.40
Mar 2017 0.75 3.50
Jun 2017 1.00

Sep 2017 1.00

Dec 2017 1.25 3.80
Mar 2018 1.25 3.90
Jun 2018 1.50 3.90
Sep 2018 1.50 4.00
Dec 2018 4.00
Mar 2019 4.00
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APPENDIX Z2: Economic Background

The UK. Economy

Growth Performance

UK GDP growth rates of 2.2% in 2013 and 2.9% in 2014 were the strongest growth
rates of any G7 country; the 2014 growth rate was also the strongest UK rate since
2006 and although the 2015 growth rate is likely to be a leading rate in the G7
again, it looks likely to disappoint previous forecasts andf€ome in at about 2%.
Quarter 1 of 2015 was weak at +0.4%, although therefwas a short lived rebound in
quarter 2 to +0.7% before it subsided again to +0.5% (+2:3%. y/y) in quarter 3. The
Bank of England’s November Inflation Report ingluded a foregast for growth to
remain around 2.5% — 2.7% over the next threge years. For this‘recovery, however,
to become more balanced and sustainabledn the longer term, it stilbneeds to move
away from dependence on consumer expenditure anddthe housing masket to
manufacturing and investment expenditure.

Employment and wages

The strong growth since 2012 has resultedin trnemployment falling quickly to a
current level of 5.3%. ThedMPC has been particularly,concerned that the squeeze
on the disposable incomes of censumerséhould be reversed by wage inflation
rising back above the level of CPI inflationiin order to underpin a sustainable
recovery. It has, therefore, been encouraging in 2015 to see wage inflation rising
significantly above CPAhinflation whieh,has been around zero since February.

Inflation

The Navember Inflation;Reportflagged up particular concerns for the potential impact
of thesefaetors on the UK. Bank of England Governor Mark Carney has set three
criteria that'need to be met before he would consider making a start on increasing
Bank Rate. These criteria are patently not being met at the current time, (as he
confirmed in a speech o 19 January):

e Quarter-on-quarter GDP growth is above 0.6% i.e. using up spare capacity.
This condition was met in Q2 2015, but Q3 came up short and Q4 looks
likely to also fall short.

e Core inflation (stripping out most of the effect of decreases in oil prices),
registers a concerted increase towards the MPC’s 2% target. This measure
was on a steadily decreasing trend since mid-2014 until November 2015 @
1.2%. December 2015 saw a slight increase to 1.4%.

e Unit wage costs are on a significant increasing trend. This would imply that
spare capacity for increases in employment and productivity gains are
being exhausted, and that further economic growth will fuel inflationary
pressures.
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There is considerable uncertainty around how quickly inflation will rise in the next
few years and this makes it difficult to forecast when the MPC will decide to make
a start on increasing Bank Rate. There are also concerns around the fact that the
central banks of the UK and US currently have few monetary policy options left to
them given that central rates are near to zero and huge QE is already in place.
The increase in the forecast for inflation at the three year horizon was the biggest
in a decade and at the two year horizon it was the biggest since February 2013.
There are, therefore, arguments that they need to raise rates sooner, rather than
later, so as to have some options available for use if there was another major
financial crisis in the near future. But it is unlikely that either would raise rates until
they are sure that growth was securely embedded and ‘noflation’ was not a
significant threat.

The Eurozone

Growth and inflation

In the Eurozone, in January 2015 the ECB unleashed a massive €1.1 trillion
programme of quantitative easing to buy up high'€redit quality government and
other debt of selected EZ countrieés. This programme of €60bn of monthly
purchases started in March 2015 and it'was,intended te run initially to September
2016. This appears to have had a positive effeet.in helping a recovery in consumer
and business confidenceqand a start toa sighificantimprovement in economic
growth. GDP growth rose t10'0.5% in quarfter 1 20151.0% y/y) but came in at
+0.4% (+1.5% yly)dfh quarter 2and looks as if it may maintain this pace in quarter
3. However, the recent downbeat Chinese and Japanese news has raised
questions as to whether, the ECBWilhneed 10)boost its QE programme if it is to
succeed in_significantly‘improving growth ifirthe EZ and getting inflation up from the
current levelof around zero to its target of 2%.

Greece

During July,"Greece finally capitulated to EU demands to implement a major
programme of austerity AAn €86bn third bailout package has since been agreed
although it did nothingfto'address the unsupportable size of total debt compared to
GDP. However, huge'damage has been done to the Greek banking system and
economy by the initial resistance of the Syriza Government, elected in January, to
EU demands. The surprise general election in September gave the Syriza
government a mandate to stay in power to implement austerity measures.
However, there are major doubts as to whether the size of cuts and degree of
reforms required can be fully implemented and so a Greek exit from the euro may
only have been delayed by this latest bailout.
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USA

The American economy made a strong comeback after a weak first quarter’s growth
at +0.6% (annualised), to grow by no less than 3.9% in quarter 2 of 2015, but then
weakened again to 1.5% in quarter 3. The downbeat news in late August and in
September about Chinese and Japanese growth and the knock on impact on
emerging countries that are major suppliers of commodities, was cited as the main
reason for the Fed’s decision at its September meeting to pull back from a first rate
increase. However, the nonfarm payrolls figure for growth in employment in
October was very strong and, together with a likely perception by the Fed. that
concerns on the international scene have subsided, has now firmly opened up the
possibility of a first rate rise in December.

China

As for China, the Government has been vepy active during 2015 indimplementing
several stimulus measures to try to ensuréthe economyhhits the growthytarget of 7%
for the current year and to bring some stability. after the major fall in the onshore
Chinese stock market during the summer. Many. €ommentators are concerned that
recent growth figures could have beemmassaged 10 hide a downturn to a lower
growth figure. There are also majoF concerns as to thexcreditworthiness of much of
the bank lending to corporates and local government during the post 2008 credit
expansion period. Overallg€hina is still expectedta aehieve a growth figure that the
EU would be envious of. Nevertheless, ‘concerns about whether the Chinese
economy could be heading for a hard landing, and the volatility of the Chinese stock
market, which was'the, precursor to falls in'werld financial markets in August and
September, remain a‘concernt

Japan

Japan is causing considerable concern as the increase in sales tax in April 2014
suppressed consumer expenditure and growth. In Q2 2015 quarterly growth shrank
by -0.3% after a short burst of strong growth of 1.0% during Q1. Japan has been hit
hard by the downturnin China during 2015. This does not bode well for Japan as
the Abe government has already fired its first two arrows to try to stimulate recovery
and a rise in inflation from near zero, but has dithered about firing the third,
deregulation of protected and inefficient areas of the economy.

Capita Asset Services Forward View

Economic forecasting remains difficult with so many external influences weighing
on the UK. Capita Asset Services undertook its last review of interest rate
forecasts on 19 January 2016. Our Bank Rate forecasts, (and also MPC
decisions), will be liable to further amendment depending on how economic data
evolves over time. There is much volatility in rates and bond yields as news ebbs
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and flows in negative or positive ways. This latest forecast includes a first increase
in Bank Rate in quarter 4 of 2016.

The overall trend in the longer term will be for gilt yields and PWLB rates to rise
when economic recovery is firmly established accompanied by rising inflation and
consequent increases in Bank Rate, and the eventual unwinding of QE. At some
future point in time, an increase in investor confidence in eventual world economic
recovery is also likely to compound this effect as recovery will encourage investors
to switch from bonds to equities.

The overall balance of risks to economic recovery in the UK is currently to the
downside, given the number of potential headwinds that d be growing on both
the international and UK scene. Only time will tell just ong this current period
of strong economic growth will last; it also remains ed to vulnerabilities in a
number of key areas.
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APPENDIX Z3: Credit Worthiness Policy (Linked to Treasury Management
Practice (TMP1) - Credit and Counterparty Risk Management)

Annual investment strategy - The key requirements of both the Code and the
investment guidance are to set an annual investment strategy, as part of its annual
treasury strategy for the following year, covering the identification and approval of
following:

o The strategy guidelines for choosing and placing investments,
particularly non-specified investments.

o The principles to be used to determine the maximum periods for which
funds can be committed.

o Specified investments that the Council will usef These are high security

(i.e. high credit rating, although this is definegd by the Council, and no
guidelines are given), and high liquidity investments in sterling and with
a maturity of no more than a year.

o Non-specified investments, clarifying the greater riskiimplications,
identifying the general types of in¥estment that may be‘used and a limit
to the overall amount of various.eategories that can be heldwat any time.

Specified investments — These investments arefsterling investments of not more
than one-year maturity, or those whieh,could be fora longer period but where the
Council has the right to be repaid within®#2,months it ibwishes. These are
considered low risk assets where the possibilityyof losstof,principal or investment
income is small. These weuld include sterling investments which would not be
defined as capital expenditure with:

1. The UK Government (such asithe Debt Management Account deposit facility,

UK treasury.bills oragilt with less‘thamone year to maturity).

Supranational bends ‘of less than one year’s duration.

A lecal authority;‘parish ‘eguncil or community council.

Poaled investmentvehicles (such as money market funds) that have been

awarded a high credit rating (AAA) by a credit rating agency.

5. A body that is considered of a high credit quality (such as a bank or building
society

N

Within these bodies,“a@and in accordance with the Code, the Council has set
additional criteria to set the time and amount of monies which will be invested in
these bodies. This criteria is as described below.

Non-Specified Investments: These are any investments which do not meet the
specified investment criteria. The Council does not currently invest in non-
specified investments. However, in the light of the continued predictions for low
savings rates for some time to come, the Council is considering investing in pooled
asset funds for periods of over one year. The Council will seek guidance on the
status of any fund it may consider using. Appropriate due diligence will also be
undertaken before investment of this type is undertaken.
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This Council applies the creditworthiness service provided by Capita Asset
Services. This service employs a sophisticated modelling approach utilising credit
ratings from the three main credit rating agencies - Fitch, Moody’s and Standard
and Poor’s. The credit ratings of counterparties are supplemented with the
following overlays:

. credit watches and credit outlooks from credit rating agencies;
. CDS spreads to give early warning of likely changes in credit ratings;

. sovereign ratings to select counterparties from only the most creditworthy
countries.

These factors are weighted and combined with an overlay of Credit Default Swap
CDS spreads. The end product is a series of ratings (€olour coded) to indicate the
relative creditworthiness of counterparties. These ratings are used by the Council
to determine the suggested duration for investments.

The criteria, time limits and monetary limitsapplying to institutions er investment
vehicles are:

Minimum Max % of total
.. .. . |investments/£ | Max. maturity
credit criteria | . . .
limit per period
| colourband | . ~_.""
institution
DMADF — UK N/A 100% 6 months
Government
UK Government gilts UK. SQVETEIGN  eo0m 1 year
rating
UK Govern_ment UK_ sovereign oy 6 months
Treasury bills rating
Money.market funds | AAA £30m Liquid
Local authorities N/A £10m 1 year
Yellow* £30m Up to 2 years
Purple £25m Up to 2 years
Term deposits with Blue £40m Up to 1 year
banks and building Orange £20m Up to 1 year
societies Red £15m Up to 6 Months
Green £10m Up to 100 days
No Colour 0 Not for use
Blue £40m Up to 1 year
CDs or corporate Orange £20m Up to 1 year
bonds with banks Red £15m Up to 6 Months
and building societies | Green £10m Up to 100 days
No Colour 0 Not for use
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Yellow* £30m
Purple £25m
Call accounts and Blue £40m -
notice accounts Orange £20m Liquid
Red £15m
Green £10m
No Colour 0
Pooled asset funds £50m At least 5 years

*for UK Government debt, or its equivalent, constant net asset value money
market funds and collateralised deposits where the gollateral is UK Government
debt

The monitoring of investment counterparties - The credit rating,of
counterparties will be monitored regularly4 The Council receives credit rating
information (changes, rating watches and rating outlooks) from Capita Asset
Services as and when ratings change, and counterparties are checked promptly.
On occasion ratings may be downgraded when'an investment has already been
made. The criteria used are suchithat'a,minor downgrading should not affect the
full receipt of the principal and interest. Anyaeounterparty failing to meet the
criteria will be removed from the list immediatelyby the*Executive Director of
Resources and Regenerationyand if requiréd new counterparties which meet the
criteria will be addeddo the list. Any fixed term investment held at the time of the

downgrade will bedeftto mature as such'investments cannot be broken mid term.

Accounting treatment ofdnvestments. "he accounting treatment may differ
from the yunderlyingieash transactions arising from investment decisions made by
this Cadncil. To ensureythatthe Council is protected from any adverse revenue
impact; which may arise from these differences, we will review the accounting
implications,of new transactions before they are undertaken.
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APPENDIX Z4: Approved countries for investments

This list is based on those countries which have sovereign ratings of AA- or
higher and also, (except - at the time of writing - for Norway and Luxembourg),
have banks operating in sterling markets which have credit ratings of green or
above in the Capita Asset Services credit worthiness service.

AAA
. Australia
. Canada
. Denmark
. Germany

« Luxembourg
. Netherlands

. Norway
. Singapore
. Sweden

. Switzerland

AA+
. Finland
. UK
. USA.
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APPENDIX Z5: Requirement of the CIPFA Management Code of Practice

Treasury management scheme of delegation

(i) Full Council
« budget consideration and approval,
« approval of annual strategy.

« approval offamendments to the organi
statement

(ii) Public Accounts Committee

« receiving and reviewing reports on tre
and activities;

The treasury management role o i icer

same regula
submitti

y of treasury management resources and skills, and
of responsibilities within the treasury management
function;

« ensuring the adequacy of internal audit, and liaising with external audit;
« approval of the division of responsibilities;
« approving the organisation’s treasury management practices;
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