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Purpose of the Report 

1 To provide comprehensive information to enable Cabinet to make 
recommendations for a 2012/13 balanced budget to the County Council 
meeting on 22 February 2012. 

 

 Executive Summary 

 

2 The Council continues to face unprecedented levels of reductions in 
Government grants over the current Comprehensive Spending Review (CSR) 
period to 31 March 2015.  The Council’s Formula Grant for 2012/13 was 
confirmed in December 2011 at £223.2m which is in line with the figure 
announced in last year’s CSR – a reduction of £17.1m when compared to 
2011/12. 

 
3 In total, this report is forecasting that Government Support for the five year 

period 2011/12 to 2015/16 will reduce by £108.7m and by £115.8m when 
including the forecast grant reduction for 2016/17.  This equates to a 30% 
reduction in Government Support over this period. 

 
4 After also taking into account estimated base budget pressures and growth in 

some priority service areas, the report is forecasting the need to deliver 
£159.2m of cash savings for the five year period 2011/12 to 2015/16 and 
savings of £171.8m when including forecasts for 2016/17.  This equates to a 
40% net revenue budget reduction over this period.  

 
5 Despite having to make the above unprecedented level of savings, the report 

is recommending Cabinet to agree a net revenue budget of £432.58m for 
2012/13.  Although the budget requires the delivery of £26.6m in 2012/13 in 
order to deliver a balanced budget, it is also able to protect and increase 
some service budgets for the benefit of council tax payers including: 

 

• for the third consecutive year, the council tax for County Durham would 
stay the same in 2012/13 should the Council accept the Government’s 



‘one off’ Council Tax Freeze Grant.  The grant would be payable in 
2012/13 but not in future years, equates to almost £5m and is equivalent 
to a 2.5% council tax increase;   

• protecting the winter maintenance budget in line with this being a high 
priority service based upon public consultation feedback; 

• increasing the adult social care budget by £2.15m in recognition of the 
increasing demands on the service due to demographic changes and 
more people becoming dependent upon these services; 

• increasing the children’s safeguarding service budget by £1.5m in 
recognition of increasing demands due to more children entering the care 
service; 

• an additional £3.5m of revenue to invest in new and current capital 
projects through prudential borrowing.  The capital programme for 2012/13 
will deliver schemes to the value of over £197m in line with the Council’s 
key priorities to stimulate regeneration and job creation within the local 
economy.  

 
6 Grant reductions are forecasted to continue beyond the current CSR and into 

2015/16 and 2016/17 after taking into account the Government’s outline 
Departmental Expenditure Limit (DEL) forecasts included in the Chancellor’s 
Autumn Statement on 29 November 2011.   Analysis based upon a range of 
assumptions would indicate that Grant reductions for Councils in these two 
years could be 5.7% and 3.7% respectively. 

 
7 Also, in addition to the current public sector pay freeze for 2011/12 and 

2012/13, the Government has announced a 1% pay increase cap in the public 
sector for 2013/14 and 2014/15.  Although councils receive no explicit, 
specific funding to finance pay awards, the Government has confirmed that 
Grant will be reduced in 2013/14 and 2014/15 based on an assumption that 
2.5% had previously been built into formula grant calculations for each of 
these two years. 

 
8 The Council’s previous four year savings plan amounting to £123.5m for the 

period 2011/12 to 2014/15 was agreed by the Council on 23 February 2011, 
following a very extensive consultation in which over 8,000 people throughout 
County Durham either responded or participated.   
 

9 The results of this consultation were fully reflected in last year’s MTFP report 
and the development of this new MTFP for 2012/13 to 2015/16 has also taken 
this consultation into account.  The new savings plans listed at Appendix 2 
have therefore been built upon the detailed savings plan that was included in 
last year’s MTFP plus £7.07m of new savings proposals for 2012/13 to bring 
the budget into balance.   

 
Budget Pressures 
 
10 The 2012/13 budget also needs to absorb several significant cost pressures 

including:  
 

• Landfill tax of £1.07m due to the Government increasing the costs of 
landfill by £8 per tonne from April 2012;  



• Additional employer pension contributions of £1.2m due to a 5.3% 
increase on the sum required to recover the forecast deficit for County 
Council employees on the Pension Fund;  

• Concessionary fares - due to the increasing numbers of pensioners 
qualifying for bus passes, the increasing patronage on bus services and 
the withdrawal of Government Grants to bus companies,  the 
concessionary fares budget is forecasted to increase by £0.85m; 

• Excessive inflation experienced during 2011/12 on energy and fuel costs 
has required £1.35m and £1.0m to be added to base budgets in 2012/13. 

 
Capital Funding  
 
11 The Council continues to strive to attract grant funding from external sources 

and was recently successful in receiving a provisional grant of £6.9m for 
improving Superfast Broadband access in remote areas across the County.  
Confirmation of funding is anticipated in February 2012 to enable a 
procurement exercise to be carried out in the summer for the engagement of 
an external partner to support the roll out programme. 

 
12 Funding of £3.8m has also been confirmed from the Housing and 

Communities Agency to improve four Gypsy and Travellers’ sites across the 
County.  These much needed improvements will start in 2012/13. 

 
13 Unfortunately, Government support for Capital investment in schools has 

significantly reduced below expectation for 2012/13 with a £3.6m reduction 
from the 2011/12 levels. 

 
14 After taking into account external grants, forecasted income from capital 

receipts and unsupported prudential borrowing, there will be enough funding 
for the Council to  be able to make new investments of £60.2m in 2012/13 and 
£43.3m in 2013/14 in addition to the current earmarked schemes in the 
Capital Programme.  This would result in the Council having a total Capital 
Programme across the 2012/13 to 2015/16 three year MTFP period of 
£359.4m as outlined in Appendix 6. 

 
Equality and Diversity Impact Assessments and Risk Assessments 
 
15 The Council has carried out extensive work in relation to both Equality and 

Diversity Impact Assessments and Risk Assessments.  This work has been 
challenging due to the size and scope of the recommendations included in 
this 2012/13 Budget and MTFP but is essential to ensure all factors are 
considered in this key decision making process. 

 
16 Looking forward beyond the 2012/13 budget, the County Council faces a 

number of significant risks including:   
 

• The Local Government Finance Bill contains plans for Business Rate income 
to be retained locally and become the main source of income for councils 
along with locally raised Council Tax from April 2013.  The MTFP included in 
this report assumes the level of business rate income will not reduce in 
2013/14 when compared to the 2012/13 base line position.  

 



• In addition, the Finance Bill contains plans for the localisation and control of 
Council Tax Benefit award criteria to be devolved to local authorities but with 
an estimated 10% reduction in Government funding.  The Council’s MTFP 
from 2013/14 assumes council tax benefit costs will be contained within the 
Government’s grant allocation. 

 

• The transfer of Public Health responsibility and delivery of public health 
services to the Council will also take place from April 2013.  A shadow budget 
for the Council for 2012/13 was due to be announced by the Government in 
December 2011, but no announcement has been made yet. 

 
17 All of the above issues will need to be considered over the next twelve months 

in the development of the Council’s next MTFP for 2013/14 to 2016/17. 
 
18 Because of all the above risks, plus the 2012/13 budget risks listed in 

paragraph 52 including: 
 

• 2012/13 pay award 

• Inflation impact on external contracts 

• Global economy potential impact on interest rates and inflation 

• Single status implementation costs 
 
it is prudent to include a contingency budget of £3.2m in the Council’s 
2012/13 base budget. 

 
Development of the 2012/13 – 2015/16 Medium Term Financial Plan 

19 The Medium Term Financial Plan (MTFP) integrates corporate service and 
financial planning over a four-year budgeting period – 2012/13 to 2015/16.  

 
20 The MTFP translates the Council Plan priorities into a financial framework that 

enables members and officers to ensure policy initiatives can be delivered 
within available resources, and can be aligned to priority outcomes.   

 
21 The MTFP provides the resource envelope to allow the Cabinet to set out the 

policy framework and service and financial planning leading up to the Budget 
and Council Tax setting report to Full Council on 22 February 2012. 

 
22 The drivers for the Council’s financial strategy are the same as those that 

were agreed by Cabinet on 28 June 2010 and include: 
 

• To set a balanced budget over the life of the MTFP whilst maintaining 
modest and sustainable increases in Council Tax. 

• To fund agreed priorities, ensuring that service and financial planning is 
fully aligned with the Council Plan. 

• To deliver a programme of planned service reviews designed to keep 
reductions to front line services to a minimum. 

• To strengthen the Council’s financial position so that it has sufficient 
reserves and balances to address any future risks and unforeseen events 
without jeopardising key services and delivery of service outcomes for 
customers. 



• Always ensuring the Council can demonstrate value for money in the 
delivery of its priorities. 

 

Local Government Finance Settlement 

 
Formula Grant 
 
23 Under the current CSR announced in December 2010, the Government 

provided local authorities with a two year Finance Settlement for 2011/12 and 
2012/13.  The Formula Grant allocations for Durham County Council for 
2011/12 and 2012/13 were as follows: 

   £m 
 
  2011/12 235.4 
  2012/13 218.3 
 
24 The Government confirmed the Council’s 2012/13 Formula Grant on 

8 December 2011 at £223.2m.  This includes a transfer into the Formula 
Grant of the 2011/12 Council Tax Freeze Grant for 2012/13 of £4.9m.  On this 
basis the core Formula Grant of £218.3m is unchanged from last year’s 
settlement figure i.e. a reduction of £17.1m.  The settlement information also 
confirmed a major shift in the grant elements that make up the Formula Grant 
as detailed below. 

 
 Table 1 – Formula Grant Breakdown 2011/12 and 2012/13 
 

 
 
 
Redistributed Business Rates 
Revenue Support Grant 
 

2011/12 
£m 

 
179.8 
  55.6 

 

2012/13 
£m 

 
219.0 
    4.2 

 
 

TOTAL FORMULA GRANT 235.4 223.2 

 
25 There has been a significant increase in re-distributed Business Rates the 

Council receives from £179.8m to £219m.  At the same time the Council will 
only receive £4.2m of Revenue Support Grant in 2012/13. 

 
26 This adjustment is linked to the future changes in the financing of Local 

Government detailed in the Local Government Finance Bill.  It is likely that 
from 2013/14 the Council will receive little or no Revenue Support Grant. 

 
27 The Government has indicated that the 2013/14 Finance Settlement will not 

be announced until December 2012.  This late announcement will make it 
more difficult in financial planning terms.  The Government should be in a 
position to provide notification of the settlement much earlier than this to 
enable more effective planning to occur and this will be drawn to the 
attention of the Government during the summer.  . 

 



New Homes Bonus 
 

28 The New Homes Bonus was introduced in April 2011.  The grant calculation 
and award is based upon the net increased change in dwellings in each 
Council Tax Band from one year to the next, multiplied by the previous 
year’s National Average Council Tax for that band. 

 
29 The Government is financing the New Homes Bonus by ‘top slicing’ Formula 

Grant.  Analysis has been carried out into Formula Grant the Council would 
have received if the New Homes Bonus had not been introduced, compared 
to the New Homes Bonus that the Council actually receives.  The outcome of 
the analysis for County Durham is detailed in the table below. 

 
Table 2 – Impact of Introduction of a New Homes Bonus 

 

 Top Slice 
Formula Grant 

Loss 
(Cumulative) 

Cumulative 
New Homes 

Bonus 

Cumulative 
Loss of 
Funding 

 £m £m £m 
2011/12 1.86 1.30 0.56 
2012/13 4.24 2.55 1.69 

 
30 The table above identifies that in 2012/13 the Council will have lost £1.69m 

since the introduction of the New Homes Bonus. 
  
2011 Autumn Statement 
 
31 The Chancellor of the Exchequer delivered his Autumn Statement (AS) on 29 

November 2011.  The AS contained a number of issues which will impact 
upon the finances of councils as detailed below: 

 
(i) Public Sector Pay 
 

The current Comprehensive Spending Review (CSR) identified that 
there would be a pay freeze in the Public Sector for 2011/12 and 
2012/13.  The AS detailed that in addition to the pay freeze, a cap will 
be placed upon increases in Public Sector Pay for 2013/14 and 
2014/15 of 1% per annum.  Although councils receive no specific 
Government funding for pay awards, the AS identified that the Finance 
Settlements received by councils in 2013/14 and 2014/15 would be 
reduced to take account of the 1% pay cap.  Nationally, the forecasted 
sums deducted are detailed overleaf along with the forecast annual 
impact upon the Council. 
 



Table 3 – Impact on 1% Pay Increase Cap 
 

Year National Funding 
Reduction 

Estimated  
Durham County Council  

Loss of Grant 

 
 

2013/14 
2014/15 

 

£m 
 

240 
257 

£m 
 

2.28 
2.44 

 
The Grant reductions detailed above are in addition to the Grant 
reductions already indicated in the CSR for 2013/14 and 2014/15 of 
£2.65m and £12.4m respectively. 
 

(ii) Finance Settlements for 2015/16 and 2016/17 
 

The AS announced that Government expenditure would reduce by 
0.9% in real terms in 2015/16 and 2016/17 i.e. after taking into account 
a forecasted 2.5% annual inflation rate.  The AS also provides outline 
forecasts on Departmental Expenditure Limits (DEL) for 2015/16 and 
2016/17.  DEL relate to Government Departmental budgets such as the 
Department for Communities and Local Government (DCLG).  The AS 
forecast total for DEL in 2015/16 and 2016/17 is detailed in table 4 
below: 
 

Table 4 – Forecast Reduction in Department Expenditure Limits 2015/16 
and 2016/17 

 

Year DEL 
 

Annual Reduction 
 

 
 

2014/15 
2015/16 
2016/17 

£bn 
 

328.1 
324.5 
323.5 

% 
 
- 
1.1 
0.3 
 

 

• The table above shows that the current CSR funding reductions will 
continue into 2015/16 and 2016/17.  To forecast the likely 
reductions in DCLG funding, it has been assumed that Health, 
Education and Overseas Aid budgets will continue to receive 
financial protection – in this case an annual 2.5% increase in 
funding.   

 
Applying these assumptions would result in the following reduction in 
Government funding for the Council in 2015/16 and 2016/17. 
 



Table 5 – Forecast Reductions in Government Support in 2015/16 and 
2016/17 

 

Year Reduction in Government Funding 

 
 

2015/16 
2016/17 

£m 
 

11.6 
7.1 

% 
 

5.7 
3.7 
 

 
Factoring in annual inflation of 2.5% would result in real term cuts of 
8.2% and 6.2% respectively. 

 
Specific Grants 
 
32 The existing CSR significantly reduced the number of specific grants received 

by councils.  Although these grants are not ring fenced and any increase 
could be utilised to support the Council’s overall budget, the grant increases 
are often associated with additional duties and responsibilities.  The MTFP 
report to Cabinet on 13 July 2011 identified that the New Homes Bonus would 
be utilised to support the 2012/13 budget but that Service Groupings would 
retain any other increases in Specific Grants.  The increases received in 
2012/13 are detailed below: 

 
 Supporting the Overall 2012/13 Budget 
  £m 
 
 New Homes Bonus  2.55 
 
 Specific Grant Increases Utilised by Service Groupings 

 
  £m 
 
 Learning and Disability Reform Grant  0.23 
 Early Intervention Grant  1.05 
 Local Services Support Grant  0.30 
 Preventing Homelessness Grant  0.07 
 Local Lead Flood Authorities Grant  0.09 

 
33 There have also been reductions in some grants which are either included as 

pressures in the 2012/13 budget or will be managed within service groupings 
cash limits. 

 
Recommendations 
 
34 It is recommended that Members: 
 

(i) Note the confirmation of the £223.2m 2012/13 Finance Settlement, 
which is in line with the CSR announcement. 

 
(ii) Note the forecast further reductions in Government support in 

2013/14 and 2014/15 of £2.28m and £2.44m due to the imposition 
of the 1% pay increase cap. 



 
(iii) Note the forecast of continuing reductions in Government support 

in 2015/16 and 2016/17. 
 
Consultation 
 
35 Throughout November 2010, the Council consulted extensively with over 

8,000 members of the public and partner agencies to determine their views as 
to how it might set its four year budget, and in particular, address the 
unprecedented challenge of managing reductions in excess of £123.5 million. 

 
36 The programme of consultation included a range of techniques including: 
 

• An extensive Residents’ Survey 

• A postal survey 

• An online survey 

• Deliberation at Area Action Partnership (AAP) Forums. 

37 The results of the consultation formed a key element of the report to Council 
in February 2011 that approved the authority’s four year savings strategy. 
That report highlighted that although various methods were used, there was a 
great deal of consistency in the messages provided by the participants. These 
messages highlighted a preference to protect the following services wherever 
possible: 

 

• Winter maintenance 

• Repairs to roads and pavements 

• Adult care services 

• Community safety and tackling anti social behaviour 

• Child protection, adoption and fostering 

38 There was also a clear message for the Council on applying a greater 
reduction to support services such as resources, policy, service improvement, 
scrutiny and communications.  

 
39 Members will be aware that these findings were used to develop the Council’s 

current four year savings plan.  The proposals developed by Service 
Groupings to meet the revised savings targets have been developed in line 
with the key findings of the consultation. Consequently, the focus of this year’s 
budget consultation has not been to duplicate the collection of preferences 
when these were comprehensively collected so recently. Instead, 
presentations, with the opportunity for questions, have been given to each 
AAP Forum by a member of the Council’s Corporate Management Team to 
highlight the continued significance of the public preferences highlighted 
above in current saving plan proposals.  

 



40 In addition to presentations to individual AAPs, the Leader of the Council also 
held an open question and answer session at the inaugural joint meeting of 
AAPs where those present were given the opportunity to ask Cllr Henig 
questions on any aspect of the budget.  

 
41 The questions raised at these events fell into three broad categories. The 

largest category included queries raised by members of the public seeking 
clarification as to the approach being taken towards achieving the reductions 
as they relate to particular service areas. The second category was queries 
highlighting concerns that the changes were perceived to be having on a 
small number of service areas, these included benefits and planning. 
Although none of the questions raised have fundamentally disagreed with the 
approach being taken by the Council to managing the budget reductions, the 
third category of questions did highlight the need to monitor the impact when 
applying the reductions. In particular, a number of the questions have 
focussed on the need to be vigilant as to the potential impact of reductions on 
rural and deprived communities. 

 
42 The questions raised by the public have reaffirmed partner agencies’ 

responses to last year’s consultation, namely that as the reductions are 
applied, the impact on the different localities of Durham need to be reviewed. 
This matter has been raised at the County Durham Partnership where work is 
ongoing to ensure a multi-agency approach is taken to address this issue 
given the need for reductions across the public sector. 

 
43 Members should also note that in addition to the countywide consultation on 

the MTFP carried out in November, prior to any proposed saving being 
implemented, where this has a direct impact on service users, detailed service 
specific consultations will be carried out to inform the relevant decision 
making body.   This continued commitment was reaffirmed at all the AAP 
forums. 

 
Recommendation 
 
44 It is recommended that members: 
 

(i) Note the basis on which the consultation carried in 2010 has 
informed the budget setting process and the ongoing 
commitment to carry out targeted consultation prior to 
commencing service changes where they would impact service 
users 

 
Revenue Budget 

 
Forecast of Outturn for 2011/12 
 
45 Projected outturn figures for the County Council based upon information as at 

30 September 2011 were reported to Cabinet on 16 November 2011 and at 
that time forecasted a reduction in Cash Limit Reserves of £0.3m and an 
addition to General Reserve of £2.6m.  An update based upon the period to 
31 December 2011 will be presented to Cabinet on 7 March 2012. 

 



46 The final outturn for 2011/12 will be determined as part of the production of 
the Statement of Accounts.  During the process of finalising the Statement of 
Accounts, the Corporate Director Resources will be required to make a 
number of decisions in the interests of the Council. Such decisions will be fully 
disclosed in the Statement of Accounts. 

 
Recommendations 
 
47 It is recommended that Members: 
 

(i) Note the 2011/12 Forecast of Outturn contribution to the General 
Reserve. 

 
(ii) Agree that the Corporate Director Resources be authorised to 

make decisions, as necessary, in the interests of the Council to 
finalise the Statement of Accounts for 2011/12. 

 
Revenue Budget for 2012/13 
 
48 The initial strategy report on the 2012/13 – 2015/16 MTFP and 2012/13 

Budget was presented to Cabinet on 13 July 2011.  This report detailed the 
review that had been carried out into the MTFP assumptions for 2012/13.  A 
key factor at that stage of the 2012/13 budget process was the forecasted 
impact upon the MTFP of excessive inflationary pressures, especially relating 
to energy and fuel costs. 

 
49 The review identified that additional savings were going to be required to 

balance the 2012/13 budget in addition to the 5% savings already detailed in 
the previous MTFP.  Each service grouping was therefore allocated an 
additional 2% savings target, amounting to £7.07m. 

 
Base Budget Pressures in 2012/13 
 
50 The MTFP agreed by Council on 23 February 2011 identified a range of 

forecast base budget pressures for 2012/13.  Throughout the last seven 
months Cabinet has received updated MTFP reports which have reviewed 
and updated estimates in this regard.  The table overleaf details the final 
forecasted position on the 2012/13 Base Budget pressures: 

 



Table 6 – 2012/13 Base Budget Pressures 
 

  £m 
  
Price Inflation (2%) 2.50 
Corporate Risk Contingency 3.20 
Landfill Tax 1.07 
Employer Pension Contributions 1.20 
Concessionary Fares 0.85 
Energy Inflation 1.35 
Fuel Inflation 1.00 
Pension Augmentation 1.85 
Community Buildings 0.18 
Housing Benefit Lost Admin Grant 0.52 
Animal Health Grant Reductions 0.08 
Safeguarding Children 1.50 
AWH Demographic Pressures 2.15 

TOTAL 17.45 

 
51 The forecasted additional demographic pressures in Adults, Wellbeing and 

Health (AWH) for 2012/13 of £2.15m are to be financed from the AWH cash 
limit reserve.   

 
52 A prudent element of the base budget pressures is the £3.2m Corporate Risk 

Contingency budget.  The financial environment in which the Council is 
currently working is highly volatile and a range of financial risks, as well as the 
ones included in paragraph 16 above are to be faced from 2012/13.  Some of 
these additional risks are detailed below: 

 
(i) 2012/13 Pay Award – at this stage the MTFP model is assuming a 0% 

pay award but trade unions have submitted a request for a 5% pay 
award.  Negotiations are ongoing. 

 
(ii) Inflation – although inflation is reducing, the economy has 

encountered inflation in excess of 5% for the last 6 months.  The 
Council could come under pressure in the coming months from 
external service providers for contract price increases in excess of the 
2% price inflation sum included in the 2012/13 base budget. 

 
(iii) Global economy – the broader global economy is so volatile at the 

present time that it is not possible for the Council to predict what may 
happen in the next twelve months.  Any negative impact upon interest 
rates or inflation can increase the Council’s cost base significantly. 

 
(iv) Single Status – following Council approval in November 2011 to 

commence negotiations with the Trade Unions, the Council is 
expecting to implement a new Single Status pay model during 2012/13. 
At this stage the financial consequences are yet to be determined. 

 



Service Grouping Investment Priorities 
 
53 Service Groupings have recognised the financial pressures faced by the 

Council and have minimised bids for additional investments.  Wherever 
possible, service groupings will manage pressures within their cash limits.  
The service grouping’s investment priorities are detailed below: 

 
Table 7 – Investment Priorities 

 

Service Grouping Investment Priority 2012/13 

 
 

Neighbourhoods 

 
 

Contaminated Land  - Site Surveys 

£m 
 

0.10 
 

Resources 

 

Community Governance Reviews 
 

0.10 
 

TOTAL 
 

0.20 

 
Other Pressures 
 
54 Other pressures facing the Council relate to support for the current capital 

programme and the need for continued prudential borrowing to support 
ongoing capital investment.  The investment need is detailed below:  

 
Table 8 – Other Budget Pressures 

   

 £m 
 
Capital financing for current programme 

 
3.03 

 
Prudential Borrowing for ongoing capital investment 

 
0.50 

 

TOTAL 
 

3.53 

 
Savings 
 
55 The Council’s approach to achieving savings for the previous MTFP period 

2011/12 – 2014/15 was set out in the approved Budget report to Council on 
23 February 2011.  At that time, the Council was facing Government Grant 
cuts of £92.4m over the four year period with total savings of £123.5m due to 
the need to finance additional budget pressures. 

 
56 To achieve these very significant levels of savings, the Resources Service 

Grouping had a savings target of 33% across the MTFP period and all other 
service groupings were set a savings target of 25%.  The Council also 
confirmed that at least 30% reductions in the costs of Management and 
Support Services would be achieved across the MTFP period. 

 
57 During 2011/12 since the previous MTFP was developed, a range of factors 

have impacted upon the finances of the Council and have led to a 
deterioration in the financial outlook as detailed overleaf:   

 



(i) The Council continues to face a range of base budget pressures which 
must be addressed e.g. demographic pressures in AWH, safeguarding 
pressures in CYPS, excessive inflation on fuel and energy. 

 
(ii) Government confirmation that the Finance Settlement for 2013/14 and 

2014/15 will be reduced further due to the setting of a 1% annual pay 
cap. 

 
(iii) Outline Government confirmation that Public Expenditure will continue 

to be reduced in 2015/16 and 2016/17. 
 
58 The savings plans for each service grouping for the 2012/13 – 2015/16 MTFP 

period are detailed in Appendix 2.  The table below summarises the savings 
targets for each Service Grouping across the MTFP.  The table also shows 
the forecasted shortfall in savings which will need to be identified to achieve 
financial balance from 2013/14 onwards due to the deterioration in the 
financial outlook for the Council as detailed above. 

 
 Table 9 – Service Grouping Savings Plans  
 

Service Grouping 2012/13 2013/14 2014/15 2015/16 Total 

 £m £m £m £m £m 
      
ACE 0.8 0.6 0.3 0.2 1.9 
AWH 9.1 8.4 6.1 3.2 26.8 
CYPS 4.8 3.6 3.6 1.3 13.3 
NS 6.3 4.0 2.6 1.3 14.2 
RED 2.5 0.8 0.6 0.5 4.4 
Resources 2.9 2.3 2.6 0.6 8.4 
Other 0.2 0.3 0 0 0.5 
Savings yet to be 
identified 

0 0.9 8.7 13.7 23.3 

      

TOTAL 26.6 20.9 24.5 20.8 92.8 

 
59 The total saving for the period 2011/12 – 2015/16 is summarised below: 

Table 10 – Total Savings 2011/12 – 2015/16 

Year Saving 

 £m 
  

2011/12 66.4 
 

2012/13 – 2015/16 92.8 
 

TOTAL 159.2 

 
60 The saving of £159.2m represents a budget reduction of approximately 37% 

of the Council’s 2010/11 Net Budget Requirement over this five year period. 
 



2012/13 Net Budget Requirement 
 
61 After taking into account base budget pressures and savings, the Council’s 

2012/13 Net Budget Requirement would be £432.58m.  How the Budget 
would be financed is detailed below: 
 
Table 11 – Financing of 2012/13 Budget 

 

Financing Method Amount 

 £m 
NNDR 
Revenue Support Grant 

219.007 
4.245 

Council Tax  201.788 
Council Tax Freeze Grant 4.989 
New Homes Bonus 2.551 

TOTAL 432.580 

 
62 The Gross Expenditure and Net Expenditure Budget for 2012/13 for each 

Service Grouping would be as detailed at Appendix 3.   Appendix 4 provides a 
summary of the 2012/13 Budget by Service expenditure type, based on the 
Chartered Institute of Public Finance and Accountancy (CIPFA) classifications 
of cost. 

 
Council Tax 
 
63 The Government has confirmed that councils will receive a Council Tax 

Freeze Grant equivalent to 2.5% increase in Council Tax, if they agree not to 
increase Council Tax in 2012/13.  This grant however, valued at almost £5m 
for County Durham, is a one-off, unlike the Council Tax Freeze Grant received 
in 2011/12 which has now been built into Formula Grant and will continue to 
be paid going forward for at least this CSR period to 31 March 2015. 

 
64 The 2012/13 Council Tax Base was approved by Cabinet on 14 December 

2011.  The council tax base for 2012/13 is 157,295.3 Band D equivalent 
properties.  The tax base for council tax setting and income generation 
purposes will be based upon a 98.5% collection rate in the long run. 

 
65 The 2012/13 budgeted council tax income has taken the following factors into 

account: 
 

(i) The increase in the tax base will generate additional council tax income 
of £0.8m. 

 
(ii) The Council is no longer forecasting to achieve a Collection Fund 

Surplus in 2012/13.  This is identified as a £0.8m pressure for 2012/13. 
 

(iii) The reduction in Council Tax Discount to nil on long term empty 
properties agreed by Council on 14th December 2011 is forecast to 
generate an additional £2.1m of income in 2012/13.  It is prudent to 
forecast that the Government’s Formula Grant will be reduced 
correspondingly in 2013/14 so the £2.1m should be treated as a one off 
financial benefit only at this stage. 

 



66 The Government announced as part of the Finance Settlement that any 
Council setting a Council Tax increase in excess of 3.5% would require 
council tax payer approval through a referendum. 

 
67 Council has previously agreed to a 10% council tax discount for the owners of 

‘second homes’.  It is recommended that this policy continues. 
 
68 It is recommended that Members: 
 

(i) Approve the identified base budget pressures. 
 

(ii) Approve the Service Grouping investments detailed in the report. 
 

(iii) Approve the savings plans detailed in the report. 
 

(iv) Approve the acceptance of the Council Tax Freeze Grant for 
2012/13 and thereby leave County Council’ Council Tax levels 
unchanged for the second consecutive year. 

 
(v) Approve the retention of the 10% Council Tax Discount for the 

owners of second homes. 
 

(vi) Approve the 2012/13 Net Budget Requirement of £432.58m. 
 
 

Medium Term Financial Plan – 2012/13 to 2015/16 
 

69 The following assumptions have been utilised in developing the MTFP model 
for 2012/13 – 2015/16: 

 
(i) Government Grant reductions for the MTFP period have been 

developed utilising information from both the 2012/13 Finance 
Settlement, the CSR and the Autumn Statement.  The forecast 
reductions in Government Grant are shown in table 12 below: 

 
Table 12 – Forecast Government Grant Reductions 

 

Year Grant 
Reduction 

 £m 
  

2012/13 17.177 

2013/14 4.930 

2014/15 14.840 

2015/16 11.560 
 



(ii) Forecast Pay and Price Inflation levels have taken into account the 1% 
pay increase cap for 2013/14 and 2014/15 as detailed below: 

 
Table 13 – Pay and Price Inflation Assumption 

 

Year Pay Inflation Price Inflation 

2012/13 0% 2% 

2013/14 1.0% 2% 

2014/15 1.0% 1.5% 

2015/16 1.5% 1.5% 

 
(iii) Continuing budget pressures in relation to Landfill Tax, Carbon Tax, 

Employer Pension Contributions, Concessionary Fares, energy price 
inflation and AWH demographic pressures. 

 
(iv) All staffing budgets currently have a 3% turnover allowance deducted.  

In the coming years, staff turnover is expected to reduce with a 2% 
turnover rate felt to be more prudent which the report is recommending 
be built into the MTFP from 2013/14. 

 
(v) Continuing need to support both the current and additional capital 

programmes, whilst accounting for variations in estimated investment 
income. 

 
(vi) Council Tax increases for 2013/14 to 2015/16 are assumed to be 2.5% 

per annum. 
 

(vii) There is a need for additional savings to be identified in 2013/14, 
2014/15 and 2015/16 totalling £23.3m to achieve a balanced budget 
across the whole MTFP. 

 
70 The Local Government Finance Bill, if enacted will introduce two key policies 

which will have a significant impact upon the MTFP from 2013/14 as detailed 
below: 

 
(ii) Localisation of Business Rates – the Government’s Local 

Government Resource Review (LGRR) recommends that councils 
should be able to retain all business rate income generated locally.  
This would provide a constant income stream and could incentivise 
councils to grow their local economies on the basis that they will be 
able to retain the additional business rates generated from any new 
businesses and growth in existing businesses.  The business rate 
income would replace Formula Grant received from Government.  To 
ensure no Council is favoured or penalised, a system of ‘top ups’ and 
‘tariffs’ will be introduced as a starting point.  Beyond this time 
however, a significant proportion of the Council’s ongoing income, will 
in effect depend upon the health and vitality of the local economy.  This 
will be a significant risk for the Council as there is little, if any link, 
between the local economy and the demand for major services such as 
for example; care provision for the elderly and safeguarding services 
for children.  The MTFP model makes no assumptions at this stage of 
the likely financial impact of this policy. 



 
(iii) Localisation of Council Tax Benefit Support – the Government 

intends to implement this policy also from 1 April 2013.  Before 
implementation, the Government intends to top slice 10% of council tax 
benefit funding, which equates to circa £6m for County Durham. The 
Council will become responsible for developing a policy to distribute 
council tax benefit although the Government will stipulate that key 
vulnerable groups, such as pensioners, must be protected.  This is 
likely to result in people of working age facing a disproportionate 
impact. The MTFP model assumes the funding reduction from withheld 
council tax benefit funding will be fully passported via a revised Council 
Tax Benefit Scheme.  The Council will also be financially responsible 
for any increased costs due to residents claiming additional benefit, 
especially during a period of recession.  

 
Financial Reserves 

71 Reserves are held: 

 (i) As a working balance to help cushion the impact of uneven cashflow 
and avoid unnecessary temporary borrowing – this forms part of the 
General Reserve. 

 (ii) As a contingency to cushion the impact of unexpected events or 
emergencies – this also forms part of General Reserves. 

(iii) As a means of building up funds, Earmarked Reserves to meet known 
or predicted future liabilities. 

72 The Council’s current reserves policy is in summary: 

 (i) To set aside sufficient sums in earmarked reserves as it considers 
prudent to do so. 

 (ii) Aim to maintain General Reserves of between at least 3% to 4% of the 
Council’s net budget requirement which equates to between at least 
£13m to £17m. 

 
73 Each Earmarked Reserve, with the exception of the Schools’ reserve, is 

reviewed on an annual basis.  The Schools’ reserve is the responsibility of 
individual schools with balances at the year end which make up the total 
reserve. 

74 A Local Authority Accounting Panel Bulletin published in November 2008 
(LAAP77) makes a number of recommendations relating to the determination 
and the adequacy of Local Authority Reserves.  The guidance contained in 
the Bulletin ‘represents good financial management and should be followed as 
a matter of course’. 

75 This bulletin highlights a range of factors, in addition to cash flow 
requirements that councils should consider; these include the treatment of 
inflation, the treatment of demand led pressures, efficiency savings, 
partnerships and the general financial climate, including the impact on 
investment income.  The bulletin also refers to reserves being deployed to 



fund recurring expenditure and indicates that this is not a long-term option.  If 
Members were to choose to use general reserves as part of this budget 
process appropriate action would need to be factored into the MTFP to ensure 
that this is addressed over time. 

76 The setting of the level of reserves is an important decision not only in the 
budget for 2012/13 but also in the formulation of the Medium Term Financial 
Plan. 

77 The Quarter 2 Forecast of Outturn report to Cabinet on 16 November 2011, 
forecast a General Reserve Balance at 31 March 2012 of £19.95m.  Taking 
this forecast level of General Reserve and the risks facing the Council into 
account, it is recommended that the Council maintains its current policy for 
Reserves as follows: 

 
i) Set aside sufficient sums in Earmarked Reserves as it considers 

prudent to do so.  The Corporate Director Resources will be authorised 
to establish such reserves as are required, to review them for both 
adequacy and purpose on a regular basis reporting appropriately to the 
Cabinet Portfolio Member for Resources and to Cabinet. 

 
ii) Aim to maintain, broadly, General Reserve levels of between at least 

3% and 4% of the Net Budget Requirement or in cash terms, at least 
between £13m to £17m. 

 
78 A balanced MTFP model has been developed after taking into account the 

assumptions detailed above.  The MTFP model is summarised below with full 
detail attached at Appendix 5. 

 
 Table 14 – MTFP Summary Position 
 

 2012/13 2013/14 2014/15 2015/16 TOTAL 
 

 £m £m £m £m £m 
 

Reduction in 
Resource Base 

5.440 5.030 12.873 7.315 30.658 

 
Budget Pressures 

 
21.180 

 
15.876 

 
11.584 

 
13.467 

 
62.107 

 

 
Savings Required 

 
26.620 

 
20.906 

 
24.457 

 
20.782 

 
92.765 

 
Recommendations 
 
79 It is recommended that Members: 
 

(i) Note the forecast 2012/13 to 2015/16 MTFP financial position. 
 

(ii) Set aside sufficient sums in Earmarked Reserves as it considers 
prudent to do so.  The Corporate Director Resources will be 
authorised to establish such reserves as are required and to 
review them for both adequacy and purpose on a regular basis 



reporting appropriately to the Cabinet Portfolio Member for 
Resources and to Cabinet. 

 
(iii) Aim to maintain, broadly, General Reserve levels of between at 

least 3% and 4% of the Net Budget Requirement or in cash terms 
between at least £13m to £17m. 

 
Capital Budget 
 
80 The current 2011/12 Capital Budget of £214m was approved by Cabinet on 

16 November 2011.  Since that date the Capital Member Officer Working 
Group (MOWG) has approved recommendations to Cabinet of a range of 
budget revisions.  The table below details the latest revised Capital Budget for 
the period 2011/12 to 2014/15 and how the programme is financed. 

 
 Table 15 – Revised Capital Programme 
 

Service Grouping 2011/12 2012/13 2013/14 2014/15 Total 

 £m £m £m £m £m 

ACE 2.520 2.443 1.359 - 6.322 
AWH 0.569 1.609 1.862 4.584 8.624 
CYPS 77.721 80.961 33.505 0.533 192.720 
Neighbourhoods 28.591 13.670 1.261 1.054 44.576 
RED 48.956 25.153 1.392 0.250 75.751 
Resources 9.572 13.442 2.450 0.491 25.955 
Other - 45.366 30.000 30.000 105.366 

Total 167.929 182.644 71.829 36.912 459.314 

Financed by      
Grants & Contributions 98.498 67.340 20.904 - 186.742 
Revenue and Reserves 6.069 1.832 1.607 0.807 10.315 
Capital Receipts 5.982 20.634 10.000 10.000 46.616 
Capital Receipts –   
  BSF/Schools 

0.066 2.974 8.000 3.000 14.040 

Borrowing 57.314 89.864 31.318 23.105 201.601 

Total 167.929 182.644 71.829 36.912 459.314 

 
Capital Consideration in the MTFP Process 
 
81 Service Groupings developed Capital bid submissions during the summer 

alongside the development of revenue MTFP proposals.  The Council’s 
Corporate Management Team (CMT) and the MOWG have considered the 
Capital bid submissions taking the following into account: 

 
 (i) Priority based upon Asset Management Scoring System. 

(ii) Service Grouping assessment of priority. 

(iii) Affordability based upon the availability of capital financing.  This 
process takes into account the impact of borrowing upon the revenue 
budget. 



(iv) Whether schemes could be self-financing i.e. capital investment would 
generate either revenue savings or income generation enough to repay 
the borrowing costs to fund the schemes. 

 
82 Whilst considering Capital bid proposals, MOWG recognised the benefits of 

committing to a longer term Capital programme to aid effective programming 
of investment.  At the same time MOWG also recognised the need for caution 
in committing the Council to high levels of prudential borrowing at this stage 
for future years. 

 
Government Capital Grant Allocations 
 
83 The 2011/12 Local Government Finance Settlement provided indicative 

figures for 2012/13 for both Local Transport Plan (LTP) Grant and General 
Resource Social Services Grant.  Actual allocations are in line with this earlier 
announcement. 

 
84 Capital Grant allocations from the Department for Education (DfE) for 2012/13 

are extremely disappointing.  The Council received £13.6m in 2011/12 to 
invest in Schools Structural Maintenance and to provide accommodation for 
schools with additional pupils.  The Council was expecting to receive a similar 
sum in 2012/13 but the sum actually received was much less as shown in the 
table below: 

 
Table 16 – DfE 2012/13 Capital Grant 

 

 £m 
 

School Structural Maintenance 
 

7.69 
 

Basic Need (Additional Pupils) 
 

2.23 
 

TOTAL 
 

9.92 

 
85 The sum received is 27% less than forecast.  The key reasons for the 

reduction are as follows: 
 

(i) Almost 30% of the Schools Structural Maintenance grant nationally has 
been ‘top sliced’ and is being allocated to new School Academies. 

 
(ii) Basic Need funding apportionment is based upon pupil growth 

targeting funds more towards the South East rather than Durham. 
 
 



86 The Government Grants that the Council will receive in 2012/13 and indicative 
grant levels for future years are detailed in the table below: 

 
Table 17 – 2012/13 Government Capital Grants 

 
Govt Dept Grant 2012/13 2013/14 2014/15 

DoH General Personal Social Services 1.50 --- --- 

DfE Capital Maintenance 7.69 --- --- 

DfE Basic Need 2.23 --- --- 

DfE Schools Capital Maintenance 3.59 --- --- 

DfE Schools Devolved Capital 1.55 --- --- 

DfT Local Transport Plan -     

    Highway Maintenance 10.68 10.13 9.78 

    Integrated Transport 3.18 3.18 4.47 

TOTAL 30.42 13.31 14.25 

 
Capital Receipt Forecasts 
 
87 Based upon the current Asset Disposal Programme, the level of capital 

receipts estimated per annum is £10m (excludes capital receipts ring fenced 
for use in the Building Schools for the Future (BSF) programme and new 
school builds in Stanley and Consett).  This is deemed to be a reasonable 
target based upon prevailing market conditions. 

 
Self Financing Schemes 
 
88 In many circumstances, capital investment will generate revenue efficiencies.  

To finance these programmes should they be approved by Council, Service 
Groupings will transfer sufficient sums to the Capital Financing budget to 
cover the relevant borrowing costs. 

 
89 In total, it is being recommended that £3.52m of Self Financing capital 

schemes are to be supported in 2012/13. 
 
External Grants 
 
90 Two schemes in the capital programme have attracted significant levels of 

external funding as detailed below: 
 

(i) Broadband – the Government through its Broadband Development 
United Kingdom (BDUK) programme has provided grant funding of 
£6.9m which the report is recommending be matched by the County 
Council to develop Superfast Broadband across the County. 

 
(ii) Gypsy and Travellers Sites – the Homes and Communities Agency 

(HCA) has provided grant funding of £3.8m which is to be matched with 
£5.7m of Council funding to refurbish four Gypsy and Travellers Sites 
in the county. 

 



Approval of Additional Capital Schemes 
 
91 The need to invest in Capital Infrastructure during the economic downturn is 

seen as an essential means of regenerating the local economy and for job 
creation.  Additional investment will maintain and improve infrastructure 
across the County, help retain existing jobs, create new jobs and ensure the 
performance of key Council services are maintained and improved. 

 
92 After considering all relevant factors, the MOWG have recommended that the 

following value of schemes be approved for inclusion in the Capital 
Programme.  Full details of these schemes are detailed in Appendix 6. 
 
Table 18 – Additional Capital Schemes for 2012/13 and 2013/14 
 

Service Groupings 2012/13 2013/14 

 £m £m 

ACE 1.260 1.260 

AWH 0.450 - 

CYPS 15.619 8.550 

Neighbourhoods 16.197 14.688 

RED 17.926 15.646 

Resources 8.706 3.200 

TOTAL 60.158 43.344 

 
93 The investments detailed in Appendix 6 will ensure the Council continues to 

invest in priority projects and key maintenance projects.  Investments have 
been recommended for 2012/13 and 2013/14 to ensure that schemes can be 
effectively planned.    Examples of the investments recommended are 
detailed below:  

 
 (i) Road Maintenance and Structural Patching 2012/13 - £12.179m, 

2013/14 - £11.632m 
 
  Maintenance of all elements of the adopted network, including remedial 

works due to winter damage.  
 
 (ii) Broadband 2012/13 - £5.8m, 2013/14 - £1.1m 
 
  This budget introduces the grant funding which is matched by the 

County Council for superfast broadband capability across the County. 
 
 (iii) Disabled Facilities 2012/13 - £1m, 2013/14 - £1m 
 
  This funding supplements the Disabled Facilities Grant and will assist 

in supporting vulnerable people across the County, increasing 
independence and choice.   

 
 
 



 (iv) East Durham Rail Station 2012/13 - £0.25m, 2013/14 - £2m 
 
  To build a new rail station on the Durham Coast Rail Line to improve 

opportunities for employment, access to services and to attract new 
investment.   

 
 (v) Relocation of Crook Library 2012/13 £0.45m 
 
  Invest in the relocation of the Library into the Civic Centre providing a 

modern and high quality facility. 
 
94 The £3.6m reduction in DfE funding will restrict the Council’s capability to 

invest in key projects and will delay when schemes could be developed.   The 
full impact of this 27% reduction in funding will not be clear until the result of 
the Council’s Private Finance Initiative (PFI) bids for Seaham School of 
Technology and Trinity Special School are announced by the Government.  

 
95 It is also recommended that a commitment to maintain investment over and 

above grant levels is maintained across the MTFP.  At this stage a sum of 
£30m will be included in forward plans, financed as follows: 
 
Table 19 – Funding Available to Support Capital Programme 
 

  £m 

Prudential Borrowing 20 

Capital Receipts 10 

TOTAL 30 

 



96 If approved by Council, the 2012/13 – 2015/16 base Capital Budget will be as 
follows: 

 
Table 20 – New MTFP Capital Programme 

 

Service Grouping 2012/13 2013/14 2014/15 2015/16 Total 

 £m £m £m £m £m 

ACE 3.703 2.619 - - 6.322 
AWH 2.059 1.862 4.584 - 8.505 
CYPS 96.580 42.055 0.533 - 139.168 
Neighbourhoods 29.867 15.949 1.054 - 46.870 
RED 43.079 17.038 0.250 - 60.367 
Resources 22.148 5.650 0.491 - 28.289 
Other - 9.924 30.000 30.000 69.924 

Total 197.436 95.097 36.912 30.000 359.445 

Financed by      
Grants & Contributions 85.490 44.172 - - 129.662 
Revenue and Reserves 5.426 1.607 0.807 - 7.840 
Capital Receipts 18.634 10.000 10.000 10.000 48.634 
Capital Receipts –   
  BSF/Schools 

2.974 8.000 3.000 - 13.974 

Borrowing 84.912 31.318 23.105 20.000 159.335 

Total 197.436 95.097 36.912 30.000 359.445 

 
Recommendations 
 
97 It is recommended that Members 
 

(i) Approve the revised 2011/12 Capital budget of £167.929m. 
 

(ii) Approve that the additional schemes detailed in Appendix 6 be 
included in the Capital Budget.  These capital schemes will be 
financed from the additional Government grants available, from 
match funding attained, from Capital Receipts, Prudential 
Borrowing and from Service Grouping budget transfers. 

 
(iii) Approve the Capital Budget for the 2012/13 to 2015/16 MTFP 

detailed in Table 20. 
 

(iv) Approve the continued inclusion of £30m of capacity annually 
across the MTFP funded from Prudential Borrowing and Capital 
Receipts. 

 
Savings Proposals 
 
98 The savings proposals within the 2012 – 2016 MTFP are substantially made 

up of proposals developed last year. The approach taken has been to build on 
these proposals and to continue to protect, as far as possible, front line 
service delivery. Management and back office savings have been prioritised, 



as have efficiency and value for money reviews. In addition, services have 
sought to maximise income wherever feasible / possible. 

 
99 Many of the proposals included in the MTFP will be subject to separate 

individual reports and consultation exercises prior to implementation.  
Members will note that Cabinet have already considered detailed reports and 
made policy decisions on a range of 2012/13 savings e.g. home to school 
transport; management options appraisal for the creation of a Culture and 
Leisure Trust; and an alternate weekly refuse and recycling collection service.  

 
100  The following paragraphs give an overview of the recommended key savings 

proposals across the new MTFP period by service grouping and supplement 
the equality impact assessment process detailed in paragraphs 127 to 150. 

 
Assistant Chief Executive 
 
101 The MTFP includes proposals to save c£1.9m over the lifetime of the 2012 – 

2016 MTFP period, the majority of which relate to the continuation or 
extension of savings proposals already factored into the 2011 – 2015 MTFP. 
This is in addition to the £1.92m of savings achieved in 2011/12. Members will 
recall that the MTFP savings in this service grouping were substantially front 
loaded in the 2011 – 2015 MTFP. 

 
102 In considering proposals to achieve the required savings, the focus within 

Assistant Chief Executive’s has also been on ensuring it provides an effective 
support service to the Council through a period of considerable change. 

 
 
103 The overall approach taken aligns to the consultation feedback which 

identified areas such as Communication, Policy, Improvement, Scrutiny and 
AAP budgets as the areas which should be reduced by more than the 
average. The service has planned to use £69K of its cash limit reserve as part 
of its savings proposals in 2012/13. 

 
Adults Wellbeing and Health 
 
104 The MTFP includes proposals to save c£26.8m over the lifetime of the 2012 – 

2016 MTFP period, the majority of which relate to the continuation or 
extension of savings proposals already factored into the 2011 – 2015 MTFP. 
This is in addition to the £19.4m of savings achieved in 2011/12. 

 
105 The majority of savings proposals identified for 2012/13 build on the 

successful introduction of the Re-ablement Service; the adult care charging 
review and the consistent and effective application of the existing eligibility 
criteria in 2011/12, which have either produced greater savings than was 
originally forecast or where the savings in 2011/12 were only part year 

 
106 Significant value for money savings have been put in place during the current 

year as a result of the successful re-tendering of the domiciliary care contract 
and the agreement in relation to independent sector residential care home fee 
levels. The savings from this are built into the 2012/13 proposals. 

 
 



107 Proposals for the rationalisation and review of in house social care provision 
will continue to be developed and considered whilst ensuring that care needs 
of service users involved continue to be met in the most appropriate way. In 
terms of the Library Service, the savings are based on proposals to reduce 
opening times and a review of the mobile library services, with a move 
towards these services forming part of a Cultural and Leisure Trust in 
2013/14. No libraries are proposed to be closed as part of these proposals.  

 
108 Where proposals impact on front line services these will be subject to a full 

consultation exercise before any final decisions are made and changes 
implemented. 

 
Children and Young People’s Services 
 
109 The MTFP includes proposals to save c£13.3m over the lifetime of the 2012 – 

2016 MTFP period, the majority of which relates to the continuation or 
extension of savings proposals already factored into the 2011 – 2015 MTFP. 
This is in addition to the £17.9m of savings achieved in 2011/12, which 
included the impact of reductions in Area Based Grants relevant to this 
service grouping. 

 
110 In considering proposals to achieve the required savings, the focus within 

Children and Young People’s Services has also been on assessing and 
responding to the impact of the Government’s policies on Academies; 
changes in the Local Services Support Grant (to ensure that children from low 
income families continue to benefit from enhanced school choice supported 
by free home to school transport); and changes to the Early Intervention Grant 
(to reflect new responsibilities for providing a free early education entitlement 
to two year olds, beginning with those children living in the most 
disadvantaged localities). 

 
111 For 2012/13, additional income will be derived from charges to schools for 

free school meal verification and increased trading of the school improvement 
services; finance support and other infrastructure costs will be reduced due to 
the end of the Sure Start grant regime; the management structure of the 
Youth Offending Service is also being reviewed. 

 
112 Major policy changes with regards to Home to School Transport will apply 

from September 2012 and, due to the scale of spend on this area, will be a 
key aspect of MTFP savings for the next 5 years, as the revised policy is 
applied each year to new intakes of Primary and Secondary age pupils. 

 
113 The service has planned to use £0.93m of its cash limit reserve as part of its 

savings proposals in 2012/13. 
 
Neighbourhood Services 
 
114 The MTFP includes proposals to save c£14.2m over the lifetime of the 2012 – 

2016 MTFP period, the majority of which relates to the continuation or 
extension of savings proposals already factored into the 2011 – 2015 MTFP. 
This is in addition to the £8.50m of savings achieved in 2011/12. 
 



115 In considering proposals to achieve the required savings, the focus within 
Neighbourhood Services has placed an emphasis on proposals for savings 
through efficiencies and through increased value for money, including the 
rationalisation of back office support functions, reviewing arrangements for the 
management of Council buildings, and the creation of a Cultural and Leisure 
Trust. The continued future funding of the Lamplight Centre in Stanley will be 
reviewed in 2012/13. 

 
116  Opportunities identified for additional income include increases to burial 

charges to levels in line with other neighbouring authorities, introducing 
charges for pest control services which are currently provided free of charge, 
in line with the approach taken by many other authorities, and the introduction 
of car parking charges at Hardwick Park. 

 
117 Within the proposals identified, savings will be achieved through the continued 

harmonisation of service provision as well as changes to operational delivery 
through more efficient and streamlined ways of working; these proposals 
include reviewing grounds maintenance, the introduction of a county wide 
alternate weekly refuse and recycling collection service, a review of Education 
and Enforcement and street cleansing, and a restructure within Environment, 
Health and Consumer Protection.  

 
118 Neighbourhoods have excluded winter maintenance from its savings 

proposals, in direct response to consultation feedback and sought to limit any 
reductions in highways maintenance. 

  

Regeneration and Economic Development 
 
119 The MTFP includes proposals to save c£4.4m over the lifetime of the 2012 – 

2016 MTFP period, the majority of which relates to the continuation or 
extension of savings proposals already factored into the 2011 – 2015 MTFP. 
This is in addition to the £13.5m of savings achieved in 2011/12, which 
included the impact of reductions in Area Based Grants relevant to this 
service grouping.  

 
120 In considering proposals to achieve the required savings the focus within 

Regeneration and Economic Development has been on realising savings from 
a range of efficiency reviews, including a full service grouping review and 
restructure and proposed changes to the Supported Housing Service and a 
review of the CCTV service. 

 
121 Opportunities identified for additional income include proposals to increase 

income within the transport and planning services, including both increasing 
existing charges and introducing new charges. 

 
Resources 
 
122 The MTFP includes proposals to save c£8.4m over the lifetime of the 2012 – 

2016 MTFP period, the majority of which relates to the continuation or 
extension of savings proposals already factored into the 2011 – 2015 MTFP. 
This is in addition to the £2.9m of savings achieved in 2011/12 

 



123 In considering proposals to achieve the required savings the focus within 
Resources has also been on ensuring it provides an effective support service 
to the Council through a period of considerable change. Given the nature of 
the service nearly all of the savings proposed are in management and support 
service costs. 

 
124 The proposals include reviewing all areas of the service grouping alongside 

the introduction of a more centralised approach to the provision of support 
services, such as finance and human resources. 

 
125 The proposals are entirely consistent with the feedback from the budget 

consultation which identified the Resources Strategic Grouping as the main 
area where savings should be made. As members will be aware, the savings 
targets across the 2011 – 2016 MTFP period are greater in Resources than 
all other service groupings. 

 
Recommendations 
 
126 It is recommended that Members 
 
 (i) Note the approach taken by Service Groupings to achieve the 

required savings. 
 
Equality Impact Assessment of the Medium Term Financial Plan 
 
127 This section updates Members on the outcomes of the equality impact 

assessment of the MTFP and summarises the potential cumulative impact of 
the 2012/13 proposals. 

 
128 Equality impact assessments are an essential part of the decision making 

process, building them into the MTFP process supports decisions which are 
both fair and lawful. The aim of the assessments is to: 

  
(i) identify any disproportionate impact on service users or staff based on 

the protected characteristics of age, gender (including 
pregnancy/maternity and transgender), disability, race, religion or belief 
and sexual orientation 
 

(ii) identify any mitigating actions which can be taken to reduce negative 
impact where possible, and 
 

(iii) ensure that we avoid unlawful discrimination as a result of MTFP 
decisions. 

 
129 The Council is subject to the legal responsibilities of the Equality Act 2010 

which, amongst other things, make discrimination unlawful in relation to the 
protected characteristics listed above and require us to make reasonable 
adjustments for disabled people.  In addition, as a public authority, we are 
subject to legal equality duties in relation to the protected characteristics. The 
public sector equality duties require us to: 

 
(i) eliminate unlawful discrimination, harassment and victimisation; 

 



(ii) advance equality of opportunity; and 
 
(iii) foster good relations between those who share a protected 

characteristic and those who do not. 
   
130 The Equality and Human Rights Commission (EHRC) issued ‘Using the 

equality duties to make fair financial decisions: a guide for decision makers’ in 
September 2010. The guidance states that “equality duties do not prevent you 
from making difficult decisions such as reorganisations and relocations, 
redundancies and service reductions nor do they stop you making decisions 
which may affect one group more than another. What the equality duties do is 
enable you to demonstrate that you are making financial decisions in a fair, 
transparent and accountable way, considering the needs and the rights of 
different members of your community.” 

 
131 The EHRC guidance also states that it is important “to remember that 

potential impact is not just about numbers. Evidence of a serious impact that 
may affect a small number of individuals is just as important as a potential 
impact affecting many people”. 

 
132 A number of successful judicial reviews during 2011 reinforced the need for 

robust consideration of the public sector equality duties and the impact on 
protected characteristics in the decision making process.  Members must take 
full account of the duties and accompanying evidence when considering the 
MTFP proposals.    

  
Reducing Equalities Impacts Through Our Overall MTFP Approach 
  
133 In terms of the ongoing programme of budget decisions the Council has taken 

steps to ensure that impact assessments: 
 

(i) are built in at the formative stages so that they form an integral part of 
developing proposals with sufficient time for completion ahead of 
decision making; 

 
(ii) are based on relevant evidence, including consultation where 

appropriate, to provide a robust assessment; 
 
(iii) objectively consider any negative impacts and alternatives or mitigating 

actions so that they support fair and lawful decision making; 
 
(iv) are closely linked to the wider MTFP decision-making process;  
 
(v) build on previous assessments to provide an ongoing picture of 

cumulative impact. 
 
Equality Impact Assessment Process 
 
134 The process for identifying and completing impact assessments in relation to 

the MTFP has been co-ordinated through Heads of Service with support from 
the corporate Equalities Team in the form of briefings, training sessions, 
specific advice and direct support.  Services were asked to consider all Year 2 
proposals, including delegated decisions, and identify the level of assessment 



required – either ‘screening’ or ‘full’ depending on the extent of impact and the 
deadline for the final decision.  

 
135 The Equalities Team have reviewed all of the assessments in order to provide 

a level of quality assurance and build a picture of the ongoing cumulative 
impact.  Whilst individual decisions may be deemed to have a relatively minor 
impact the combined effect of them may be significant.  The Council’s 
approach to the MTFP has sought to minimise impact on frontline services but 
we recognise the need to consider any combined impact on service users and 
staff.  
  

Progress on Completing Impact Assessments 
 
136 A total of 65 assessments will be made available for Members to inform their 

decisions on individual proposals.  Some are existing assessments from 
2011/12 where there is a continuation of a savings proposal, some are new 
assessments and a small number of screenings record that an assessment is 
not required. 
   

Service Assessments returned 

ACE 6 

AWH 18 

CYPS 16 

Neighbourhoods 13 

RED 6 

Resources 6 

 
137 All documentation will be available for Members via the Member Support team 

ahead of the Cabinet and Council decision-making meeting (by Tuesday 31 
January). 

 
Summary of Equality Impact of 2012/13 MTFP Proposals 
 
138 Services were required to identify any disproportionate impact likely to arise 

from implementing each savings proposal.  There are ongoing cumulative 
impacts as a result of decisions made by Council in setting the 2011/12 
budget.  Key ongoing proposals with equalities impacts this year include: 

 
(i) the review of home to school transport, which is being implemented 

for new students from September 2012. 
 
139 The main equalities impacts in relation to new savings proposals are 

summarised below.  In some cases the effect of the saving would apply to all 
service users but could have a greater impact for some, for example, changes 
to library services would affect all users but could impact more on age, gender 
and disability. Other proposals relate to targeted services which would have a 
more focused impact, for example, changes to learning disability respite care 
will impact specifically on disabled people and their carers.   
 
(i) ACE proposals are mainly continuations of 2011/12 savings which 

included impacts on age, disability, faith and sexual orientation: 
 



• Funding to voluntary and community sector infrastructure 
organisations could impact on local groups supporting older and 
younger people, those with disabilities and faith based groups.   

 
(ii) AWH proposals include impacts on age, disability and gender: 
  

• The review of social care charges whilst delivering a fairer charging 
regime overall, means some people may contribute more towards 
service costs. This could impact on many service users who are 
older people, mainly women, and disabled people.   

 

• The review of stair lift maintenance, which could impact on service 
users who are older people and disabled people, will be subject to a 
full impact assessment ahead of decision-making. 

 

• The Library service review could affect all equality groups to varying 
degrees through reduced opening hours and changes to mobile 
halts which could mean increased travel to alternatives. A full 
assessment has been drafted and will be updated before the final 
decision is made to take account of consultation responses from 
individuals and organisations. 

 

• The closure of Dean Lodge (providing a learning disability respite 
service) could have a potential impact in relation to gender, age and 
disability.  Mitigating actions were discussed by Cabinet on 
25 January, including sign posting to alternative provision. 

 
(iii) CYPS proposals mainly relate to changes in support functions as well 

as ongoing savings related to transport which include impacts on age 
due to the nature of services provided as well as gender, disability and 
religion. 

 
 

(iv) Neighbourhoods impact assessments cover a range of areas with 
impacts mainly on age, disability and gender: 

 

• A number of proposals relate to the increase or introduction of 
charges. Whilst each is likely to affect a range of people there are 
particular equality issues linked to burial fees, pest control and 
parking at Hardwick Park.  The potential impacts relate to those on 
lower incomes which include older people, disabled people and 
lone parent families. 

  

• The review of waste collection could affect many people but may 
have particular impacts including disability, gender and age, for 
example those with babies or young families may have greater 
need for regular waste collection whilst older or disabled people 
may rely on others for assistance and have difficulty dealing with 
any build up of waste.  

 

• Funding for the Lamplight centre is being reviewed which may 
affect the services offered in the area, this includes potential 



impacts on access to leisure and activities for older and younger 
people if they needed to travel to alternative provision but final 
decisions on implementing the proposal will be made following 
consultation.  

 

• The management options appraisal for leisure services could have 
impacts on both service users and staff. The impact assessment 
identifies mitigating actions to maintain a range of provision and 
access to facilities for everyone 

 
(v) RED proposals include impacts in relation to gender, age and disability: 
  

• The review of the Access Bus service would impact on disabled 
people given the nature of the service; there are also potential 
linked impacts to age and gender. Further evidence will be 
gathered as part of the review and a full impact assessment 
completed before a final decision is made. 

 

• Changes to CCTV provision are likely to impact on a wide range 
of people but there may be particular impacts on older and 
younger people, including women and younger men in relation 
to vulnerability and fear of crime. 

 
(vi) Resources proposals relate to support and back office functions so 

mainly impact upon staff.   
 

140 It should be noted that there is less data and evidence available in relation to 
race, religion or belief and sexual orientation which could account for fewer 
impacts being identified.  Ongoing monitoring of the actual impact on all 
groups is an integral part of the assessment process so we will continue to 
assess the effect of reductions including complaints and consultations or 
changing levels of demand from particular groups. 
 

141 Cumulative impacts are most likely in relation to increased costs or charges, 
travel to alternative provision, reduced or loss of access to a particular service 
or venue. This is more likely to affect those on low income or without access 
to personal transport or reliant on others for support which impacts on 
disability age and gender. 

 
Summary of Impacts on Staff  
 
142 There are a number of assessments relating to impact on staff. Those relating 

to vacant posts, which do not directly affect a member of staff, consider any 
equality aspects delivered by that post and ensure there is evidence that the 
work is covered by alternative arrangements. Where members of staff are at 
risk then Services were asked to include equality profiles of those affected 
unless this relates to low numbers which risks compromising data protection. 
Service restructures or major staffing reviews are usually subject to a full 
impact assessment which is updated during the process to consider the actual 
impacts following consideration of early retirement and/or voluntary 
redundancy (ER/VR) requests or compulsory redundancies.  

 



143 It should be noted that Resourcelink data is used for all protected 
characteristics but some areas are limited to information which has been 
provided by staff so figures for disability, race, religion or belief and sexual 
orientation are likely to be under-reported.   

 
144 The impacts of the 2012/13 proposals are comparable to those reported in the 

Cabinet MTFP report of 26th January 2011.  In summary those impacts are: 
 

(a) Age – potential impact in relation to employees over the age of 50 who 
may feel at greater risk of redundancy in restructures or feel under 
pressure to pursue early retirement and the potential difficulties of 
obtaining alternative employment. The impacts are not limited to older 
staff, younger staff at risk may have greater financial burdens in terms 
of mortgages or young families, they may also find it difficult to obtain 
alternative employment due to lower levels of experience. 

 
(b) Gender – potential impact on both men and women, for example 

where reviews relate to services with traditional gender roles or there is 
a focus on senior posts which are more likely to be male employees or 
on administrative roles which are more likely to be female employees. 

  
(c) From the Service returns there are some disabled staff and staff from 

black or ethnic minority backgrounds included in reviews and 
restructures but the overall numbers are low which reflects the broader 
workforce profile data. 

 
(d) Data on the religion or belief and sexual orientation of staff is now 

collected but the reporting rates are still very low, we assume that there 
will be a range of staff affected but figures are not included in equality 
impact assessments.   

 
145 Across the workforce as a whole there are more women than men so 

statistically more are likely to be affected.  Reducing management posts and 
some technical posts is more likely to affect men. Where possible our 
assessments have included profile information to help us understand the 
broader staff implications, in many cases any final reductions will be affected 
by early retirement, voluntary redundancy and redeployment so we will 
continue to monitor the ongoing equality impacts.    

 
Mitigating Actions  
 
146 Where funding reductions do affect service provision existing adjustments for 

particular groups will continue to be made as far as possible, the Council will 
still meet our legal duty to provide reasonable adjustments for disabled 
people, we will continue to monitor service use and employment to ensure we 
meet equality responsibilities and we will include equality in our service 
planning processes so that any opportunities to improve in future can be 
implemented. 
 

147 Where the individual MTFP assessments have identified impacts on service 
delivery mitigating actions generally include ensuring effective communication 
so that service users can make informed choices or find alternatives, 
implementing new or improved ways of working, working with partners and 



transition arrangements.  Consultation on specific proposals provides valuable 
evidence on the impact and potential mitigating actions. Ongoing monitoring 
will also enable the Council to identify the actual impact and additional 
mitigating actions in future but many will rely on the availability of new funding 
or on more effective partnership approaches. 
 

148 Where there are staff at risk Services are required to follow corporate HR 
procedures to ensure fair and consistent treatment, although the impact of 
staff reductions cannot be easily mitigated it is important all decisions are 
lawful. The Change Management procedures require Services to consider 
equality issues including reasonable adjustments for disabled staff, ensuring 
that those on maternity or long-term sickness are included in communications 
and that tailored support is available where necessary (for example, pensions 
advice takes gender differences into account). 
 

Key Findings 
 
149 The equality impact assessments are vital in order to understand potential 

outcomes for protected groups and mitigate these where possible. The main 
equalities impacts of Durham’s 2012/13 MTFP proposals relate to age, 
disability and gender. The main mitigating actions include development of 
alternative provision models, transition arrangements, partnership working 
and alternative sources of support where possible, and ongoing monitoring of 
impacts. There will be continued focus on equalities issues as we move into 
years 2013/14 to 2015/16 of this MTFP, with cumulative equality impacts 
revisited and reviewed each year. In some cases impact assessments are 
initial screenings with a full impact assessment to follow at the point of 
decision, once all necessary stakeholder consultation has been completed.  

 
Recommendations  
 

150 Copies of the impact assessments will be made available for Members 
ahead of the Cabinet and Council meetings.  Members are asked to 
ensure that the public sector equality duties and impact assessments 
are taken into account during the decision making process and are 
recommended to: 

 
(i) Note the equality impacts identified and mitigating actions. 
 
(ii) Note the programme of future work to ensure full impact 

assessments are available where appropriate at the point of 
decision, once all necessary consultations have been completed 

 
(iii) Note the ongoing work to assess cumulative impacts over the 

MTFP period which is regularly reported to Cabinet. 
 
Workforce Considerations 

 
151 The 2011/12 Budget Report to Council on 23rd February 2011 identified that 

'after taking into account the estimated deletion of 350 vacant posts from the 
establishment, it was expected that a further reduction in full time equivalent 



posts of around 1,600 would be necessary across the MTFP period.  This 
forecasted decrease equates to a 20% reduction in posts, excluding schools. 

 
152 A range of actions have taken place in the last year to mitigate the potential 

for compulsory redundancies and to ensure that there is clear communication 
with employees as detailed below; 

 
 (i) high level employee communications have continued to raise 

awareness of the significant financial challenges facing the Council 
 
 (ii) employees have taken advantage of the ability to work flexibly and to 

purchase extra holidays 
 
 (iii) a large number of employees have accepted early retirement and/or 

voluntary redundancy 
 
 (iv) the Council continues to follow a robust system for the management of 

vacancies 
 
 (v) where employees are at risk, a support programme is available 

including career planning and guidance, financial advice, sign posting 
to external agencies and partners for support in areas such as 
education and training, starting a business and job searches outside 
the Council 

 
 (vi) over 340 employees who were at risk of compulsory redundancy have 

secured new employment within the Council after successful trial 
periods in the new roles. 

 
153 It is recommended that Members: 
 
 (i) Note the position on workforce considerations. 
 
Pay Policy 

154 The Localism Act requires the Council from 2012/13 to prepare an annual pay 
policy statement which sets out the authority’s policies relating to the 
remuneration of its Chief Officers, and how this compares with the policy on 
the remuneration of its lowest paid employees. 

 

155 The first policy document must be approved by a resolution of the Council by 
31 March 2012 and then by the end of March each subsequent year, although 
the policy can be amended by a resolution of the Council during the year. 

 
156 Additionally, the Act requires that in relation to Chief Officers the policy must 

set out the authority’s arrangements relating to: 
 

(i) The level and elements of remuneration for each Chief Officer 
(ii) Remuneration of Chief Officers on recruitment 
(iii) Increases and additions to remuneration for each Chief Officer 
(iv) The use of performance-related pay for Chief Officers 
(v) The use of bonuses for Chief Officers 



(vi) The approach to the payment of Chief Officers on their ceasing to hold 
office under or to be employed by the authority, and 

(vii) The publication of and access to information relating to remuneration of 
Chief Officers. 

 
157 Attached at Appendix 7 is a recommended Policy Statement for Durham 

County Council for Cabinet consideration that outlines the details for the 
authority for 2012/13, in line with the above requirements. 

 
Recommendation 
 

158 It is recommended that Members: 
 
 (i) Approve the pay policy statement at Appendix 7 which will require 

final approval by Council. 
 

Risks 
 
159 A number of risks will need to be managed and mitigated during the MTFP 

process.  These risks will be assessed continually throughout the MTFP four 
year period. Some of the key risks already identified include: 

 
(i) Ensure the achievement of a balanced budget and financial position 

across the MTFP period. 
 

(ii) Ensure all savings are risk assessed across a range of factors e.g. 
impact upon customers, stakeholders, partners and staff. 

 
(iii) The Finance Settlements for 2013/14 and 2014/15 are estimated 

based upon the original CSR.  The Government has confirmed that the 
next Finance Settlement will be for the two year period 2013/14 to 
2014/15 but will not be announced until December 2012.  This leaves 
Councils little time to plan effectively, especially if the settlement should 
be significantly worse than forecast. 

 
(iv) The localisation of the Business Rates from April 2013 will result in the 

Council being subject to a wide range of risks relating to the state of 
the local economy over which the Council will have very little control. 
The MTFP Model assumes the outcome for the County Council will be 
cost neutral after receiving a ‘top-up’ payment. 

 
(v) Pay Award – the current 2012/13 budget model assumes there will be 

no pay award.  

(vi) Localisation of Council Tax Support from April 2013 – if implemented, 
the Government will top slice the Council Tax Benefit Transfer by 10% 
which equates to circa £6m.  The Model assumes this impact will be 
passported fully via a revised Council Tax Benefit Scheme. 

(vii) The MTFP model builds in assumptions in relation to Concessionary 
Fares.  There are still inherent risks however in relation to bus services 
due to inflationary pressures linked to fuel, further pressures due to 
withdrawn Government grants, and increases in demand. 



(viii) AWH relies heavily on the independent sector to provide adequate 
volumes of appropriate services for service users.  Market pressures 
and increases in minimum wage levels will mean that the rates the 
Council pays will require careful consideration in the later years of the 
MTFP period.   

 
Recommendation 
 
160 It is recommended that Members: 
 
 (i) Note the key risks to be managed over the MTFP period. 
 
Dedicated School Grant (DSG) and School Funding 

 
161 DfE is still consulting on significant changes to the way schools and 

academies are funded and the indications are a new National funding 
Formula will be introduced.  No revisions to current distribution patterns will be 
made for the 2012/13 financial year.  

 
162 The value of DSG per pupil continues to be ‘cash flat’ which means schools 

will be required to manage any inflationary increases. 
 
163 The Guaranteed Unit of Funding per pupil is set at £5,067.56 for County 

Durham.  A modest reduction in school and early years numbers indicates 
that the 2012/13 DSG value will be around £342.15m. 

 
164 However, the establishment of academies means that by April 2012 it is 

expected around £77m of DSG will go direct to the new Education Funding 
Agency to fund academies, rather than to the County Council. 

 
165 For schools and academies the Pupil Premium, linked to free school meals 

entitlement, rises in 2012/13 to £600 per pupil.  The scope is extended to 
embrace pupils who have ‘ever’ been entitled to a FSM over a 6 year period.  
In overall terms, this is expected to bring £11.7m into County Durham 
establishments. 

 
Recommendation 
 
166 It is recommended that Members: 
 

(i) Note the position on the DSG. 
 
Prudential Code 

 
167 This section outlines the Council’s prudential indicators for 2012/13 to 

2014/15 and sets out the expected treasury operations for this period. It fulfils 
four key legislative requirements: 

 

• The reporting of the prudential indicators, setting out the expected capital 
activities as required by the CIPFA Prudential Code for Capital Finance in 
Local Authorities as shown at Appendix 8. 

 



• The Council’s Minimum Revenue Provision (MRP) Policy, which sets out 
how the Council will pay for capital assets through revenue each year (as 
required by Regulation under the Local Government and Public 
Involvement in Health Act 2007 as shown at Appendix 8. 

 

• The Treasury Management Strategy statement which sets out how the 
Council’s treasury service will support the capital decisions taken above, 
the day to day treasury management and the limitations on activity through 
treasury prudential indicators. The key indicator is the ‘Authorised Limit’, 
the maximum amount of debt the Council could afford in the short term, 
but which would not be sustainable in the longer term. This is the 
Affordable Borrowing Limit required by section 3 of the Local Government 
Act 2003. This is in accordance with the CIPFA Code of Practice on 
Treasury Management and the CIPFA Prudential Code and shown at 
Appendix 8. 

 

• The investment strategy which sets out the Council’s criteria for choosing 
investment counterparties and limiting exposure to the risk of loss. This 
strategy is in accordance with the CLG Investment Guidance and is also 
shown in Appendix 8. 

 
168 The above policies and parameters provide an approved framework within 

which the officers undertake the day to day capital and treasury activities. 
 
Recommendations 
 
169 It is recommended that Members: 
 

(i) Agree the Prudential Indicators and Limits for 2012/13 to 2014/15 
contained within Appendix 8 of the report, including the 
Authorised Limit Prudential Indicator. 

 
(ii) Agree the Minimum Revenue Provision (MRP) Statement 

contained within Appendix 8 which sets out the Council’s policy 
on MRP. 

 
(iii) Agree the Treasury Management Strategy and the treasury 

Prudential Indicators contained within Appendix 8 
 

(iv) Agree the Investment Strategy 2012/13 contained in the treasury 
management strategy (Appendix 8 and the detailed criteria 
included in Appendix 8). 

 
Recommendations and reasons 
 
170 This section of the report details all of the recommendations from within the 

body of the report. 
 
 
171 It is recommended that Members: 
 

(a) Local Government Finance Settlement 
 



(i) Note the confirmation of the £223.2m 2012/13 Finance 
Settlement, which is in line with the CSR announcement. 

 
(ii) Note the forecast further reductions in Government support 

in 2013/14 and 2014/15 of £2.28m and £2.44m due to the 
imposition of the 1% pay increase cap. 

 
(iii) Note the forecast of continuing reductions in Government 

support in 2015/16 and 2016/17. 
 

(b) Consultation 
 

(i) Note the basis on which the consultation carried in 2010 
has informed the budget setting process and the ongoing 
commitment to carry out targeted consultation prior to 
commencing service changes where they would impact 
service users 

 
(c) 2011/12 Revenue Outturn 

 
(i) Note the 2011/12 Forecast of Outturn contribution to 

General Reserve. 
 
(ii) Agree that the Corporate Director Resources be authorised 

to make decisions, as necessary, in the interests of the 
Council to finalise the Statement of Accounts for 2011/12. 

 
(iv) 2012/13 Revenue Budget and Council Tax 

 
(i) Approve the identified base budget pressures. 

 
(ii) Approve the Service Grouping investments detailed in the 

report. 
 

(iii) Approve the savings plans detailed in the report. 
 

(iv) Approve the acceptance of the Council Tax Freeze Grant 
and thereby leave County Council’ Council Tax levels 
unchanged. 

 
(v) Approve the retention of the 10% Council Tax Discount for 

the owners of second homes. 
 

(vi) Approve the 2012/13 Net Budget Requirement of £432.58m. 
 
 

(v) MTFP and Financial Reserves 
 

(i) Note the forecast 2012/13 to 2015/16 MTFP financial 
position. 

 
(ii) Set aside sufficient sums in Earmarked Reserves as it 

considers prudent to do so.  The Corporate Director 



Resources will be authorised to establish such reserves as 
are required and to review them for both adequacy and 
purpose on a regular basis reporting appropriately to the 
Cabinet Portfolio Member for Resources and to Cabinet. 

 
(iii) Aim to maintain, broadly, General Reserve levels of 

between at least 3% and 4% of the Net Budget Requirement 
or in cash terms between £13m to £17m. 

 
(f) Capital Budget - Approval of Additional Capital Schemes 
 

(i) Approve the revised 2011/12 Capital budget of £167.929m. 
 

(ii) Approve that the additional schemes detailed in Appendix 6 
be included in the Capital Budget.  These capital schemes 
will be financed from the additional Government grants 
available, from match funding attained, from Capital 
Receipts, Prudential Borrowing and from Service Grouping 
budget transfers. 

 
(iii) Approve the Capital Budget for the 2012/13 to 2015/16 MTFP 

detailed in Table 20. 
 

(iv) Approve the continued inclusion of £30m of capacity 
annually across the MTFP funded from Prudential 
Borrowing and Capital Receipts. 

 
(g) Savings Recommendations 
 

  (i) Note the approach taken by Service Groupings to achieve 
the required savings. 

 
 

(h) Equality Impact Assessment of the Medium Term Financial Plan 
 

(i) Note the equality impacts identified and mitigating actions. 
 
(ii) Note the programme of future work to ensure full impact 

assessments are available where appropriate at the point of 
decision, once all necessary consultations have been 
completed 

 
(iii) Note the ongoing work to assess cumulative impacts over 

the MTFP period which is regularly reported to Cabinet. 
 
 (i) Workforce Considerations 
 
  (i) Note the position on workforce considerations. 



 
(j) Pay Policy 
 

  (i) Approve the pay policy statement at Appendix 7 which will 
require final approval by Council. 
 

 
(k) Risks  

 
(i) Note that the key risks to be managed over the MTFP 

period. 
 

(l) Dedicated Schools Grant (DSG) and School Funding 
 

(i) Note the position on the DSG. 
 

(m) Prudential Code 
 

(i) Agree the Prudential Indicators and Limits for 2012/13 to 
2014/15 contained within Appendix 8 of the report, 
including the Authorised Limit Prudential Indicator. 

 
(ii) Agree the Minimum Revenue Provision (MRP) Statement 

contained within Appendix 8 which sets out the Council’s 
policy on MRP. 

 
(iii) Agree the Treasury Management Strategy and the treasury 

Prudential Indicators contained within Appendix 8 
 

(iv) Agree the Investment Strategy 2012/13 contained in the 
treasury management strategy (Appendix 8 and the detailed 
criteria included in Appendix 8). 

 
 
 
 



 

Appendix 1:  Implications 

 
Finance – The report sets out recommendations on the 2012/13 Budget and 
2012/13 – 2015/16 MTFP. 
 
Staffing -  The report details the impact on staffing for the period to 31st March 2013 
with an estimated reduction in posts of 1,251 including the deletion of 261 vacant 
posts. 
 
Risk – A robust approach to Risk Assessment across the MTFP process has been 
followed including individual risk assessment of savings plans. 
 

Equality and Diversity – Full information on equality and diversity is contained 
within the report. 
 

Accommodation – The Council’s Corporate Asset Management Plan is aligned to 
the corporate priorities contained within the Council Plan.  Financing for Capital 
investment priorities is reflected in the MTFP Model. 
 

Crime and Disorder - It is recognised that the changes proposed in this report could 
have a negative impact on crime and disorder in the County.  However, the Council 
will continue to work with the Police and others through the Safe Durham Partnership 
on strategic crime and disorder priorities and to identify local problems and target 
resources to them. 

 

Human Rights - Any human rights issues will be considered for each of the proposals 
as they are developed and decisions made to take these forward.  There are no 
human rights implications from the information within this report. 
 

Consultation - A comprehensive consultation programme was carried out in 2010 
involving over 8,000 local people to inform the Council’s budget for the four year 
period of the 2011-2015 MTFP. These results have been used to inform the budget 
proposals set out in this report supplemented by further consultation with the 14 Area 
Action Partnerships. In addition, as highlighted in this report, prior to proposed 
budget changes being implemented, where they impact on service users, they are 
subject to targeted consultation. 
 

Procurement – Wherever possible Procurement savings are reflected in Service 
Groupings savings plans. 
 

Disability Discrimination Act – All requirements will be assessed in Equality 
Impact Assessments. 
 

Legal Implications – The Council has a statutory responsibility to set a balanced 
budget for 2012/13.  It also has a fiduciary duty not to waste public resources.  

 















 
Appendix 3:  Budget Summary – By Service Grouping 

 

 
 



 
 

Appendix 4:  Budget Summary – By Expenditure and Income Type 
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RED 
Town Centres / 
Settlements 
Programme 

To continue to improve the vitality and sustainability of the County’s 
priority town centres using recommendations detailed within the various 
Masterplans and Development Frameworks produced that will identify 
opportunities for development and enhancement. Priority development 
will take place in Bishop Auckland, Consett, Crook, Spennymoor, 
Newton Aycliffe, Stanley, Seaham, Peterlee and Durham City. 
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Appendix 7:  Pay Policy Statement 2012/13 

 
 

1 Introduction 
 

This policy outlines the key principles of Durham County Council’s (DCC) pay policy for 
2012/13 aimed at supporting the recruitment and remuneration of the workforce in a fair and 
transparent way.  The policy complies with Government Guidance issued under the 
Localism Act 2011 and includes commentary upon: 

 

• The approach towards the remuneration of Chief Officers 

• The remuneration of the lowest paid employees 

• The relationship between the remuneration of its Chief Officers and the 
remuneration of its employees who are not Chief Officers. 

 
The Code of Recommended Practice for Local Authorities on Data Transparency, published 
in September 2011 by the Government also sets out key principles for local authorities in 
creating greater transparency through the publication of public data. As part of the code, the 
Government recommends that local authorities should publish details of senior employee 
salaries. This pay policy forms part of the Council’s response to transparency of senior pay 
through the publication of a list of job titles and remuneration. 
 
Durham County Council is mindful of its obligations under the Equality Act 2010 and is an 
equal opportunity employer.  The overall aim of our Single Equality Scheme is to ensure 
that people are treated fairly and with respect. The scheme also contains a specific 
objective to be a diverse organisation which includes recruiting and retaining a diverse 
workforce and promoting equality and diversity through working practices.  This pay policy 
forms part of our policies to promote equality in pay practices.  By ensuring transparency of 
senior pay and the relationship with pay of other employees, it will help ensure a fair 
approach which meets our equality objectives. 
 
In setting the pay policy arrangements for the workforce the Council seeks to pay 
competitive salaries within the constraints of a public sector organisation. 
 
As a result of Local Government Review in the County, the significant opportunity existed to 
bring together the pay and conditions arrangements of the eight previous authorities into 
one cohesive pay policy for the new organisation.  In response, Durham County Council’s 
approach towards the workforce pay and conditions of employment were fundamentally 
reviewed and agreed in 2008/2009,  in order to ensure that the new unitary council was 
able to operate as a modern, fit for purpose and streamlined organisation. 
 
In doing so, the Council realised significant management savings as a result of bringing 
together the eight previous senior management teams into one for the new authority, saving 
over 3 million pounds on management costs. 
 
2 Posts defined within the Act as Chief Officers 
 
2.1 The policy in relation to Chief Officers relates to the posts of Chief Executive, 
Assistant Chief Executive, five Corporate Directors and the Head of Legal and Democratic 
Services (who undertakes the Monitoring Officer Role for the authority).. 
 



2.2 Governance Arrangements 
 
The Chief Officer Appointments Committee is defined within the Council’s constitution as 
performing the functions under section 112 of the Local Government Act 1972 in relation to 
these officers.  This includes the setting of the pay arrangements for these posts and in 
doing so the Committee takes into account: 
 

• The prevailing market in which the organisation operates. 

• The short and long term objectives of the Council. 

• The Council’s senior structure, financial situation and foreseeable future 
changes to these. 

• The expectations of the community and stakeholders.  

• The total remuneration package. 

• The links with how the wider workforce is remunerated and national 
negotiating frameworks. 

• The cost of the policy over the short, medium and long term. 
 
The Committee also has access to appropriate external independent expert advice on the 
subject. 
 
2.3 Key Principles 
 

• The Chief Officer pay policy is designed to be easily understood and be 
transparent to the post holders and key stakeholders.  The structure and level 
of the pay arrangements will enable the Council to attract motivate and retain 
key senior talent for the authority. 

 

• The policy is based upon spot salaries with clear differentials between levels 
of work/job size, within a range that is affordable now, will remain so for the 
medium term, and will be subject to review to ensure it continues to remain fit 
for purpose.  In the first instance it is intended that the authority will market 
test the rates of pay when vacancies arise, as part of consideration on 
whether or not roles continue to be required within the context of the Council’s 
priorities and commitments at that time. 

 

• A competency based performance management framework is established 
within the organisation linked to individual job descriptions, person 
specifications, with performance reviewed annually.  This ensures that the 
individual standards of achievement are met and clearly linked to the 
achievement of the Council’s objectives and priorities, and the authority’s 
expectations are delivered by post holders within these roles. 

 

• These posts do not attract performance related pay, bonuses or any other 
additions to basic salary.  This approach enables the Council to assess and 
budget accurately in advance for the total senior pay bill over a number of 
years. 

 

• The Council is currently the sixth largest single tier authority in the Country 
and in setting the pay policy for this group, a market position has been 
established that aims to attract and retain the best talent available at a senior 
level within a national recruitment context, to lead and motivate the Council’s 
workforce that is rewarded under a nationally agreed negotiating framework.   



 

• Roles at this level have all been subject to an externally ratified job evaluation 
scheme that is transparent and auditable to ensure equality proofing of pay 
levels. 

 

• Other terms and conditions of employment for this group are as defined within 
the Joint Negotiating Committee for Chief Officers of Local Authorities 
Conditions of Service handbook, with discretion to set actual pay levels at a 
local level, but within a national negotiating framework.  These posts are part 
of the nationally defined Local Government final salary pension scheme. 

 
2.4  Pay Levels 
 
Individual elements of the remuneration package are established as follows at the point of 
recruitment into the posts: 
 

Role 
Spot Salary Additional 

Variable Pay 

 £ £ 

Chief Executive 200,000 0 

Assistant Chief Executive 120,000 0 

Corporate Directors 140,000 0 

Head of Legal and Democratic Services 110,000 0 

 
In addition to Chief Officers there are a range of senior roles identified as Heads of Service 
that are evaluated using the same principles and scheme as the Chief Officers and these 
roles are remunerated at three levels based on job size, these being: 
 

 £ 

Heads of Service 110,000 

   95,000 

   75,000 

 
The Corporate Management Team Pay and Heads of Service pay levels were actually 
assessed in 2008 in preparation for the new authority by external assessors and the levels 
set have not been increased since that time. 
 
The designated Returning Officer for the Council, who is the Head of Legal and Democratic 
Services, also carries out the role of Acting Returning Officer in Parliamentary and 
European elections and other national referenda or electoral processes. These additional 
roles usually carry an entitlement to payment from central (and not local government) at 
levels set by order in relation to each poll. 
 
3 The Authority’s Policy on the Remuneration of its Lowest Paid Workers 
 
3.1 Definition of Lowest Paid Workers 
 
In order to promote equity, former manual worker grades in the authority have been 
incorporated into the national framework, as outlined in the National Joint Council for Local 
Government Services “Agreements on Pay and Conditions of Service”. 
 



This ensures that the lowest paid workers and the wider workforce share equitable terms 
and conditions and access to pay and condition arrangements that are set within a national 
negotiating framework.  
 
The definition of ‘lowest paid worker’ are those paid at the lowest rates commonly used in 
the region on the national spinal column points, with workers (outside of apprenticeship 
schemes) joining the organisation in the main on national spinal column point 11 (£14 733 
including all allowances).  
 
This approach ensures fairness, provides market rates in the region for jobs, graded by job 
size, but with a reference also to the national local government family. 
 
4 The Policy Relationship between Chief Officers Pay, the Lowest Paid Workers, 

and the Wider Workforce 
  
4.1 Current Position 
 
At the inception of the new unitary council in 2009 the authority had defined: 
 

• The strategy for senior pay within the authority and had recruited into these 
posts 

• The plan for the approach towards harmonising the pay and conditions of the 
workforce longer term. 

• Taking this approach, also now enables the authority to publish and support 
recommendations within Will Hutton’s review 2011 ‘Review of Fair Pay in the 
Public Sector’ around publishing the ratio of pay of the organisation’s top 
earner to that of a median earner and tracking this over time, taking corrective 
action where necessary. 

• In setting the relevant pay levels a range of background factors outlined at 
paragraph 2.2 were taken into consideration for senior pay alongside the 
significant scope and scale of the authority in the national context.  For 
example, the scope and scale of the Chief Executive’s post encompasses 
responsibilities commensurate with the largest authorities in the country 
including responsibility for: 

• The provision of wide ranging services to over 500 000 residents of County 
Durham 

• A gross budget of 1.2 billion for service delivery 

• Undertaking the role of the Head of Paid Service to over 19,000 employees 

• Lead Policy Advisor to the Council’s 126 Elected Members. 
 
The ratio between the pay of the Chief Executive in Durham County Council and the lowest 
paid workers is 13:1, against figures recently published by Government of an expectation to 
always be below 20:1 in local government.  
 
In addition, during 2012/13 the employer will contribute 13.1% of pensionable pay to the 
pension fund for all employees in the Local Government Pension Scheme. 
  
4.2  Long Term Planning 
 
In line with the original long term plan, Durham County Council is in negotiation to 
implement a new pay and conditions framework for the wider workforce, with the exercise 



planned for full implementation in the summer of 2012.  This will form the key platform for 
fair pay for the workforce for future years. 
 
This pay scheme will be based upon a nationally agreed job evaluation system and the 
national spinal column points of pay, and will see the authority remain within the existing 
national pay negotiating machinery.  At this time the ‘lowest paid’ workers will be defined 
within the national context depending on pay discussions held in early 2012. 
 
The new pay arrangements will allow for incremental progression in pay for the wider 
workforce based upon service in post, and the results of the evaluations and the scheme 
details will be published by the authority, (as already occurs with the Chief Officer Pay in the 
final accounts), to ensure transparency. 
 
4.3 Pay Policy Objectives 
 
This planned approach towards pay for the wider workforce, and the use of established and 
equality impact assessed job evaluation schemes in the exercise will ensure: 
 

• A planned approach towards pay policy for the new organisation that enables 
the Council to establish a relationship between pay for senior officers, the low 
paid and the wider workforce to align to the national guidance. 

 

• The provision of accountability, transparency and fairness in setting pay for 
Durham County Council.  

 
4.4 Pay Policy Decisions for the Wider Workforce 
 
The decision making powers for the implementation of the new pay arrangements will rest 
with the Full Council for the Authority ensuring that decisions in relation to workforce pay 
are taken by those who are directly accountable to local people. 
 
5 The Approach towards Payment for those Officers Ceasing to Hold Office 

Under or be Employed by the Authority 
 
The Council has an agreed policy in relation to officers whose employment is terminated via 
either voluntary or compulsory redundancy.  This policy provides a clear, fair and consistent 
approach towards handling early retirements and redundancy for the wider workforce, 
including Chief Officers. 
 
In setting policy, the Authority does at this time retain its discretion to utilise the Local 
Government (Early Termination of Employment) (Discretionary Compensation) (England 
and Wales Regulations) 2006. 
 
6 Policy towards the Reward of Chief Officers Previously Employed by the 
Authority.   
 
The Council's arrangements for payments on severance are outlined in the Early 
Retirement/Voluntary Redundancy policy approved by Full Council in December 2010. 
 
Chief Officers leaving the authority under regulations allowing for early access to pension 
are leaving in circumstances where there is no longer a suitable role for them, and in such 
circumstances they leave the employment of the Council. Immediate re-engagement in 



another role would negate redundancy by operation of the Redundancy Payments 
(Continuity of Employment in Local Government, etc) (Modification) Order 1999. 
 
The Council would not expect such officers to be offered further remunerated employment 
with the Council or any controlled company without such post being subject to external 
competition. 
 
The administering authority for the Local Government Pension Scheme does not currently 
have a policy of abating pensions for former employees who are in receipt of a pension, 
although this is an area that is kept under review. 
 
The Council is mindful of its obligations under equality legislation and as such is limited in 
its ability to adopt a policy that it will not employ people of an age that has entitled them to 
pension access on leaving former employment in the public sector or to propose that such 
applicants be employed on less favourable terms than other applicants. It expects all 
applicants for any posts to compete and be appointed on merit.  

 
 



 

Appendix 8:  Annual Treasury Management Strategy 2012/2013 

 
Summary 
In accordance with statutory guidance and the Council’s Financial Procedure rules, 
this report presents the proposed Treasury Management Strategy for 2012/13, the 
Annual Investment Strategy, Prudential Indicators and Minimum Revenue Provision 
Policy. 
 
A glossary of terms is provided at the end of the report. 
 
Background 
Durham County Council defines its treasury management activities as the 
management of the organisation’s investments and cash flows, its banking, money 
market and capital market transactions; the effective control of the risks associated 
with those activities; and the pursuit of optimum performance consistent with those 
risks. 
 
It regards the successful identification, monitoring and control of risk to be the prime 
criteria by which the effectiveness of its treasury management activities will be 
measured. Accordingly, the analysis and reporting of treasury management activities 
will focus on their risk implications for the organisation, and any financial instruments 
entered into to manage these risks. 
 
It acknowledges that effective treasury management will provide support towards the 
achievement of its business and service objectives. It is therefore committed to the 
principles of achieving value for money in treasury management, and to employing 
suitable comprehensive performance measurement techniques, within the context of 
effective risk management. 
 
The Council is required to operate a balanced budget, which broadly means that 
cash raised during the year will meet cash expenditure.  Part of the treasury 
management operation is to ensure that this cash flow is adequately planned, with 
cash being available when it is needed. Any surplus cash balances are invested in 
low risk counterparties or instruments commensurate with the Council’s low risk 
strategy to always provide adequate liquidity initially before considering investment 
return. 
 
Reporting requirements 
The Council is required to receive and approve, as a minimum, three main reports 
each year, which incorporate a variety of policies, estimates and actuals: 
 

1. Annual Treasury Management Strategy – this report covers: 
 

• Annual Treasury Strategy 2012/13 

• Annual Investment Strategy 2012/13 

• Prudential Indicators 2012-2015 

• Minimum Revenue Provision Policy 2012/13 
 

2. Mid-Year Treasury Management Report – this updates members with the 
progress of the capital position, amending prudential indicators as necessary, 



and whether the treasury strategy is meeting the strategy or whether any 
policies require revision. 

 
3. Annual Treasury Report – This provides details of a selection of actual 

prudential and treasury indicators and actual treasury operations compared to 
the estimates within the strategy. 

 
Annual Treasury Management Strategy 2012/13 
This report covers the following issues in respect of 2012/13: 
 
i. Current treasury position 
ii. Capital financing plans (including Prudential and Treasury Indicators) 
iii. Interest Rate Outlook 
iv. Borrowing strategy 
v. Policy on borrowing in advance of need 
vi. Investment Strategy 
vii. Icelandic Bank investments update 
viii. Minimum Revenue Provision Policy 
ix. Policy on use of external service providers 
 
 
i. Current treasury position 

The table below shows the Council’s position as at 31 December 2011, with 
comparators for 31 March 2011 and a forecast position for 31 March 2012: 
 

 31-Mar-11 
(£m) 

Average 
Rate (%) 

31-Dec-11 
(£m) 

Average 
Rate (%) 

31-Mar-12 
(£m) 

Average 
Rate (%) 

Borrowing 317 5.33 365 5.13 375 5.11 
Investments 145 0.79 135 1.32 120 1.30 
Net Debt 172  245  275  
 

Borrowing is forecast to increase by around £60m in 2011/12, whilst investment 
levels will fall by approximately £25m. This illustrates the Council’s policy of reducing 
investment levels whilst also taking the opportunity to access low cost debt to fund 
an increasing capital financing requirement over the medium term. By using this 
approach the counterparty risk of investments can be managed whilst also managing 
the interest rate risk attached to a large borrowing requirement. 
 
ii. Capital financing plans 

 
Housing Revenue Account (HRA) Reform 
A key issue facing the Council is the impact of planned HRA reform with effect from 
1 April 2012. This will essentially end the impact of the housing subsidy system and 
will see the HRA as a stand alone business, without any impact arising from housing 
reform.  The legislation has yet to be enacted, but the Council will need to approve 
revised limits in expectation of the reform going ahead. 
 
The Council currently pays into the HRA housing subsidy system, and in order to 
stop future payments from 1 April 2012 the Council is required to pay the 
Department for Communities and Local Government (CLG) a one-off payment of 
£55m. In treasury management terms, this payment is effectively HRA debt, and so 
the prudential indicators have been adjusted to reflect this change.  
 



The actual payment will be made on the 28 March 2012 and so the indicators will 
take immediate effect from the approval of these limits by Council. 
 

As at the 1 April 2012 existing County Council debt will be split into two pools; one 
for the HRA and one for the General Fund, with each taking a share that produces a 
broadly equitable position. All future borrowing will be carried out independent of 
each other. 
 
General Fund Expenditure 
The Council’s capital expenditure plans are the key driver of treasury management 
activity. The revenue consequences of capital expenditure, particularly the 
unsupported capital expenditure, will need to be paid for from the Council’s own 
resources.  This capital expenditure can be paid for immediately (by applying capital 
resources such as capital receipts, capital grants and revenue resources), but if 
these resources are insufficient any residual capital expenditure will add to the 
Council’s borrowing need. 
 
The following Prudential Indicators provide an overview and assist members in 
reviewing plans and performance. 
 
Prudential Indicator 1 Capital Expenditure - this prudential indicator is a summary 
of the Council’s capital expenditure plans, both those agreed previously, and those 
forming part of this budget cycle.   

The table below summarises capital expenditure plans and how these plans are 
being financed by capital or revenue resources. Any shortfall of resources results in 
a funding need (“borrowing”): 

Capital Expenditure 
£m 

2010/11 
Actual 

2011/12 
Estimate 

2012/13 
Estimate 

2013/14 
Estimate 

2014/15 
Estimate 

Non-HRA 120.225 167.929 197.436 71.829 36.911 
HRA 37.862 43.154 44.854 43.071 49.774 
HRA settlement  55.000    
Total 158.087 266.083 242.290 114.900 86.685 
Financed by:      
Capital receipts 27.526 6.312 22.133 18.404 13.414 
Capital grants 85.406 111.954 115.648 50.442 44.218 
Revenue and reserves 17.920 13.231 8.348 7.541 5.949 
Net financing need 
for the year 

27.235 134.586 96.161 38.513 23.104 

Other long term liabilities-the above financing need excludes other long term 
liabilities, such as Private Finance Initiative (PFI) and leasing arrangements which 
already include borrowing instruments.  

Prudential Indicator 2 Capital Financing Requirement - the second prudential 
indicator is the Council’s Capital Financing Requirement (CFR).  The CFR is simply 
the total historic outstanding capital expenditure which has not yet been paid for from 
either revenue or capital resources.  It is essentially a measure of the Council’s 
underlying borrowing need.  Any capital expenditure above, which has not 
immediately been paid for, will increase the CFR.   



 

£m 2010/11 
Actual 

2011/12 
Estimate 

2012/13 
Estimate 

2013/14 
Estimate 

2014/15 
Estimate 

Capital Financing Requirement 
CFR – non housing 332.412 377.727 449.447 464.395 470.295 
CFR - housing 152.235 174.065 185.314 192.509 191.241 
HRA Settlement - 55.000 55.000 55.000 55.000 
Total CFR 484.647 606.792 689.761 711.904 716.536 
Movement in CFR  122.145 82.969 22.143 4.632 

      
Movement in CFR represented by 
Net financing need 
for the year (above) 

 79.586 96.161 31.318 23.104 

HRA Settlement  55.000    
Less MRP/VRP and 
other financing 
movements 

 -12.441 -13.192 -16.370 -18.472 

Movement in CFR  122.145 82.969 22.143 4.632 

 

Affordability Prudential Indicators 
The previous indicators cover overall capital and control of borrowing, but within 
these further indicators are required to assess the affordability of the capital 
investment plans.   These provide an indication of the impact of the capital 
investment plans on the Council’s overall finances. 
 
Prudential Indicator 3 Actual and estimates of the ratio of financing costs to 
net revenue stream – this indicator identifies the trend in the cost of capital 
(borrowing and other long term obligation costs net of investment income) against 
the net revenue stream. 
 

% 2010/11 
Actual 

2011/12 
Estimate 

2012/13 
Estimate 

2013/14 
Estimate 

2014/15 
Estimate 

Non-HRA 5.33 6.66 7.00 8.48 8.92 
HRA (inclusive of 
settlement) 

18.88 19.08 39.12 38.11 38.48 

The estimates of financing costs include current commitments and the proposals in 
this budget report. 
 
Prudential Indicator 4 Estimates of the incremental impact of capital 
investment decisions on council tax - this indicator identifies the revenue costs 
associated with proposed changes to the three year capital programme 
recommended in this budget report compared to the Council’s existing approved 
commitments and current plans.  The assumptions are based on the budget, but will 
invariably include some estimates, such as the level of Government support, which 
are not published over a three year period. 
 



Prudential Indicator 4 Estimates of the incremental impact of capital investment 
decisions on council tax - this indicator identifies the revenue costs associated with 
proposed changes to the three year capital programme recommended in this budget report 
compared to the Council’s existing approved commitments and current plans.  The 
assumptions are based on the budget, but will invariably include some estimates, such as 
the level of Government support, which are not published over a three year period. 
 

£ 2012/13 
Estimate 

2013/14 
Estimate 

2014/15 
Estimate 

Council tax - 
band D 

1.76 1.40 0.00 

 

Prudential Indicator 5 Estimates of the incremental impact of capital 
investment decisions on Housing Rent levels – similar to the Council tax 
calculation this indicator identifies the trend in the cost of proposed changes in the 
housing capital programme recommended in this budget report compared to the 
Council’s existing commitments and current plans, expressed as a discrete impact 
on weekly rent levels.   

 

£ 2010/11 
Actual 

2011/12 
Estimate 

2012/13 
Estimate 

2013/14 
Estimate 

2014/15 
Estimate 

Weekly housing 
rent levels 

1.45 4.95 3.63 6.54 5.34 

 

This indicator shows the revenue impact on any newly proposed changes, although 
any discrete impact will be constrained by rent controls.  
 
Within the prudential indicators there are a number of key indicators to ensure that 
the Council operates its activities within well defined limits.  One of these is that the 
Council needs to ensure that its total borrowing, net of any investments, does not, 
except in the short term, exceed the total of the CFR in the preceding year plus the 
estimates of any additional CFR for 2012/13 and the following two financial years 
(shown as net borrowing above).  This allows some flexibility for limited early 
borrowing for future years, but ensures that borrowing is not undertaken for revenue 
purposes.  
 
The Corporate Director Resources confirms that the Council complied with this 
prudential indicator in the current year and does not envisage difficulties for the 
future.  This view takes into account current commitments, existing plans, and the 
proposals in this budget report. 

 
Prudential Indicator 6 Operational Boundary - this is the limit beyond which 
external borrowing is not normally expected to exceed. In most cases, this would be 
a similar figure to the CFR, but may be lower or higher depending on the levels of 
actual borrowing. 

Operational boundary 
£m 

2011/12 
Estimate 

2012/13 
Estimate 

2013/14 
Estimate 

2014/15 
Estimate 

Borrowing 535.266 617.710 632.658 638.558 
Add  HRA settlement 55.000 55.000 55.000 55.000 
Other long term liabilities 50.000 50.000 50.000 50.000 
Total 640.266 722.710 737.658 743.558 
 



Prudential Indicator 7 Authorised Limit for external borrowing - this further key 
prudential indicator represents a control on the maximum level of borrowing and is a 
statutory limit determined under section 3 (1) of the Local Government Act 2003.  

This represents a limit beyond which external borrowing is prohibited, and this limit 
needs to be set or revised by the full Council.  It reflects the level of external 
borrowing which, while not desired, could be afforded in the short term, but is not 
sustainable in the longer term.   

 

Authorised limit £m 2011/12 
Estimate 

2012/13 
Estimate 

2013/14 
Estimate 

2014/15 
Estimate 

Borrowing 585.266 667.710 682.658 688.558 
Add HRA settlement 55.000 55.000 55.000 55.000 
Other long term liabilities 50.000 50.000 50.000 50.000 
Total 690.266 772.710 787.658 793.558 
 

Separately, the Council is also limited to a maximum HRA CFR through the HRA 
self-financing regime.  This limit is currently: 
 

HRA Debt Limit £m 2011/12 
Estimate 

2012/13 
Estimate 

2013/14 
Estimate 

2014/15 
Estimate 

Total N/A 247.509 247.509 247.509 
 

Treasury Management Indicators 
There are three debt related treasury activity limits. The purpose of these are to 
restrain the activity of the treasury function within certain limits, thereby managing 
risk and reducing the impact of any adverse movement in interest rates.  However, if 
these are set to be too restrictive they will impair the opportunities to reduce costs / 
improve performance.  The 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  
 

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

 

• 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.  Consider local indicator covering both 
fixed and variable debt. 

 



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

£m 2012/13 2013/14 2014/15 
Interest rate Exposures 

 Upper Upper Upper 

Limits on fixed interest rates 
based on net debt 

100% 100% 100% 

Limits on variable interest 
rates based on net debt 

30% 30% 30% 

Maturity Structure of fixed interest rate borrowing 2012/13 
 Lower Upper 

Under 12 months 0% 20% 

12 months to 2 years 0% 40% 
2 years to 5 years 0% 60% 
5 years to 10 years 0% 80% 
10 years and above 0% 100% 
 

iii. Interest Rate Outlook 
The Council has appointed a company called Sector 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 the Sector central view. 
 

Annual 
Average % 

Bank 
Rate 

Money Rates PWLB Borrowing Rates 

  3 month 1 year 5 year 25 year 50 year 

March 2012 0.50 0.70 1.50 2.30 4.20 4.30 
June 2012 0.50 0.70 1.50 2.30 4.20 4.30 
Sept 2012 0.50 0.70 1.50 2.30 4.30 4.40 
Dec2012 0.50 0.70 1.60 2.40 4.30 4.40 
March 2013 0.50 0.75 1.70 2.50 4.40 4.50 
June 2013 0.50 0.80 1.80 2.60 4.50 4.60 
Sept 2013 0.75 0.90 1.90 2.70 4.60 4.70 
Dec 2013 1.00 1.20 2.20 2.80 4.70 4.80 
March 2014 1.25 1.40 2.40 2.90 4.80 4.90 
June 2014 1.50 1.60 2.60 3.10 4.90 5.00 

 

Growth in the UK economy is expected to be weak in the next two years and there is 
a risk of a technical recession (i.e. two quarters of negative growth).  Bank Rate, 
currently 0.50%, underpins investment returns and is not expected to start increasing 
until Quarter 3 of 2013 despite retail price index inflation at 5.2% currently being well 
above the Monetary Policy Committee inflation target of 2.0%. 

Hopes for an export led recovery appear likely to be disappointed due to the 
Eurozone sovereign debt crisis depressing growth in the UK’s biggest export market. 
The Comprehensive Spending Review, which seeks to reduce the UK’s annual fiscal 
deficit, will also depress growth during the next few years. 

Fixed interest borrowing rates are based on UK gilt yields. The outlook for borrowing 
rates is currently much more difficult to predict. The UK total national debt is forecast 
to continue rising until 2015/16; the consequent increase in gilt issuance is therefore 
expected to be reflected in an increase in gilt yields over this period.  However, gilt 
yields are currently at historically low levels due to investor concerns over Eurozone 
sovereign debt and have been subject to exceptionally high levels of volatility as 
events in the Eurozone debt crisis have evolved.     



This challenging and uncertain economic outlook has a several key treasury 
management implications: 

• The Eurozone sovereign debt difficulties, most evident in Greece, provide a 
clear indication of much higher counterparty risk.  This continues to suggest 
the use of higher quality counterparties for shorter time periods; 

• Investment returns are likely to remain relatively low during 2012/13; 

• Borrowing interest rates are currently attractive, but may remain low for some 
time.  The timing of any borrowing will need to be monitored carefully; 

• There will remain a cost of capital – any borrowing undertaken that results in 
an increase in investments will incur a revenue loss between borrowing costs 
and investment returns. 

iv. Borrowing Strategy 
The Council is currently maintaining an under-borrowed position.  This means that 
the capital borrowing need (the Capital Financing Requirement), has not been fully 
funded with loan debt as cash supporting the Council’s reserves, balances and cash 
flow has been used as a temporary measure.  This strategy is prudent as investment 
returns are low and counterparty risk is high and will be maintained for the borrowing 
excluding the HRA reform settlement. 
 
Against this background and the risks within the economic forecast, caution will 
continue to be adopted with the 2012/13 treasury operations. The Corporate Director 
Resources will ensure interest rates are monitored and adopt a pragmatic approach 
to changing circumstances. 
 
The requirement for the HRA reform settlement to be made to CLG on 28 March 
2012 will require a separate consideration of a borrowing strategy. The Council will 
need to have the cash settlement amount of £55m available on the 28th March 2012, 
so separate borrowing solely for this purpose is anticipated.  The PWLB are 
providing loans at interest rates 0.85% lower than the usual PWLB interest rates 
solely for the settlement requirements.  This provides a compelling reason to utilise 
this borrowing availability. The exact structure of debt to be drawn is currently being 
considered by officers to ensure it meets the requirements of the HRA business plan 
and the overall requirements of the Council.   
 
v. Policy on Borrowing in Advance of Need 

The Council will not 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 forward approved Capital Financing Requirement 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.  
 
Risks associated with any borrowing in advance activity will be subject to prior 
appraisal and subsequent reporting through the mid-year or annual reporting 
mechanism. 
 
vi. Annual Investment Strategy 
The Council has regard to the CLG’s Guidance on Local Government Investments 
(“the Guidance”) and the 2011 revised CIPFA Treasury Management in Public 
Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM 
Code”).   



 
The prime objective of the Council’s investment strategy is to ensure prudent 
investment of surplus funds. The Council’s investment priorities are therefore the 
security of capital, liquidity of investments and, within those objectives, to secure 
optimum performance. 
  
Investment instruments identified for use in the financial year are categorised as 
‘Specified’ and ‘Non-Specified’ Investments as shown below: 
 
Specified Investments 
These investments are sterling investments of not more than one-year maturity, or 
those which could be for a longer period but where the Council has the right to be 
repaid within 12 months if it wishes. These are considered low risk assets where the 
possibility of loss of principal or investment income is small.  
 
These include sterling investments which would not be defined as capital 
expenditure with: 
 

• The UK Government (such as the Debt Management Account deposit facility) 

• UK Treasury Bills or a Gilt with less than one year to maturity. 

• Term deposits with UK banks and building societies 

• A local authority, parish council or community council. 

• Pooled investment vehicles (such as money market funds) that have been 
awarded a high credit rating by a credit rating agency. 

 
Non-Specified Investments 
Non-specified investments are any other type of investment (i.e. not defined as 
Specified above). The identification and rationale supporting the selection of these 
other investments and the maximum limits to be applied are set out below. Non 
specified investments would include any sterling investments with: 
 

• Gilt edged securities with a maturity of greater than one year. These are 
Government bonds and so provide the highest security of interest and the 
repayment of principal on maturity (£40m limit). 

• The Council’s own banker if it fails to meet the basic credit criteria. In this 
instance balances and notice periods will be minimised as far as is possible 
(£25m limit). 

 
Following the economic background discussed earlier in this report, the current 
investment climate has one over-riding risk of counterparty security. As a result of 
underlying concerns officers are implementing an operational investment strategy 
which tightens the controls already in place in the approved investment strategy.   
 
A development in the revised Codes and the CLG Investment Guidance is the 
consideration and approval of security and liquidity benchmarks.  Yield benchmarks 
are currently widely used to assess investment performance.  Discrete security and 
liquidity benchmarks are new requirements to the Member reporting, although the 
application of these is more subjective in nature.  
 
These benchmarks are simple guides to maximum risk and so may be breached 
from time to time, depending on movements in interest rates and counterparty 
criteria.  The purpose of the benchmark is that officers will monitor the current and 



trend position and amend the operational strategy to manage risk as conditions 
change.  
 
Security - the Council’s maximum security risk benchmark for the current portfolio, 
when compared to these historic default tables, is: 

o 0.08% historic risk of default when compared to the whole portfolio 

Liquidity – in respect of this area the Council seeks to maintain: 

o Bank overdraft - £2.5m 

o Liquid short term deposits of at least £20m available with a week’s notice. 

o Weighted Average Life benchmark is expected to be 6 months with a 
maximum of 9 months. 

Yield - Local measures of yield benchmarks are: 

o Investments – Internal returns above the 7 day London Inter Bank Bid Rate 
(LIBID) 

Investment Counterparty Selection 
The primary principle governing the Council’s investment criteria is the security of its 
investments, although the yield or return on the investment is also a key 
consideration.   
 
After this main principle the Council will ensure: 
 

o It maintains a policy covering both the categories of investment types it will 
invest in, criteria for choosing investment counterparties with adequate 
security, and monitoring their security.  

 
o It has sufficient liquidity in its investments. For this purpose it will set out 

procedures for determining the maximum periods for which funds may 
prudently be committed.  These procedures also apply to the Council’s 
prudential indicators covering the maximum principal sums invested.  
 

o It maintains a counterparty list in compliance with the following criteria and will 
revise the criteria and submit them to Council for approval as necessary.  

 
The rating criteria use the ‘lowest common denominator’ method of selecting 
counterparties and applying limits.  This means that the application of the Council’s 
minimum criteria will apply to the lowest available rating for any institution.  For 
instance, if an institution is rated by two agencies, one meets the Council’s criteria, 
the other does not, the institution will fall outside the lending criteria.  This is in 
compliance with a CIPFA Treasury Management Panel recommendation in March 
2009 and the CIPFA Treasury Management Code of Practice. 

Credit rating information is supplied by Sector, our treasury consultants on all active 
counterparties that comply with the criteria below.  Any counterparty failing to meet 
the criteria would be omitted from the counterparty (dealing) list.  Any rating 
changes, rating watches (notification of a likely change), rating outlooks (notification 
of a possible longer term change) are provided to officers almost immediately after 
they occur and this information is considered before dealing.   



Selection Criteria 
The criteria for providing a pool of high quality investment counterparties (both 
Specified and Non-specified investments) are: 
 
1. Banks 1 – the Council will only use banks which are UK banks and have, as a 

minimum, the following Fitch, Moody’s and Standard and Poors credit ratings 
(where rated): 

 

 Fitch Moody’s Standard & 
Poors 

Short Term F1 P1 A-1 
Long Term A A2 A 
Viability/Financial Strength bb- C1 - 
Support 3 - - 

 

2. Banks 2 - Part nationalised UK banks – Lloyds Bank and Royal Bank of Scotland. 
These banks can be included if they continue to be part nationalised or they meet 
the ratings in Banks 1 above. 

 
3. Banks 3 – Co-operative Bank - The Council’s own banker for transactional 

purposes if the bank falls below the above criteria, although in this case balances 
will be minimised in both monetary size and time. 

 
4. Bank subsidiary and treasury operation. The Council will use these where the 

parent bank has provided an appropriate guarantee or has the necessary ratings 
outlined above. 

 
5. Building societies. The Council will use societies which meet the ratings for banks 

outlined above. 

 
6. Money Market Funds 

 

7. UK Government (including gilts, Treasury Bills and the Debt Management 
Account Deposit Facility) 

 
8. Local authorities, parish councils etc 

 
Use of additional information other than credit ratings 
Additional requirements under the Code of Practice require the Council to 
supplement credit rating information.  Whilst the above criteria relies primarily on the 
application of credit ratings to provide a pool of appropriate counterparties for officers 
to use, additional operational market information will be applied before making any 
specific investment decision from the agreed pool of counterparties.   
 
This additional market information (for example Credit Default Swaps, negative 
rating watches/outlooks) will be applied to compare the relative security of differing 
investment counterparties. The relative value of investments will be reviewed in 
relation to the counterparty size to ensure an appropriate ratio. 



Time and Monetary Limits applying to Investments  
The time and monetary limits for institutions on the Council’s Counterparty List are 
as follows (these will cover both Specified and Non-Specified Investments): 
 

  Long Term 

Rating 

Money Limit Time Limit 

Banks 1 category high quality AA £50m 1 year 

Banks 1 category medium quality A £25m 3 months 

Banks 2 category – part-nationalised N/A £50m 1 year 

Banks 3 category – Council’s banker A- £25m 3 months 

DMADF/Treasury Bills AAA unlimited 6 months 

Local Authorities N/A £10m each 1 year 

Money Market Funds AAA £10m each 

(overall £50m) 

liquid 

 

vii. Icelandic Bank Investments Update 
 
The County Council inherited £7m of deposits from the former Derwentside District 
Council invested across the Icelandic banks Glitnir (£4m), Landsbanki (£2m) and 
Kaupthing (£1m), which all effectively collapsed financially in October 2008. 
 
The Icelandic courts have supported the view that the Council will be treated as a 
preferred creditor, thereby seeing a high proportion of the investment being returned.  
The actual repayment is currently expected to be partially in foreign currency assets.  
It is currently too early to provide a definitive policy on how this exchange rate risk 
will be managed, but the expectation will be that the risk will be managed proactively 
and assets converted to sterling at the earliest opportunity. 
 
viii. MRP Policy Statement 
The Council is required to pay off an element of the accumulated General Fund 
capital spend each year (the CFR) through a revenue charge (the minimum revenue 
provision - MRP), although it is also allowed to undertake additional voluntary 
payments if required (voluntary revenue provision - VRP).   
 
CLG Regulations have been issued which require the full Council to approve an 
MRP Statement in advance of each year.  A variety of options are provided to 
councils, so long as there is a prudent provision.  The Council is recommended to 
approve the following MRP Statement 



For capital expenditure incurred before 1 April 2008 or which in the future will be 
Supported Capital Expenditure, the MRP policy will be: 

o Based on CFR – MRP will be based on the CFR (Option 2); 

From 1 April 2008 for all unsupported borrowing (including PFI and Finance Leases) 
the MRP policy will be: 

o Asset Life Method – MRP will be based on the estimated life of the assets, in 
accordance with the proposed regulations (Option 3) 

 

ix. Policy on use of external advisers 
The Council uses Sector as its treasury management consultants. The company 
provides a range of services which include: 
 

o Technical support on treasury matters, capital finance issues and the drafting 
of Member reports; 

o Economic and interest rate analysis; 

o Debt services which includes advice on the timing of borrowing; 

o Debt rescheduling advice surrounding the existing portfolio; 

o Generic investment advice on interest rates, timing and investment 
instruments; 

o Credit ratings/market information service comprising the three main credit 
rating agencies.  

Whilst the advisers provide support to the internal treasury function, under current 
market rules and the CIPFA Code of Practice the final decision on treasury matters 
remains with the Council.  This service is subject to regular review. 



Glossary of Terms 
 
Authorised Limit 
This is the upper limit on the level of gross external indebtedness, which must not be 
breached without council approval. It reflects the level of borrowing, which while not 
desired, could be afforded but may not be sustainable. Any breach must be reported 
to the executive decision-making body, indicating the reason for the breach and the 
corrective action undertaken or required to be taken. 
 
Capital Financing Requirement (CFR) 
The capital financing requirement (CFR) replaced the ‘credit ceiling’ measure of the 
Local Government and Housing Act 1989. It measures an authority’s underlying 
need to borrow or finance by other long-term liabilities for a capital purpose.  
 
It represents the amount of capital expenditure that has not yet been resourced 
absolutely, whether at the point of spend (by capital receipts, capital 
grants/contributions or from revenue income), or over the longer term (by prudent 
minimum revenue provision (MRP) or voluntary application of capital receipts for 
debt repayment etc). Alternatively it means, capital expenditure incurred but not yet 
paid for.  
 
Credit Default Swaps (CDS) 
A credit default swap (CDS) is an agreement that the seller of the CDS will 
compensate the buyer in the event of loan default. In the event of default the buyer 
of the CDS receives compensation (usually the face value of the loan), and the seller 
of the CDS takes possession of the defaulted loan. 
 
CDS pricing can be used as a gauge of the riskiness of corporate and sovereign 
borrowers. 
 
Credit ratings 
A credit rating evaluates the credit worthiness of an issuer of debt, specifically, debt 
issued by a business enterprise such as a corporation or a government. It is an 
evaluation made by a credit rating agency of the debt issuer’s likelihood of default. 
 
Credit ratings are determined by credit ratings agencies. The credit rating represents 
their evaluation of qualitative and quantitative information for a company or 
government; including non-public information obtained by the credit rating agencies 
analysts. 
 
Debt Management Account Deposit Facility (DMADF) 
The Debt Management Office provides the DMADF as part of its cash management 
operations and in the context of a wider series of measures designed to support local 
authorities' cash management.  
 
The DMADF currently offers fixed term deposits. All deposits taken will be placed in, 
and interest paid from, the Debt Management Account. All deposits will be also 
guaranteed by HM Government and therefore have the equivalent of a sovereign 
triple-A credit rating.  
 
Financing Costs 
An aggregation of interest charges, interest payable under finance leases and other 
long-term liabilities and MRP, net of interest and investment income. 



 
Housing Revenue Account (HRA) 
The Housing Revenue Account reflects a statutory obligation to account separately 
for local authority housing provision, as defined particularly in Schedule 4 of the 
Local Government and Housing Act 1989. It shows the major elements of housing 
revenue expenditure – maintenance, administration and rent rebates – and capital 
financing costs, and how these are met by rents, subsidy and other income. 
 
London Inter Bank Bid Rate (LIBID) 
The London Interbank Bid Rate (LIBID) is a bid rate; the rate bid by banks on 
deposits i.e. the rate at which a bank is willing to borrow from other banks. 
 
Minimum Revenue Provision (MRP) 
Statutory charge to the revenue account as an annual provision for the repayment of 
debt associated with expenditure incurred on capital assets. 
 
Money Market Funds 
Money market funds are mutual funds that invest in short-term money market 
instruments.  These funds allow investors to participate in a more diverse and high-
quality portfolio than if they were to invest individually.   
 
Like other mutual funds, each investor in a money market fund is considered a 
shareholder of the investment pool, or a part owner of the fund.  All investors in a 
money market fund have a claim on a pro-rata share of the fund's assets in line with 
the number of ‘shares' or ‘units' owned. 
 
Net Revenue Stream 
This is the element of a local authority’s budget to be met from government grants 
and local taxpayers. 
 
Non-specified Investments 
These are any investments which do not meet the Specified Investment criteria.   
 
Operational Boundary 
This is the most likely, prudent view of the level of gross external indebtedness. It 
encompasses all borrowing, whether for capital or cash flow purposes. 
 
Private Finance Initiative (PFI) 
Private Finance Initiative (PFI) was introduced in the 1990s by the government to 
finance public sector projects. The main aims are to reduce public sector borrowing, 
introduce more innovative ways to provide public services and utilise private sector 
skills and experience to increase the efficiency of the public sector. 
 
Prudential Indicators 
In order to demonstrate that local authorities have fulfilled the objectives of the 
Prudential Code, it sets out a basket of indicators that must be prepared and used. 
The required indicators have to be set, as a minimum, on a three year time frame 
and are designed to support and record local decision-making, rather than be a 
means of comparing authorities.  
 
The purpose is to set these historic and forward looking indicators in a circular 
process and look at the indicators collectively rather than individually, in order to 
determine the impact of forward plans for capital or revenue expenditure. For some 



projects and large commitments to capital expenditure, a timeframe in excess of 
three years is advisable. 
 
Public Works Loans Board (PWLB) 
The Public Works Loan Board (PWLB) is a statutory body operating within the United 
Kingdom Debt Management Office, an Executive Agency of HM Treasury. 
 
PWLB's function is to lend money from the National Loans Fund to local authorities 
and other prescribed bodies, and to collect the repayments. 
 
Specified Investments 
All such investments will be sterling denominated, with maturities up to maximum of 
1 year, meeting the minimum ‘high’ quality criteria where applicable. 
 
Weighted Average Life 
The average time that deposits are lent out for, weighted by principal amount. 
 
 


