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OVERVIEW AND SCRUTINY COMMITTEE

A meeting of the above Committee will be held in the Taw Room, Civic Centre,
Barnstaple on THURSDAY, 13" FEBRUARY 2014 AT 2.00 P.M.

Members of the Committee: Councillor Biederman (Chairman)
Councillor Haywood (Vice-Chairman)

Councillors Brown, Chesters, Clark, Gurney, Lane, Lucas, Luggar, Moores, Payne,
Tucker and White.

AGENDA
1. Apologies for absence.
2. To approve as a correct record the minutes of the meeting held on o January
2014 (attached).
3. Items brought forward which in the opinion of the Chairman should be considered

by the meeting as a matter of urgency.

4, Declarations of Interests. (Please complete the enclosed form or telephone
Member Services to prepare a form for your signature before the meeting.
Interests must be re-declared when the item is called, and Councillors must leave
the room if necessary).

5. To agree the agenda between Part 'A' and Part 'B' (Confidential Restricted
Information).

PART 'A'

6. Crime and Disorder Sub-Committee. To adopt the minutes of the meeting of the
Crime and Disorder Sub-Committee held on 9™ January 2014 (attached)
(Pages 1to 4).

7. Performance and Financial Management Quarter 3 2013/14. Report by the
Leader and Executive Team to the Executive 4th February 2014 (attached).
Minute Extract of the Executive held on 4th February 2014 (to follow)

(Pages 5 to 24).

8. Revenue Budget 2014/15. Report by the Chief Financial Officer to the Executive
4th February 2013 (attached). Minute Extract of the Executive held on 4th
February 2013 (to follow) (Pages 25 to 37).



9. Treasury Management and Annual Investment Strategy Statement 2014/15.
Report by the Chief Financial Officer to Executive 4th February 2014 (attached).

Minute Extract of the Executive held on 4th February 2014 (to follow) (Pages 38 to
68).

10. Work Programme/Forward Plan. To consider the Overview and Scrutiny
Committee work programme/forward plan (attached) (Page 69).

PART 'B' (Confidential Restricted Information)

Nil.

Reminder - Members please return your agenda to the Member Services Officer at
the end of the meeting.

If you have any enquiries about this agenda, please contact Member Services,
telephone 01271 388253/388254
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COUNCIL

North Devon Council protocol on recording/filming at Council meetings

The Council is committed to openness and transparency in its decision-making.
Recording is permitted at Council meetings that are open to the public. The Council
understands that some members of the public attending its meetings may not wish to be
recorded. The Chairman of the meeting will make sure any request not to be recorded is
respected.

The rules that the Council will apply are:

. The recording must be overt (clearly visible to anyone at the meeting) and must
not disrupt proceedings. The Council will put signs up at any meeting where we
know recording is taking place.

. The Chairman of the meeting has absolute discretion to stop or suspend recording
if, in their opinion, continuing to do so would prejudice proceedings at the meeting
or if the person recording is in breach of these rules.

. We will ask for recording to stop if the meeting goes into ‘part B’ where the public
is excluded for confidentiality reasons. In such a case, the person filming should
leave the room ensuring all recording equipment is switched off.

. Any member of the public has the right not to be recorded. We ensure that
agendas for, and signage at, Council meetings make it clear that recording can
take place — anyone not wishing to be recorded must advise the Chairman at the
earliest opportunity.

. The recording should not be edited in a way that could lead to misinterpretation or
misrepresentation of the proceedings or in a way that ridicules or shows a lack of
respect for those in the recording. The Council would expect any recording in
breach of these rules to be removed from public view.

Notes for guidance:

Please contact either our Member Services team or our Communications team in
advance of the meeting you wish to record at so we can make all the necessary
arrangements for you on the day.

For more information contact the Member Services team on 01271 388254 or email
memberservices@northdevon.gov.uk or the Communications Team on 01271
388278, email communications@northdevon.gov.uk.




Crime and Disorder Sub-Committee: 9" January 2014

NORTH DEVON COUNCIL

Minutes of a meeting of the CRIME AND DISORDER SUB-COMMITTEE of
the Overview and Scrutiny Committee held at the Civic Centre, Barnstaple on
Thursday 9" January 2014 at 11.00 a.m.
PRESENT: Members:

Councillor Haywood (Chairman)

Councillors Biederman, Brown, Chesters, Clark, Lucas, Moores

and White.

Torridge District Council

Councillors Langmead and Whittaker.

Non elected Member: Mr Wrey.

Officers:

Service Lead - Community Safety Partnership Officer/Harm Risk

(TB), ASB Co-ordinator (KM) and Member Services Co-
ordinator (KS).

(a) CHAIRING THE MEETING

Owing to the absence of the Chairman, the Vice Chairman opened and
presided over the meeting until the arrival of the Chairman.

The Chairman arrived.

(b) DECLARATIONS OF INTEREST

There were no declarations of interest announced.

(c) THE ANTI-SOCIAL BEHAVIOUR, CRIME AND POLICING
BILL 2013/14

The Sub-Committee received a presentation from the Anti Social Behaviour
(ASB) Co-ordinator regarding the reform of the Anti-Social Behaviour Powers.

She outlined the facts on the current powers together with the percentage of
Anti Social Behaviour Orders (ASBOSs), which were breached at least once
and more than once. There were currently 19 tools, which were utilised in
cases of anti social behaviour and these were being reduced to six to alleviate
anti social behaviour and change behaviour. She took the Committee through
each stage of the new process and the powers that fell under each part.





Crime and Disorder Sub-Committee: 9" January 2014

During the consideration of the presentation, the Committee asked questions
in relation to the following:

e That in the breach of an ASBO a custodial sentence would be more
beneficial and Magistrates should take a firmer stance with offenders.

e Community triggers would help to empower victims and communities,
whilst giving victims the right to request a review of their case and bring
agencies together to combat ASB. This information would be available in
August 2014 on the Safer North Devon pages of the website and a
number of press releases would be issued via the North Devon Journal to
release the message in the correct stages.

e Welcomed the progress made with neighbour disputes and were
encouraged that something was being done to address the problem.

RESOLVED:

(a) that representatives from the court users group be invited
to attend a future meeting of the Sub-Committee to discuss
the views Members in relation to custodial sentences and
the requirement for Magistrates to take a firmer stance;

(b) that any Members who wished to attend the Safer North
Devon Hub weekly meetings notify the Clerk to the Sub-
Committee who would then make the necessary
arrangements; and

(c) that a copy of the presentation be emailed to the Members
of the Committee.

(d) LEGAL HIGHS — OUR LOCAL RESPONSE

The Sub-Committee received a presentation from the Service Lead -
Community Safety Partnership Officer/Harm Risk regarding Legal Highs and
the local response.

The Service Lead - Community Safety Partnership Officer/Harm Risk
discussed the definition of Legal Highs, which had now been classified as
“‘New Psychoactive Substances” and were classed as “Substances which
produced the same or similar effects, but were not controlled under the
Misuse of Drugs Act”.

During the consideration of the presentation, the Committee asked questions
in relation to the following:

e The packaging and appearance of the products and how the design was
made to look appealing to the customer.

e The cost of legal highs in comparison with illegal drugs.

e Concern was raised in relation to the number of deaths as a result of legal
highs, the drain on the National Health Service (NHS) and the lack of
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Government intervention to adopt any kind of legislation to address the
problem.

e The health issues in relation to legal highs and the wrongful assumption
that because something was legal it was safe.

e The evidence to suggest that legal highs did contain illegal substances.

e Testing by the Council on the substances to potentially identify any illegal
substances.

e The failure by the Government to not act quickly enough to change the
legislation and make the substances illegal.

e The national approach by the Government to impose a “Temporary Class
Drug Order” whereby a ban could be imposed to stop unlawful
importation, production and supply of a drug in the United Kingdom (UK)
for a period of 12 months. However, there was a risk that during this time
the ingredients of a banned drug could be changed to make it legal again.

e The prevalence of “Legal Highs” outside of the large towns and cities
where illegal drugs weren’t so easy to get hold of.

e Home Office guidance released in December 2013 identified four types of
offence that a “Head Shop” might be committing; these included the sale
of controlled drugs, the sale of drug paraphernalia, a breach of the
Intoxicating Substances (Supply) Act and a breach of consumer
protection regulations.

e The lack of control of drugs imported from other countries.

e The use of the terminology “Legal Highs” didn’t help the situation.

e Concern was raised in relation to the identification of premises when local
“Head Shops” were recently highlighted in the press as it could be seen to
draw attention to where “Legal Highs” could be obtained and in effect
provided free advertising.

e The police approach in dealing with the sale of “Legal Highs” in the area
and the ongoing investigations to look at ways of dealing with the
problem.

e Concern was raised in relation to the number of deaths associated with
“Legal Highs”, which were 29 in 2011 and 52 in 2012, with the figures for
2013 not yet available.

e Welcomed the implementation of the drug alert cascade system, which
ensured that any concerns at a local level could be circulated to all of the
relevant organisations.

e Discussed their hopes for a change in the legislation to address the
problem sooner rather than later.

In response to a question regarding the inclusion of the dangers of “Legal
Highs” in the Junior Life Skills Event, the Anti Social Behaviour (ASB) Co-
ordinator advised that advice could be sought from the professional body to
ascertain whether or not this would be an appropriate arena to present such
information.
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RESOLVED:

(a) that representatives from the National Health Service be
invited to attend a future meeting to discuss the impact of
the growing trend in “Legal Highs” upon the service; and

(b) that a joint letter from both Authorities be sent to the North
Devon and Torridge MP’s and copied to the Police and
Crime Commissioner to highlight the concerns of both
Councils in relation to “Legal Highs” and request that they
raise those concerns in Parliament with a view to
prioritising the implementation of legislation to combat
“Legal Highs”.

The Sub-Committee thanked the Service Lead - Community Safety
Partnership Officer/Harm Risk and the Anti-Social Behaviour Co-ordinator for
their attendance at the meeting.

Chairman
The meeting ended at 12.34 p.m.

NOTE: These minutes will be confirmed as a correct record at the next
meeting of the Sub-Committee.
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R NORTH DEVON COUNCIL
REPORT TO: EXECUTIVE
Date: 4 February 2014
TOPIC: PERFORMANCE and FINANCIAL MANAGEMENT
QUARTER 3 of 2013/14
REPORT BY: THE LEADER and the EXECUTIVE TEAM

1 INTRODUCTION

1.1 This is one of the series of regular quarterly reports on the council's overall operational
and financial performance. The report covers financial as well as operational
performance. It mainly covers the quarter from October to December 2013.

2 RECOMMENDATIONS

2.1 That the actions being taken to ensure that performance is at the desired level be noted.
2.2 That the contributions to earmarked reserves be approved (section 4.2)
2.3 That the movements on the Executive Contingency Reserve (section 4.3) be noted.

2.4 That council approve the variations to the Capital Programme 2013/14 to 2015/16
(sections 4.4.3 t0 4.4.6)

2.5 That funds are released for the capital schemes listed in section 4.4.11.

2.6 That Executive notes the sections dealing with Treasury Management (section 4.5), and
Debt Management (sections 4.6 and 4.7).

3 REASONS FOR RECOMMENDATIONS

3.1 To ensure that appropriate action is taken to allow the council to meet its objectives.

3.2 To inform the Executive of actual results compared to the approved Corporate Plan, as
well as progress in delivering service within the revenue budget and capital programme

4 PRIORITY - INCREASING THE COUNCIL’S CAPACITY TO DELIVER WHAT NORTH

DEVON NEEDS

Councillors BRIAN GREENSLADE (Policy and Resources) and MAIR MANUEL
(Performance and Procedures)

4.1 Revenue

4.1.1 The revenue budget for 2013/14 was approved at Council on 27 February 2013 at
£12.142m.





4.1.2 As at 31 December 2013, the latest forecast expenditure for 2013/14 is £12.289m,
which is £0.147m over budget. However there has been a small increase in funding
sources from Central Government to the value of £0.071m producing an overall net
budget shortfall of £0.076m. Details are shown in “Appendix-1 Variations in the
Revenue Budget”.

4.1.3 The Quarter 2 Performance and Financial Management report brought to Executive in
November 2013 highlighted a projected budget shortfall of £0.023m. In quarter 3 it has
emerged that there is a need to accelerate the replacement of some of the IT
infrastructure, which supports the whole Council's IT framework. This was originally
expected to be replaced later, but in order to reduce risk of systems failure it is
recommended that this is carried out sooner.

4.1.4 The budget included a savings target of £0.400m from vacant staff posts. The current
position identifies £0.626m of salary savings will be achieved by the end of the financial
year. The £0.626m is an annual forecast for the 2013/14 year taking into account
vacant positions known and does not include any future turnover.

4.1.5 The original budget of £12.142m included £0.846m of savings identified through Heads
of Service and at 31 December 2013 we are forecasting to achieve at least £0.726m of
these savings. The 2013/14 budget included a savings target of £0.200m for the Works
and Recycling Service, of which £0.099m has been achieved through a service
restructure. However, it is unlikely that the remaining £0.101m will be achieved this
financial year and this is reflected within the 2013/14 figures, with further savings
factored into the 2014/15 budget.

4.1.6 The sale value of recyclable materials we know is a volatile market. Last financial year
2012/13 we received income of £0.676 million, on average 28% lower than the previous
year (2011/12 income was £0.940m). We budgeted an income level for the current year
2013/14 of £0.806 million. At 31 December 2013 we are projecting a full year income
level of £0.631 million, which is a reduction of £0.045 million on last year’s income level
and a reduction on the budget of £0.175 million.

4.1.7 We need to be aware that prices of material can fluctuate and an average 10% change
in prices equates to a full year income change of £0.080 million. In Quarter 1 we saw a
further reduction in material prices, examples being the price per ton on paper reduced
from £128 (Q1 2012/13) to £105, a drop of 18% and the price per ton on plastics
reduced from £230 (Q1 2012/13) to £120, a drop of 48%. However, Quarter 2 and
Quarter 3 has seen an upturn in prices with paper going up to £110 per ton and plastics
increasing to £155 per ton. This demonstrates the above-mentioned volatility but it is
pleasing to see income prices start to slowly increase again.

4.1.8 We are currently forecasting reduced car park income of £0.055m on this year’s
budget. Last year 2012/13 we achieved (£2.481m) and prudently set the budget for
2013/14 at (£2.514m). The forecast reduction for this year is in line with last year’s
actual outturn.

4.1.9 We are currently forecasting increased planning income of (£0.200m) on this year’s
budget. Last year 2012/13 we achieved (£0.750m) and prudently set the budget for
2013/14 at a lower level of (£0.650m), however Quarter 3 has seen a large increase in
receipts and a full year level of (£0.850m) is now forecast.

4.1.10 An additional £0.070m grant income has been received from central government.
This additional funding relates to New Homes Bonus £0.022m, New Burdens Grant
£0.016m and Rural Services Grant £0.032.





4.1.11 The recommended level of general fund balance is 5%-10% of the council’s net
revenue budget (£0.607m to £1.214m). The forecast general fund reserve at 31 March
2014 is £0.986m, which is a level of 8%.

4.2 Earmarked Reserves 2013/14

4.2.1 “Appendix-2 Movement in Reserves & Balances” details the movements to and from
earmarked reserves in 2013/14.

4.3 Executive Contingency Reserve

4.3.1 Full details of the Executive Contingency Reserve movements and commitments are
attached as “Appendix-3 Executive Contingency Reserve”.

4.4 Capital

4.4.1 The 2013/14 to 2015/16 Capital Programme is attached as “Appendix-4 Capital
Programme ”.

4.4.2 The Budget and Financial Framework report to Council 27 February 2013 outlined the
Capital Programme for the 2013/14 financial year of £3.981m. Project underspends of
£0.612m brought forward from 2012/13 year and further variations of £0.192m,
£0.059m and (£0.659m) were approved as part of the performance and financial
management reports to Executive on 4 June 2013, 3 September 2013 and 5 November
2013, to produce a revised Capital Programme of £4.185m.

4.4.3 Further variations of (£0.978m) are proposed to the 2013/14 Capital Programme as
follows:

= Project movements to next year — (£1,354,099)

Scheme Amount (£) Notes

Barnstaple Bus Station PC (72,000) Moved to 2014/15
21:21 Transformation Project (70,299) Moved to 2014/15
Barnstaple Key Sites (45,125) Moved to 2014/15
Fisherman’s Stores, llfracombe (250,000) Moved to 2014/15
South Molton Car Park Extension (126,126) Moved to 2014/15
Barnstaple Bus Station (103,769) Moved to 2014/15
Replacement of Concrete Light Columns (5,015) Moved to 2014/15
Coastal Protection & Shoreline Management (6,488) Moved to 2014/15
Old Quay Head (200,821) Moved to 2014/15
Museum of North Devon (80,000) Moved to 2014/15
lifracombe Yacht Club (15,000) Moved to 2014/15
Castle Lodge (25,000) Moved to 2014/15
Works Unit Vehicles (275,000) Moved to 2014/15
Planned Maintenance (13,455) Moved to 2014/15
Works in Default (34,768) Moved to 2014/15

Wessex Loan Scheme (31,233) Moved to 2014/15





= Other variations (+ and -) to 2013/14 Capital Programme — £376,523

Scheme
Bishops Nympton Parish Hall Car Park

Laurel's Playground, North Molton
Vehicle Fleet Replacement Programme
Beechfield Enhancement Project
Purchase Land — Lobb Fields (s106)
Seven Brethren Car Park

Greensweep Wheeled Bins

Disabled Facility Grants

St James Park, llfracombe

Refurbishment of Changing Rooms at
Braunton Recreation Ground

4.4.4 Actual spend on the 2013/14 Capital Programme, as at 31 December 2013 is £2.070m.

Amount (£)
9,700

1,462
323,000
8,400
(37,000)
(1,421)
(1,807)
40,000
9,053
25,136

Notes
Executive — 5 November 13
Executive — 5 November 13

Executive — 5 November 13

Executive — 3 December 13

Budget Holder — Q3 changes
Budget Holder — Q3 changes
Budget Holder — Q3 changes
Budget Holder — Q3 changes

Executive — 7 January 14

Executive — 7 January 14

4.4.5 Further variations of £3.481m to the 2014/15 Capital Programme are proposed as

follows:

= Project movements from the previous year — £1,354,099 (as above)

= Other variations (+ and -) to 2014/15 Capital Programme - £2,126,637

Scheme
Vehicle Fleet Replacement Programme

Kerbside Recycling Vehicles

Mill Road Temporary Car Park

21:21 Transformation Project
Disabled Facility Grants

Seven Brethren Car Park Resurfacing
Planned Maintenance

Office Technology

Overflow Car Park BEC

Amount (£)
527,000

1,400,000
(329,701)
329,701
(31,363)
50,000
35,000
106,000
40,000

Notes
Executive — 5 November 13

Executive — 5 November 13
Virement between projects

Virement between projects

DCLG grant reduction

PAG bid — Leadership Team
PAG bid — Leadership Team
PAG bid — Leadership Team
PAG bid — Leadership Team

4.4.6 Further variations of £0.650m to the 2015/16 Capital Programme are proposed as

follows:

= Other variations (+ and -) to 2015/16 Capital Programme — £650,000

Scheme
Vehicle Fleet Replacement Programme

Amount (£)
650,000

Notes
Executive — 5 November 13





4.4.7 The revised Capital Programme for 2013/14 to 2015/16 taking into account the budget
variations outlined in 4.4.3 to 4.4.6 above is £11.099m and is broken down as follows:

e 2013/14 £3.207m
e 2014/15 £7.242m

e 2015/16 £0.650m

4.4.8 The above programme of £11.099m is funded by Capital Receipts (£6.467m),
Borrowing (£1.250m), External Grants and Contributions (£2.585m) and Reserves
(E0.797m).

4.4.9 The Council has forecast that these levels of investment can be fully funded over the
investment period. However, the timing and realisation of capital receipts can be
impacted by events beyond the control of the Council.

4.4.10 The Council is able to manage its cash flows for these projects through internal
borrowing and also has authority to borrow from the Public Works Loan Board (PWLB)
as outlined in the Treasury Management Annual Investment Strategy.

4.4.11 Release of Funds — Capital Programme

Once funds have been included in the Capital Programme the Constitution requires a
separate decision to release those funds. Accordingly the schemes below need the
funds to be released so that spending can start within the following three months:

= Seven Brethren Car Park Refurbishment £50,000
*= Planned Maintenance £35,000
= Office Technology £106,000
= Overflow Car Park BEC £40,000
= 21:21 Transformation Project £620,201

4.5 Treasury Management
4.5.1 Bank Rate has been unchanged at 0.5% since March 2009.

4.5.2 The average 7 day LIBOR (inter-bank offer rate), the council’s benchmark rate, was
0.36% (previous year 0.41%).

4.5.3 The return earned on the council’s investments was 0.60% (previous year 0.83%).

4.5.4 £40,579 investment interest was earned in the three quarter period. (2013/14 budget
is £60,000).

4.5.5 There is currently no borrowing to finance capital expenditure in 2013/14.

4.5.6 The Council does have existing finance leases, from the acquisition of vehicles for the
kerbside recycling services in 2009/10. These leases expire in 2014/15.

4.6 Debt Management

4.6.1 The three major areas of credit income are Council Tax, National Non Domestic Rates
(NNDR) and General Debtors.

4.6.2 Collection rates are controlled through monitoring:





= the level of write offs against a ceiling

= levels of previous years’ outstanding debt against ceilings

= the level of income collection in the year against the annual sums due to be
collected.

4.6.3 The council’s budget is based on the assumption that eventually 98.5% of sums due
will be collected. To ensure this level is achieved, year on year levels of write offs

approved are controlled against a ceiling of 1.5% of annual debt.

4.6.4 The outstanding amounts at 31 December 2013 are as set out below

Council Tax NNDR
Age in Years Target Actual Target Actual
£000 £000 £000 £000
1-2 1,225 527 744 364
2-3 608 278 343 105
3-4 302 188 155 91
4-5 147 129 75 62
5-6 71 91 35 19
Over 6 616 159 335 36

4.6.5 Irrecoverable debts from previous years not exceeding £1,500 can be written off with
the authorisation of the Chief Financial Officer. Decisions on whether to write off debts
over £1,500 rest with the Chief Financial Officer, in consultation with the Leader of the
Council. As at 31 December 2013 the amount of accounts written off was as follows:

Less than £1,500 More than £1,500
No. of Amount No. of Amount
accounts accounts
672 £25,212.51 Council Tax 23 £68,712.47
157 £18,019.69 | Business Rates 27 £149,128.57

4.6.6 The monitoring of in year collection is carried out against national performance

indicators targets of sums collected in year as a percentage of the Net Sums Due for

that year.

4.6.7 The actual rates achieved are below target, with Council Tax marginally lower than last
year and Business Rates marginally higher than last year. The rate of collection will

however continue to deliver the long-term target of 98.5% collection.

4.6.8 The levels of collection are:

Target Achieved Achieved

2012/13 2013/14
Council Tax 87.50% 87.31% 85.44%
Business rates 89.00% 87.99% 88.04%






4.7 General Debtors

4.7.1 The level of general invoices raised was £4.491m at 31 December 2013 (previous year
£5.136m).

4.7.2 To ensure sums due are collected, targets are set for the upper level of debt
outstanding by age of debt. The control levels and achieved levels are set out below,
with comparison to last year.

Age of debt Ceiling 31 Dec 31 Dec

2013 2012

£000 £000 £000

3 weeks to 6 months 3% 135 213 255

6 months to 1 year 1% 45 87 169

1to 2 years 0.5% 22 58 124

2 to 6 years 0.5% 22 68 54
Over 6 years 0.1% 4 8 5

4.7.3 There are direct debit and other recovery agreements of approximately £250k in place,
relating to the total debt outstanding as at 31 December 2013.

4.7.4 Irrecoverable debts not exceeding £1,500 can be written off with the authorisation of
the Head of Financial Services. The Chief Financial Officer, in consultation with the
Leader of the Council, must write off debts over £1,500.

4.7.5 As at 31 December 2013, the amount of invoices written off were as follows:

Number of Written offs - Number of Written offs -

Invoices £1,500 & Invoices over £1,500
under

167 £51,107.06 8 £26,522.57

4.8 Customer Services

Part of the Customer Services team have been relocated to the 7" floor of the Civic
Centre, with the Customer Services Manager moving to the ground floor. The telephony
service will move to the 7" floor in early February.

This will free space on the ground floor to allow the employees at Lynton House that
deal with customers face-to-face to move to the Civic Centre and join Customer
Services.





5 PRIORITY - Protecting and enhancing North Devon’s unique environment

Councillor RODNEY CANN
(Environment) Sickness absence

. 6.00
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5.2 Recycling

The recycling data for the third quarter isn't available yet, but the following chart shows
the quarterly data for the three years to the end of September 2013:
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5.3 Customer complaints

Customers complaints are decreasing. These are usually about missed collection.
Between October and December there were 45% fewer complaints than in the same
period the previous year (i.e. 62 compared to 112).

Of course 62 complaints are 62 too many, but they only amount to 1 in around 18,500
waste collections.

5.4 Service improvement
Work has started on procuring the replacement vehicles.

A modular building has been installed to increase the efficiency of our service delivery..

6 PRIORITY - Building a more robust local economy

Councillor MALCOLM PROWSE (Economic Regeneration)

6.1 Unemployment

It is encouraging that unemployment, whilst subject to seasonal increases in November,
continues to remain at lower levels than previous years. The figures for December show
462 fewer claimants that a year ago, a 34% drop.

6.2 Helping the economy

Against this background our work continues, shaped by our Economic Strategy, which
has now been adopted by both North Devon and Torridge Councils. Recent activity
includes:

= in November ClIrs Greenslade, Prowse and officers had the opportunity to brief
Business Secretary Vince Cable on the issues and opportunities relating to the
North Devon economy.

= the economic development team has worked with an investor at Ilfracombe to get
a planning consent for 10 small industrial units.

= the Ilfracombe Dotto train has arrived, having been ordered after an EU funding
bid was approved. We are now tendering for a train operator.

6.3 Car parking

For several years on-street parking controls in Devon have been enforced by District
Councils. After much prevarication Devon County Council have finally confirmed that
they will be doing it themselves from April 2014.

We are not yet clear how this will be carried out, or how effectively it will be done, but
the districts have no choice in the matter. The result of this is that we have to transfer
some staff to DCC while keeping others to manage our off-street car parks. This will
cost NDC Council taxpayers £60,000 more in 2014/15 than it did in 2013/14.





7 PRIORITY - Improving North Devon’s housing

Councillor FAYE WEBBER (Housing)

7.1 A perfect storm?

The following chart help illustrate the severity of the housing crisis facing our
community. It shows how many people we have had to accept as homeless each
quarter for the last four years. These are people we have a duty to rehome.

The number roughly doubled at the beginning of 2011/12 and then increased further as
a series of Government policies combined with the poor national economy. The figure
for the latest quarter has dropped slightly, but it did the same last year before increasing
again.

Homeless acceptances

19 18
18
17 17
16 16
15 15

13
12

Despite this we have been working hard to minimise the number of families housed in
temporary accommodation. However, at the end of December there were 20.

Pressures on the service are likely to increase because of the funding decisions and
new commissioning arrangements of our partners. For example, the women's refuge in
Barnstaple is likely to close in April 2014, as the County Council re-commissions
specialist domestic violence and abuse support services across the county.

The Government has also provided more advice on their changes to the funding for
disabled facilities grants. From 2015/16 NDC will no longer receive a non ring-fenced
payment for this work. A number of funding streams, including DFGs, will be pooled to
enable the NHS and upper tier local authorities to jointly commission health and social
care services. DCC's Health and Wellbeing Board will sign off a plan for its constituent
local authorities and the Clinical Commissioning Group, and the funds will then be
redirected accordingly.





This is coinciding with the end of government funding for the “No Second Night Out”
project, which helped the voluntary sector address rough sleeping and therefore
homelessness.

In our new Housing Strategy existing service standards will be revised to ensure they
are realistic and relate to the current level of demand and the resources available to us.

7.2 Affordable homes

On a slightly brighter note, 45 affordable homes were completed in the quarter,
including 36 at the former St Joseph’s Nursing Home site in Barnstaple.

This makes a total of 81 new affordable homes in the first nine months of 2013/14.
7.3 Local Authority Mortgage Scheme

The scheme continues to be a success in helping local people get on the housing
ladder without cost to the taxpayer. A summary is:

= 25 applications since January 2013, with 18 completions
= 11 applications between September and December and 8 completions

=  Of the completions our indemnity is an average of £26,220, meaning £471,976
has been committed

. None of the 18 that have completed show mortgages arrears over 3 months.

8 PRIORITY - Shaping the future of North Devon

Councillor MIKE EDMUNDS (Strategic Planning and development at llfracombe)

8.1 Improving our planning service

A thorough systems review has been completed of our development management
service.

Some of the findings were things we weren’t too surprised about. For example, we need
to make it much easier for our customers to know what is happening with their
applications.

Others were more unusual, such as that full applications with all the relevant information
were more likely to be submitted if members of the public did it themselves than if they
used planning agents.

We have identified a number of areas that we will now be improving. There will be
further reports on these changes and their effects.





8.2 Performance of the planning service

The most recent data released by the Government is for the period up to September
2013. It shows that we are doing well in determining “minor” and “other” applications
within 8 weeks:

= “minor” - we achieved 72% compared to a national average of 69%
= “other” — we exceeded the national average of 90% by 5%.

However, the council is doing less well for “major” applications where only 39% were
determined in time. This might become a serious problem. An authority that falls below
30% will lose its decision making powers.

In addition they would lose the fees for major planning applications; as an example the
fee we recently received for the Illfracombe Southern Extension was £94,000.

100%

Major planning applications - speed
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80%
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9 PRIORITY - Community leadership and well-being

Councillors DERRICK SPEAR (Culture) and YVETTE GUBB (Communities)

9.1 Winter weather

Everyone will be well aware of the severe winter weather we had around New Year.
There has been some damage, for example to the sea wall in lIfracombe, and some
relatively limited flooding, but on the whole our communities have escaped a repeat of
the major floods earlier in the year.

It looks as if this is a pattern of severe weather events that we are going to have to
become more accustomed to and prepared for. At the beginning of November the





Council ran a seminar "Preparing for Winter" to help the community make preparations
for possible flooding problems. We will be running this again later in 2014.

9.2 Community safety

The Devon Strategic Assessment for 2013/4 has been published by the Safer Devon
Partnership. This has been combined with similar assessments for Cornwall, Plymouth,
Torbay and the Isles of Scilly in the Peninsula Strategic Assessment.

These analyses show that the priorities identified in the Safer North Devon Plan remain
current. The areas of concern for North Devon are domestic violence, alcohol harm and
the night-time economy. Working with our partners, we have already launched new
services in Q3 to tackle these issues, e.g. the Street Marshall's initiative in Barnstaple

As a result of this a revision of the Safer North Devon Plan will be prepared for adoption
by Members.

10 Other performance issues

10.1 Housing Benefit

The Department for Works and Pensions have released speed of processing statistics
for the first quarter of 2013/2014. The results in calendar days are:

New Claims Changes to
existing claims

National average performance 24 11
NDC performance 16.7 5
NDC better than average by: 7.3 days 6 days

10.1 Improved data recovery

The present arrangements have been reviewed and updated. This has resulted in
increased automation of our backup and replication process, something that is
absolutely necessary for any organisation. The benefits of the changes are:

= reduced costs by eliminating a contract for disaster recovery

=  ensuring continuous access to information so that our customers aren’t
inconvenienced by delays

» increased staff productivity due to less time spent monitoring
» safeguarding council services in the event of any disaster

11 Constitutional context

Article and Appendix Referred or A key In the
paragraph and delegated decision? Forward
paragraph power? Plan?



http://www.devon.gov.uk/devon-strategic-assessment.pdf

http://www.devon.gov.uk/peninsula-sa-v04.pdf



Article and Appendix Referred or A key In the

paragraph and delegated decision? Forward
paragraph power? Plan?
7.12 Executive power
No No
13, para 4.7 Delegated

12 Statement of Internal Advice

12.1 The authors (below) confirm that advice has been taken from all appropriate Councillors
and officers.

13 Background Papers

None

Author:  John Patrinos and Jon Triggs Date: 23 January 2014
Ref: I:\Projects\Single Report\2013-14 Q3\Q3 P+FM.docx





“APPENDIX-1 VARIATIONS IN THE REVENUE BUDGET”

Service and cost area Worse/(better) Totals
£m

Environmental Health & Housing 0.243

Homelessness 0.116

Housing placements (B&B) — reduced HB subsidy 0.127

Financial Services (0.112)

Employee (maternity savings) (0.036)

Charitable rate relief (0.025)

Computer software (reduced costs) (0.020)

Joint Head of Service recharge (income) (0.031)

Legal Services (0.010)

Employee savings (0.010)

Planning & Development Services (0.201)

Planning fee income (0.200)

Building control fee income (0.029)

External professional services 0.028

Property & Technical Services 0.150

Civic Centre rent (0.050)

Lynton House increased costs 0.020

Car Parks and Public Conveniences (rates) 0.027

Car Park income 0.055

PCN On Street 0.025

Lynton Agency (savings not achieved) 0.040

Other 0.033

Works & Recycling Service 0.373

Trade waste tipping charges & income reduction 0.047

Vehicles & bulk haulage 0.043

Sale of recycling materials / Recycling credits 0.182

Works and Recycling savings target (not achieved) 0.101

Corporate Services 0.098

Contribution to Technology Reserve (additional) 0.056

Pannier Market employee costs 0.035

Pannier Market income 0.030

Land charges income (0.051)

Other 0.028

Other (0.465)

Additional salary savings above target of (£0.400m) (0.226)

Budget savings identified from Heads of Service (0.169)

Additional central government grant funding (0.070)

Total £0.076m






“APPENDIX-2 MOVEMENT IN RESERVES & BALANCES”

e — Open?ng Balance Transfer to Transfer from . Transfer from Movement in gg)lzinncge 31st
1 April 2013 Reserves Reserves (Capital) Reserves (Revenue) Year March 2014
P C Planned Maintenance Fund 272,936 272,936
Crematorium Earmarked Reserve 232,499 0 232,499
Second Homes Council Tax Reserve 125,289 0 125,289
Greensweep Replacement Fund 153,097 -30,000 -30,000 123,097
Land Charges Reserve 97,854 0 97,854
Prevention CLG Grant Reserve 237,185 -147,000 -147,000 90,185
Lynton Agency Fund 89,885 0 89,885
Repairs Fund 138,192 194,290 -244,290 -50,000 88,192
Tarka Tennis Surface replacement 86,760 8,680 -10,000 -1,320 85,440
Office Technology Reserve 0 130,000 -50,000 -24,000 56,000 56,000
Improvement Programme Reserve 24,179 260,450 -232,347 28,103 52,282
District Council Election 25,000 25,000 25,000 50,000
Planning Inquiries Fund 0 118,080 -68,080 50,000 50,000
General Contingency 70,712 -29,054 -29,054 41,658
Executive Contingency Reserve 118,506 50,000 -128,600 -78,600 39,906
Council Tax Support Scheme Reserve 35,886 0 35,886
Land Charges Personal Search Reserve 33,506 0 33,506
Town & Parish Fund 29,814 0 29,814
Community Consultation 44,155 -14,400 -14,400 29,755
Habitat Directive Reserve 28,670 0 28,670
All Weather Pitch 22,316 4,110 4,110 26,426

lIfracombe Pool Capital Works Reserve 25,000 0 25,000





Closing

Earmarked Reserve Opening Balance Transfer to Transfer from _ Transfer from Movement in Balance 31st
1 April 2013 Reserves Reserves (Capital) Reserves (Revenue) Year March 2014
Local Housing Allowance Reserve 24,622 0 24,622
Councillor Grants 16,244 0 16,244
New Homes Bonus Reserve 106,535 -80,000 -12,530 -92,530 14,005
Major Sports Grants Fund 10,493 0 10,493
Verity Road Signs Reserve 10,000 0 10,000
Money Held for Police 7,978 0 7,978
Radio Link Reserve 7,332 0 7,332
Village Hall Grants Fund 6,389 0 6,389
Museum Development Fund 5,859 0 5,859
Implementation of Employment Support 5,544 0 5,544
Devon Improvement Programme Reserve 4,526 0 4,526
Local Authority Mortgage Scheme Reserve 3,144 0 3,144
Noise Equipment Reserve 0 2,000 2,000 2,000
Devon District Councils Joint Working 1,396 0 1,396
West Down Car Park Reserve 1,049 0 1,049
Landscape Character Assessment Reserve 1,047 0 1,047
HEAT Reserve 360,246 -360,246 -360,246 0
Green Initiatives Fund 39,953 5,270 -45,223 -39,953 0
Grave Maintenance Fund 8,327 -8,327 -8,327 0
Athletics Track 39,658 -39,658 -39,658 0
Rock Park Store Reserve 8,650 -8,650 -8,650 0
External Professional Services Reserve 12,363 -12,363 -12,363 0

2,572,796 797,880 -130,000 -1,414,768 -746,888 1,825,908





“APPENDIX-3 EXECUTIVE CONTINGENCY RESERVE”

Resources Available £
Balance brought forward 1st April 2013 (118,506)
Transfer to reserve 2013/14 (50,000)
(168,506)
B/F from 2012/13 £
Urgent works to Listed Building — Exec 8 Dec 2009 760
Lynmouth Esplanade Cliff Stability — Exec 10 Jan 2012 6,570
Affordable Housing delivery project — Exec 10 April 2012 20,000
Cheyne Beach car park — Urgent decision 12 June 2012 828
Holy Trinity Churchyard — Exec 8 Jan 2013 5,600
Urgent works Cypress House, Witheridge — Urgent decision 1 March 2013 2,200
Old Quay Head — Exec 18 March 2013 60,000
2013/14 Approvals £
Town and Parish Fund — Exec 7 May 2013 7,640
Repair to sea wall, llfracombe — Urgent decision 11 November 2013 25,000
Total Approvals 128,598
Balance Remaining (39,908)






“APPENDIX-4 CAPITAL PROGRAMME ”

Project

Economy
Barnstaple Key Sites
Fremington Multi Use Games Area
Demolition at South Molton Recycle

South Molton Car Park Extension (Sheep Pens)

North Devon Leisure Centre
Seven Brethren Car Park
[Ifracombe Swimming Pool Enhancements
DOTTO Land Train llfracombe
Total - Economy

Services
21:21 Transformation Project
Comino Document Management System
IT Development
Works Unit Vehicles
Kerbside Recycling Vehicles
DLU Relocation
Overflow Car Park BEC
Barnstaple Bus Station PC
Modular Building for Works and Recycling
Total - Services

Housing
Affordable Housing delivery Grant
Affordable Housing Fund
Works in Default
Wessex Loan and Grant Scheme
Disabled Facilities Grant Programme
Local Authority Mortgage Scheme
Affordable Housing llfracombe Sites Project
Total - Housing

Budget Spend at 31 Variance Budget Budget
2013-14 December 2014-15 2015-16
0 0 0 45,125 0
0 0 0 90,000 0
0 0 0 75,000 0
0 0 0 126,126 0
52,920 0 52,920 0 0
0 0 0 50,000 0
0 0 0 85,000 0
170,000 173,797 -3,797 0 0
222,920 173,797 49,123 471,251 0
20,201 0 20,201 600,000 0
0 0 0 25,000 0
37,116 18,191 18,925 0 0
60,000 11,000 49,000 802,000 650,000
0 0 0 1,400,000 0
1,362 1,362 0 0 0
0 0 0 40,000 0
41,231 1,231 40,000 175,769 0
29,500 29,832 -332 0 0
189,410 61,616 127,794 3,042,769 650,000
0 0 0 250,000 0
132,080 80,000 52,080 100,000 0
12,000 0 12,000 34,768 0
0 0 0 31,233 0
593,121 368,530 224,591 643,637 0
0 0 0 1,000,000 0
0 0 0 227,000 0
737,201 448,530 288,671 2,286,638 0






Project

OTHER
Office Technology Fund
Voluntary Registration of Council Assets
S106 Contributions
Public Conveniences - Instow
Fishermans Store llfracombe
Total - Other

Statutory and landlord functions

Planned Maintenance
Replacement of Concrete light columns
Barnstaple Pannier Market Screens
Coastal Protection & Shoreline Mgt Plan
Old Quay Head
Museum of North Devon
lIfracombe Yacht Club
Castle Lodge
Queens Theatre Fly Tower
[Ifracombe Harbour - The Cove
Bicclescombe Nursery

Total - Statutory and Landlord Functions

Budget Spend at 31 Variance Budget Budget
2013-14 December 2014-15 2015-16
139,026 121,655 17,371 106,000 0
700 0 700 0 0
312,905 88,192 224,713 0 0
0 0 0 60,000 0
0 0 0 750,000 0
452,631 209,847 242,784 916,000 0
5,000 0 5,000 48,455 0
4,000 0 4,000 5,015 0
0 0 0 130,000 0
2,830 830 2,000 6,488 0
1,364,179 964,179 400,000 200,821 0
0 0 0 80,000 0
5,000 0 5,000 15,000 0
0 0 0 25,000 0
200,000 200,000 0 0 0
9,878 9,861 17 0 0
14,100 1,100 13,000 14,900 0
1,604,987 1,175,970 429,017 525,679 0
3,207,149 2,069,760 1,137,389 7,242,337 650,000
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CouNCIL NORTH DEVON COUNCIL
REPORT TO: EXECUTIVE
Date: 4 February 2014
TOPIC: REVENUE BUDGET 2014-15
REPORT BY: CHIEF FINANCIAL OFFICER

1. INTRODUCTION

11

1.2

1.3

This report notes the latest forecast position in the Performance and Financial
Management Quarter 3 of 2013-14 reported separately on the agenda and the
draft Budget for 2014-15. These figures will be the basis of the
recommendation to Council on 26 February 2014 when the Council Tax levels
for 2014-15 will be approved.

The Council has a legal duty to prepare a balanced budget and in order to
achieve this position a number of pressures have been identified and
assumptions made throughout the preparation process. Members are minded
to consider whether to implement or amend these whilst taking into account
the implications on the Council’s overall financial position and proposed freeze
in Council Tax for 2014-15 year.

The Council’'s Corporate Plan 2011-2015 was updated by the Executive in
September 2013. In taking decisions on the budget and Council Tax,
Members will be mindful of the corporate priorities as set out in the Plan, these
being:

. To ensure that North Devon Council remains a viable and effective local authority
into the future.

. To achieve a balanced budget with adequate reserves and balances in place while
continuing to provide good and cost effective services to the community within the
financial envelope available.

. To continue to develop joint working with partners to share costs and achieve
capacity.

. To promote and support the economy of North Devon and its natural environment

. Expand the Corporate Plan to 2015/16 by adding a supplementary statement to
recognise the key importance of Barnstaple to the economic well being of the
District.

o Working closely with people and communities to plan the future use of our land

and building over the next 20 years in a way that protects our environment yet
produces the homes and jobs we need.





14

15

A significant theme running through the Corporate Plan is the need to achieve
substantial savings within the Council’s Budgets. Sitting alongside and
supporting the Corporate Plan is the Council’'s Medium Term Financial
Strategy (MTFS), which will be amended to reflect the 2014-15 draft budget
and to take into account future reductions in Government funding planned for
2015-16 year onwards.

It is however pleasing to report that the Council has a good track record of
delivering efficiencies and savings and is in good financial shape to meet this
challenge.

RECOMMENDATIONS

2.1

2.2

The Executive note:

2.1.1 The latest forecast for Budget 2013-14 and the proposed contributions to
earmarked reserves.

2.1.2 The Chief Financial Officer’s assurance on the adequacy of the reserves
and the robustness of the budget in paragraph 5.1.4.4.

2.1.3 The Chief Financial Officer’s highlighted areas of risk identified within the
budget process set out in paragraph 5.1.4.5 and section 5.3.

Recommend to Council:

2.2.1 That there be no increase in the level of Council Tax charged by North
Devon Council for 2014-15 and therefore accepting the Government
Freeze Grant of £0.058m.

2.2.2 The actions identified in sections 5.1.2 to 5.1.5, which are required to
ensure a balanced budget is achieved and therefore recommend to
Council the approval of 2014-15 General Revenue Account Budget.

2.2.3 That Members note that most charges for 2014-15, including car park
charges are frozen at their 2013-14 levels.

3. REASONS FOR RECOMMENDATIONS

3.1 The 2013-14 latest forecast is reported to ensure Executive maintain

budgetary control for the rest of the financial year.

3.2 To ensure Executive has assurance on the financial standing of the Council
and risks associated with the budgetary framework.
3.3 Decisions on the level of Council Tax need to be taken by Executive as part

of recommending next year’s budgetary framework for adoption by Council.

3.4  To ensure Executive have a savings plan in place to deliver the long-term

financial strategy of the Council.

3.5 To ensure Executive control the performance improvement activities of the

Council.





4. CONSTITUTIONAL CONTEXT

Article and paragraph

Article 4.1(b)

Article 7.12

5. REPORT

Appendix and Referred or delegated A key In the Forward
paragraph power? decision? Plan?
Appendix 4 Executive delegated to Yes Yes
Paragraph 2 formulate Budget
Executive delegated Yes Yes

duty to continuously
improve by adopting
corporate priorities

5.1 Revenue Budget

5.1.1 Quarter 3 Forecast 2013-14

5.1.1.1

5.1.1.2

5.1.1.3

5.1.1.4

5.1.1.5

The Performance and Financial Management Quarter 3 of 2013-14
is also reported on the agenda. The current forecast is that the
Council has a net shortfall of £0.076m against it budget.

The Quarter 2 Performance and Financial Management report
brought to Executive in November 2013 highlighted a projected
budget shortfall of £0.023m. In quarter 3 it has emerged that there
is a need to accelerate the replacement of some of the IT
infrastructure, which supports the whole Council's IT framework.
This was originally expected to be replaced later, but in order to
reduce risk of systems failure it is recommended that this is carried
out sooner.

The original budget of £12.142m included £0.846m of savings
identified through Heads of Service and at 31 December 2013 we
are forecasting to achieve at least £0.726m of these savings. The
2013/14 budget included a savings target of £0.200m for the
Works and Recycling Service, of which £0.099m has been
achieved through a service restructure. However, it is unlikely that
the remaining £0.101m will be achieved this financial year and this
is reflected within the 2013/14 figures, with further savings factored
into the 2014/15 budget.

The budget included a savings target of £0.400m from vacant staff
posts. The current position identifies £0.626m of salary savings
will be achieved by the end of the financial year. The £0.626m is
an annual forecast for the 2013/14 year taking into account vacant
positions known and does not include any future turnover.

The recommended level of general fund balance is 5%-10% of the
council’s net revenue budget (£0.607m to £1.214m). The forecast
general fund reserve at 31 March 2014 is £0.986m, which is a level
of 8%.





5.1.2 Budget 2014-15

5.1.2.1

5.1.2.2

5.1.2.3

5.1.2.4

5.1.2.5

5.1.2.6

5.1.2.7

Preparation of the 2014-15 Budget began in the autumn of 2013 in
order to consider the cost of known budgetary pressures and
provide opportunity to consider the impact of proposed reductions.

The Government’s last full Comprehensive Spending Review
(CSR10) took place in 2010, which Local Government faced
funding reductions nationally of some 28% over the period to 2015-
16. A subsequent review in June 2013 introduced extending
further cuts for Government Departments into 2015-16 with Local
Government facing a further reduction of 10%. North Devon
Council’s indicative cut for 2015-16 is around 15%.

During the three years to 2013-14 the Council has reduced its net
budget by £3.0m. Whilst this has been achieved without significant
detriment to service provision it should be noted that the Council is
now operating with some 70 fewer staff than it had 3 years ago.

In addition to the above £3.0m net budget reduction, indicative
funding levels for the following two years 2014-15 and 2015-16
were highlighting a budget gap of around £2.0m, an estimated
£1.0m gap for each year.

Additional costs from the County Council’s decision to take back
the enforcement of On Street car parking, a reduction in
government subsidy on Housing Benefits, borrowing costs to fund
Capital projects and the 3-yearly actuarial valuation of the pension
fund added a further £0.5m cost pressure to the budget, increasing
the 2014-15 gap to around £1.5m.

Each Service of the Council was tasked with identifying deliverable
savings plans to meet the challenging budget reductions.

The total savings identified by Heads of Service for 2014-15 that
have already been included within the budget are £1.143m, which
are broken down across each service as follows:

e Legal Services £0.040m
e Chief Executive’s £0.089m
e Financial Services £0.073m
e Strategic Development & Planning £0.155m
e Environmental Health & Housing £0.072m
e Human Resources £0.050m
e Property & Technical Services £0.264m
e Works, Recycling & Operations £0.400m
e Total £1.143m

Appendix 1 attached shows a breakdown of the savings plans.





5.1.2.8

5.1.2.9

5.1.2.10

The remaining £0.3m budget gap has been reduced by the
following:

¢ Finance Settlement (better than expected) £0.109m
e Council Tax (higher tax base — more properties) £0.116m
e Reduced contribution to a reserve £0.025m
e Vacancy Savings target £0.050m

The Vacancy Savings target for 2014-15 has been set at £0.400m.

As mentioned in 5.1.1.4 above we are currently reporting £0.626m
of salary savings will be achieved by the end of this financial year.
However, as part of the 2014-15 budget setting process (£0.223m)
has been removed from the base budget for posts that have left
the authority on the grounds of voluntary redundancy/early
retirement.

The Council’s net budget for 2014-15 is £11.688m; which is
£0.454m (4%) less than 2013-14 net budget of £12.142m.

A table outlining the summary Budget 2014-15 is attached as
appendix 2.

5.1.3 Budget 2014-15 Funding

5.1.3.1

5.1.3.2

5.1.3.3

5.1.3.4

There are three main sources for the Council to fund its net budget
of £11.688m; direct government grants, Business rates and income
collected from Council Tax payers.

The level of funding the Council receives for its share of the
Council Tax bill equates to £5.184m.

The main grant received from Central Government is paid via the
Local Government Finance Settlement mechanism. North Devon
has been provisionally allocated £5.742m, which is £0.798m (12%)
less than the £6.540m allocated for 2013-14. The final settlement
is due to be approved by Parliament in February 2014.

The balance of funding of £0.762m used to fund the Budget 2014-
15 is as follows:

¢ New Homes Bonus of £0.705m, which is made up of £0.495m
for 2011-12 and 2012-13 (ongoing), £0.111m for 2013-14 plus
an additional £0.099m for 2014-15. The grant increases
cumulatively and is expected to do so for 6 years. New Homes
Bonus forms part of the overall funding from Central
Government. The grant up to 2013-14 year of £0.606m was
being used to fund the revenue budget; however the 2014-15





allocation of £0.099m has been set aside into a vehicle reserve
to help towards the funding of replacing Kerbside Recycling
vehicles in 2014-15.

e Council tax freeze grant, which is payable on the basis that the
Council does not increase council tax levels. It is calculated by
applying the equivalent of what a percentage increase would
amount to for the Council had it determined to increase council
tax by that amount. The grant awarded for 2014-15 equates to
the value of a 1% increase of £0.057m and has been factored
into the budgeted funding.

5.1.4 Reserves

5.14.1

5.1.4.2

5.1.4.3

5.14.4

5.1.4.5

The Council started 2013-14 with earmarked reserves of £2.573m
and a General Fund Balance of £0.986m. The Performance and
Financial Management Quarter 3 report of 2013-14, also on the
agenda, provides an updated forecast position for reserves. It is
currently forecast that the amount held in earmarked reserves will
reduce to £1.826m and the General Fund Balance to remain at
£0.986m as at 31 March 2014. These levels of reserves are set
against the Council’s net revenue budget of £11.688m and are
more than adequate for a council of North Devon’s size.

The Budget 2014-15 includes contributions to and (from) specific
earmarked reserves. Appendix 2 summarises these reserve
movements.

Appendix 3 details the forecast reserve balances for the period to
31 March 2015 and it is currently forecast that the amount held in
earmarked reserves will be £1.517m and the General Fund
Balance of £0.986m as at 31 March 2015.

In compliance with the Local Government Act 2003 the Chief
Financial Officer assures Members of:

e The robustness of the estimates; and
e The adequacy of the proposed financial reserves
The Chief Financial Officer would also like to draw Members’

attention to the risks associated with Revenue and Capital budgets
identified in section 5.3 below.

5.1.5 Future Savings

5.1.5.1

Whilst preparing the Budget 2014-15 each Head of Service was
tasked with identifying savings plans for their service covering the
period to 2016-17. The purpose is to ensure that the Council has a





strategic approach to delivering the budget reductions expected as
a result of the Government’s austerity programme.

5.1.5.2 There is still a large amount of work required over the coming
months to identify and assess the impact of these future savings
on the Council’s services and partner organisations. The impact of
these plans from the work undertaken will be factored into the
amended Medium Term Financial Strategy.

5.1.5.3 The Council will be working on options through the spring and
summer to deliver the savings necessary to balance the Council’s
budget.

5.2 Capital Programme

5.2.1 The Performance and Financial Management Quarter 3 of 2013-14 is also
reported on the agenda. This report highlights the latest plans for capital
investment for the period 2013-14 to 2015-16, which amounts to
£11.099m and is broken down as follows:

e 2013/14  £3.207m
e 2014/15 £7.242m

e 2015/16 £0.650m

5.2.2 The above programme of £11.099m is funded by Capital Receipts
(E£6.467m), Borrowing (£1.250m), External Grants and Contributions
(£2.585m) and Reserves (£0.797m).

5.2.3 The Council has forecast that these levels of investment can be fully
funded over the investment period. However, the timing and realisation of
capital receipts can be impacted by events beyond the control of the
Council.

5.2.4 The Council is able to manage its cash flows for these projects through
internal borrowing and also has authority to borrow from the Public Works
Loan Board (PWLB) as outlined in the Treasury Management Annual
Investment Strategy.

5.3 Risk Assessment

5.3.1 Whilst formulating the budget proposals, risks to specific income and
expenditure budgets were identified. During the course of the process
assessments were made in respect of these risks. In light of the
information that officers had available appropriate amendments were
made to the budget forecasts where possible. Highlighted below are risks





5.3.2

5.3.3

5.34

5.3.5

5.3.6

5.3.7

5.3.8

identified that could yet have a major impact on the Council’s ability to
achieve the Budget 2014-15.

Government grants — as of today the amount of Government grant
funding for North Devon has yet to be formally confirmed. Parliament is
expected to approve the funding allocated to Local Government in
February 2014. The risk to 2014-15 is that it could be approved at
different levels to that assumed in the Budget 2014-15, although the
likelihood is unlikely. The more significant risk is that of 2015-16 onwards
where we have as yet been provided with no indicative figures.

Income from car parks, sale of recyclable materials, commercial waste
and investments are key areas of income, which have been detrimentally
impacted since 2009 as a result of the recession. It is difficult to predict
when stability and, or any significant improvement will return to the
economy and is therefore continues to be a source of major risk to the
Council’'s Budget 2014-15. However, the budget estimates have been set
prudently taking account of the latest 2013-14 forecast income levels.

Capital receipts — The Council faces two main risks in this area. The first
is the fact that the Capital Programme is forecast to be funded from as yet
unrealised receipts. The second is the ongoing value of receipts
generated could be lower due to the economic situation. Both these
factors could lead the Council to seek other sources of funding, such as
external borrowing and therefore add costs to the budget. The Council
has considered this risk and factored some borrowing costs into the 2014-
15 budget.

Pay settlement — The Government has indicated continued strict controls
are needed to minimise public sector pay. The 2014-15 budget has
included a modest 1% increase, which added around £0.100m cost. The
risk however is that a higher increase is agreed which would add further
cost to the 2014-15 budget.

Savings plans — Service plans to identify the impact on the Budget 2014-
15 include savings of £1.143m. To achieve the full financial benefit of the
savings identified will require negotiation with supplier, partners and other
organisations therefore there is a risk that the full benefit may not be
achieved, or achieved within 2014-15 financial year.

Increase in demand for services — Demand for specific services has
continued to increase during 2013-14. Homelessness prevention
measures in particular have increased. It is considered that in light of the
current economic climate and general public sector budget cuts that this
will continue through 2014-15, which will further impact the Council’s
budget.

Localisation of council tax support — The new scheme became
effective from April 2013 and has been based on a cost neutral model.
However, the funding which is now part of the Local Government Finance





Settlement is fixed and changes due to increased take up or loss of
collection above that forecast would have a direct financial impact on the
Council and its major preceptors. The scheme will be reviewed as part of
the quarterly performance and financial management report.

5.3.9 Business Rates retention — We are now exposed to the risk of lower
collections, decline on the tax base and successful outstanding appeals.
However this is mitigated by participating in the Devon-wide pool.

5.3.10 Welfare reforms — The Government has embarked on significant
changes to the welfare system, which includes changes to the amounts
claimants are entitled to, consolidating different forms of benefit and
payment methodology. These may generate risks both from increased
demand for services and more directly on resources of the Council. There
are still many aspects of the reform unclear, but the Council will continue
to monitor progress and analyse the impact on our customers as well as
the Council itself.

5.3.11 Localism Act — The Act is still in its infancy and it is too early to determine

the impact, but the fact that so much is unknown is a risk that the Council
will continue to monitor closely.

RESOURCE IMPLICATIONS
6.1 Included in the report.

STATEMENT OF INTERNAL ADVICE

7.1 The author (below) confirms that advice has been taken from all appropriate
Councillors and officers.

STATEMENT OF CONFIDENTIALITY

8.1 This report contains no confidential information or exempt information under the
provisions of Schedule 12A of 1972 Act.

BACKGROUND PAPERS

9.1 The background papers are available for inspection and kept by the author of
the report.

Executive Member: Councillor Brian Greenslade
Author:  Jon Triggs, Finance Manager Date: 22 January 2014






Heads of Service Savings

Description 2014-15 (£)

Employee savings -40,000
Legal Services -40,000
Employee savings -79,000
District Liaison Officer Scheme (50%) -4,680
Citizens Advice Bureau - grant -5,000
Chief Executives -88,680
Parish Grants -33,000
Shared Payroll software -4,500
Additional income - fraud team -30,000
Lynton House cleaning (50%) -5,000
Financial Services -72,500
Pre-application charging -5,000
Employee savings -75,000
Planning income -75,000
Strategic Development & Planning -155,000
Administration -20,000
Emergency Planning/Business Continuity -10,000
Community Safety/CCTV -12,500
Private Water Supply sampling -5,000
Food Hygiene inspections -10,000
Homelessness prevention -15,000
Environmental Health & Housing Services -72,500
Recruitment advertising -10,000
Employee savings -40,000
Human Resources -50,000
Festival grant -35,000
South Molton swimming pool -1,500
Garage income -5,000
Down End PC transfer -6,000
Electricity (LEDSs) -1,000
Park School maintenance -3,000
Car Park permit review -1,500
Bicton Street Pay & Display -700
Cash Collection income -3,550
Rugby club income -5,000

Appendix 1





Heads of Service Savings

Description 2014-15 (£)

Penalty Charge Notice income -5,000
North Devon + -40,000
North Devon Theatres Trust -100,000
Lynton Agency -25,000
Car Park income (report permits) -25,000
Cemetery fee income -7,000
Property & Technical Services -264,250
Kerbside Recycling service changes -200,000
Re-modelling of rounds -150,000
Recycling / Trade Waste income -50,000
Works, Recycling & Operations -400,000
Total -1,142,930

Appendix 1






Budget Summary 2014-15

Original Budget

£'000
Legal Services 0
Environmental Health and Housing Services 2,202
Financial Services 1,220
Human Resources 0
Strategic Development and Planning 1,041
Property and Technical Services 1,092
Chief Executive's 3,692
Works, Recycling and Operations 4,193
Total Service Budgets 13,440
Accounting Adjustments
Reversal of Capital Charges / Depreciation (1,632)
Vacancy Savings Target (400)
Pension fund adjustment (205)
Other items below the line (2,237)
Contributions to / (from) Reserves
Vehicle Renewals 99
Technology Fund 50
Outdoor Tennis Surface Replacement 9
All Weather Pitch Replacement 4
Noise Equipment 2
District Elections 25
Local Plan Fund - contribution to 25
Planning Inquiries - contribution to 94
Planning Inquiries - contribution from (68)
Repairs Fund - contribution to 194
Repairs Fund - contribution from (194)
Earmarked Reserves 240
Total cost of services and contributions to 11,443
reserves
Interest Receivable (60)
Costs of Borrowing 135
Levies 3
Council Tax Support - Grant paid to Parishes 167
Total Budget 11,688
Resources and Funding
Central Government Formula Grant (5,542)
Council Tax (5,191)
Collection Fund Deficit 7
Council Tax Freeze Grant (257)
New Homes Bonus Grant (705)
Total Funding (11,688)

Appendix 2






Reserves and Other Funding 2014-15

Transfer

Forecast Transfer to Transfer from f Movement in | Transfers Forecast

Earmarked Reserves Balance 1st E—— Reserves R [Reldl — [ Balance 31st

April 2014 (Capital) m‘fi’_}’f:\ March 2015
Councillor Grants 16,244 0 0 16,244
Noise Equipment Reserve 2,000 2,000 2,000 0 4,000
Town & Parish Fund 29,814 0 0 29,814
Verity Road Signs Reserve 10,000 0 0 10,000
Money Held for Police 7,978 0 0 7,978
Devon District Councils Joint Working 1,396 0 0 1,396
Devon Improvement Programme Reserve 4,526 0 0 4,526
Local Housing Allowance Reserve 24,622 0 0 24,622
Implementation of Employment Support 5,544 0 0 5,544
Prevention CLG Grant Reserve 90,185 0 0 90,185
Habitat Directive Reserve 28,670 0 0 28,670
Landscape Character Assessment Reserve 1,047 0 0 1,047
General Contingency 41,658 0 0 41,658
Radio Link Reserve 7,332 0 0 7,332
West Down Car Park Reserve 1,049 0 0 1,049
Council Tax Support Scheme Reserve 35,886 0 0 35,886
Local Authority Mortgage Scheme Reserve 3,144 0 0 3,144
District Council Election 50,000 25,000 25,000 0 75,000
Ilfracombe Pool Capital Works Reserve 25,000 0 0 25,000
Land Charges Personal Search Reserve 33,506 0 0 33,506
New Homes Bonus Reserve 14,005 -14,005 -14,005 0 0
Museum Development Fund 5,859 0 0 5,859
All Weather Pitch 26,426 4,110 4,110 0 30,536
Land Charges Reserve 97,854 0 0 97,854
Crem Earmarked Reserve 232,499 0 0 232,499
Major Sports Grants Fund 10,493 0 0 10,493
Planning Inquiries Fund 50,000 94,320 -68,080 26,240 0 76,240
Improvement Programme Reserve 52,282 -45,125 -45,125 0 7,157
Community Consultation 29,755 0 0 29,755
Office Technology Reserve 56,000 50,000 -106,000 -56,000 0 0
Repairs Fund 88,192 194,290 -85,000 -194,290 -85,000 0 3,192
Second Homes Council Tax Reserve 125,289 86,000 -86,000 0 0 125,289
Village Hall Grants Fund 6,389 0 0 6,389
Lynton Agency Fund 89,885 0 0 89,885
P C Planned Maintenance Fund 272,936 -160,000 -160,000 0 112,936
Local Plans Fund 0 25,000 25,000 0 25,000
PCL Vehicle Renewals Fund 0 98,920 -98,920 0 0 0
Tarka Tennis Surface replacement 85,440 8,680 8,680 0 94,120
Executive Contingency Reserve 39,906 0 0 39,906
Greensweep Replacement Fund 123,097 -40,000 -40,000 0 83,097
Earmarked Reserves 1,825,907 588,320 -635,050 -262,370 -309,100 0 1,516,807
0 0
General Fund Balance 985,609 0 0 0 0 985,609
0 0
Total Earmarked Reserves & 2,811,516 588,320 -635,050| -262,370 -309,100 0 2,502,416

General Fund Balance

Appendix 3
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CouN©CilL NORTH DEVON COUNCIL

REPORT TO: EXECUTIVE

Date: 4™ February 2014

TOPIC: TREASURY MANAGEMENT AND ANNUAL

INVESTMENT STRATEGY STATEMENT 2014/15
REPORT BY: CHIEF FINANCIAL OFFICER

1. INTRODUCTION

This report has been prepared in compliance with CIPFA’s Code of
Practice and covers the following:

. Treasury Management Strategy Statement.
« Minimum Revenue Provision Policy Statement and
« Annual Investment Statement 2014/15.

2. RECOMMENDATIONS

The Executive is asked to recommend to the full Council that:

2.1 The Treasury Management Strategy Statement, Minimum Revenue
Provision Policy Statement and Annual Investment Statement
2014/2015, including the Treasury Management and Prudential
Indicators for 2014/15 to 2016/17, be approved.

3. REASONS FOR RECOMMENDATIONS

3.1 The Local Authorities (Capital Finance and Accounting) (England)
Regulations 2003 (S| 2003/3146) requires the Council to have
regard to the Treasury Management Code.

3.2 Under section 3(5) of the Local Government Act 2003 the Council is
required to have regard to the Prudential Code when setting limits to
the level of its affordable borrowing.

3.3 This Council is also required under the Code to give prior scrutiny to
the treasury management reports by the Overview and Scrutiny
Committee before they are reported to the full Council.





4. CONSTITUTIONAL CONTEXT

4.1

4.2

4.3

The Executive is responsible for managing the Council’s progress
towards meeting its policy and budgetary framework

Article 4.1(b) of the Constitution defines setting the Prudential
Indicators as part of the Budget and the Budget requires approval by
the Council.

These are not key decisions and are not included within the current
forward plan.

5. TREASURY MANAGEMENT

5.1

5.2.

Background

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. Surplus monies are invested in low risk counterparties or
instruments commensurate with the Council’'s low risk appetite,
providing adequate liquidity initially before considering investment
return.

The second main function of the treasury management service is the
funding of the Council’s capital plans. These capital plans provide a
guide to the borrowing need of the Council, essentially the longer
term cash flow planning to ensure that the Council can meet its
capital spending obligations. This management of longer term cash
may involve arranging long or short term loans, or using longer term
cash flow surpluses. On occasion any debt previously drawn may
be restructured to meet Council risk or cost objectives.

CIPFA defines treasury management as:

“The management of the local authority’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. ”

Reporting Requirements

The Council is required to receive and approve, as a minimum, three
main reports each year, which incorporate a variety of polices,
estimates and actuals. These reports are required to be adequately
scrutinised by committee before being recommended to the Council.
This role is undertaken by the Overview and Scrutiny Committee.





5.3

Prudential and treasury indicators and treasury strategy (This
report) - The first, and most important report covers:

. the capital plans (including prudential indicators);

. a minimum revenue provision (MRP) policy (how residual
capital expenditure is charged to revenue over time);

. the treasury management strategy (how the investments and
borrowings are to be organised) including treasury indicators;
and

. an investment strategy (the parameters on how investments
are to be managed).

A mid year treasury management report — This will update
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.

An 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.

Treasury Management Strategy for 2014/15
The strategy for 2014/15 covers two main areas:

Capital Issues

. the capital plans and the prudential indicators;
« the minimum revenue provision (MRP) strategy.

Treasury management Issues
. the current treasury position;

. treasury indicators which will limit the treasury risk and activities of
the Council;

. prospects for interest rates;

. the borrowing strategy;

« policy on borrowing in advance of need,;

. debt rescheduling;

. the investment strategy;

. creditworthiness policy; and

. policy on use of external service providers.

These elements cover the requirements of the Local Government
Act 2003, the CIPFA Prudential Code, the CLG MRP Guidance, the





5.4

5.5

CIPFA Treasury Management Code and the CLG Investment
Guidance.

Training

The CIPFA Code requires the Chief Finance Officer to ensure that
members’ with responsibility for treasury management receive
adequate training in treasury management. This especially applies to
members’ responsible for scrutiny. The training needs of treasury
management officers are periodically reviewed.

Treasury Management Consultants

The Council uses Capita Asset Services, Treasury solutions
(previously Sector) as its external treasury management advisors.

The Council recognises that responsibility for treasury management
decisions remains with the organisation at all times and will ensure

that undue reliance is not placed upon our external service
providers.

It also recognises that there is value in employing external providers
of treasury management services in order to acquire access to
specialist skills and resources. The Council will ensure that the terms
of their appointment and the methods by which their value will be
assessed are properly agreed and documented, and subjected to
regular review.

6 THE CAPITAL PRUDENTIAL INDICATORS 2014/15 - 2016/17

6.1

The Council’s capital expenditure plans are the key driver of treasury
management activity. The output of the capital expenditure plans
are reflected in prudential indicators, which are designed to assist
members overview and confirm capital expenditure plans.

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. Members are asked to approve the capital
expenditure forecasts:





Capital 2012/13 | 2013/14 | 2014/15 | 2015/16 | 2016/17
Expenditure

Actual | Estimate | Estimate | Estimate | Estimate
£000
Economy and 844 223 471 0 0
Regeneration
Providing Good and 133 189 3,043 650 1,000
Efficient Services
Tackling the 2,197 737 2,286 0 0
Housing Problem
Statutory and 196 1,605 526 0 0
Landlord Functions
Other 756 453 916 0 0
Total 4,126 3,207 7,242 650 1,000

The table below summarises the above capital expenditure plans,
and how these plans are being financed by capital or revenue
resources. Any shortfall of resources results in a funding borrowing

need.

Capital 2012/13 | 2013/14 | 2014/15 | 2015/16 | 2016/17

Expenditure _ _ _ _
Actual | Estimate | Estimate | Estimate | Estimate

£000

Capital Expenditure 4,126 3,207 7,242 650 1,000

Financed by:

Capital receipts 770 790 3,700 0 0

Capital grants 838 1,068 1,516 0 0

Capital reserves 730 137 660 0 0

Net financing need 1,788 1,212 1,366 650 1,000

for the year






6.2 The Council’s Borrowing Need

(the 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.

The CFR does not increase indefinitely, as the minimum revenue
provision (MRP) is a statutory annual revenue charge which broadly
reduces the borrowing need in line with each assets life.

The CFR includes any other long term liabilities (e.g. PFI schemes,
finance leases). Whilst these increase the CFR, and therefore the
Council’'s borrowing requirement, these types of scheme include a
borrowing facility and so the Council is not required to separately
borrow for these schemes. The Council’s current finance leases
relate to kerbside recycling vehicles. These leases are due to expire
in 2014/15. Further details on the vehicle replacement programme
are contained within the borrowing strategy (section 7.4).

The Council is asked to approve the CFR projections below:

£000 2012/13 | 2013/14 | 2014/15 | 2015/16 | 2016/17
Actual | Estimate | Estimate | Estimate | Estimate

Capital Financing Requirement

Total CFR 1,998 3,078 4,314 4,701 5,313

Movement in CFR 1,656 1,080 1,236 387 612

Movement in CFR represented by

Net financing need 1,788 1,212 1,366 650 1,000

for the year above

Less MRP/VRP (132) (132) (130) (263) (388)

and other financing

movements

Movement in CFR 1,656 1,080 1,236 387 612






6.3 Minimum revenue provision (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:

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

Asset Life Method — MRP will be based on the estimated life of the
assets, in accordance with the regulations (this option must be
applied for any expenditure capitalised under a Capitalisation
Direction).

This option provides for a reduction in the borrowing need over
approximately the asset’s life.

Repayments included in finance leases are applied as MRP.

The Council agreed at its meeting 28" November 2012 to participate
in the Local Authority Mortgage Scheme (LAMS) to help first time
house buyers. For Authorities using the cash backed option the
mortgage lenders require a 5 year deposit from the local authority to
match the 5 year life of the indemnity. The cash advance placed
with the mortgage lender provides an integral part of the mortgage
lending, and is treated as capital expenditure and a loan to a third
party. The Capital Financing Requirement (CFR) will increase by
the amount of the total indemnity. The Council agreed to deposit
£1m in 2012/13 followed by a further £1m based on the success of
the scheme, this second payment has been projected for 2014/15
within the capital expenditure table in section 6.1.

The cash advance is due to be returned in full at maturity, with
interest paid annually. Once the cash advance matures and funds
are returned to the local authority, the returned funds are classed as
a capital receipt, and the CFR will reduce accordingly. As this is a
temporary (five year) arrangement and the funds will be returned in
full, there is no need to set aside prudent provision to repay the debt
liability in the interim period, so there is no MRP application. This
position should be reviewed on an annual basis.





6.4

Core funds and expected investment balances

The application of resources (capital receipts, reserves etc.) to either
finance capital expenditure or other budget decisions to support the
revenue budget will have an ongoing impact on investments unless
resources are supplemented each year from new sources (asset
sales etc.). Detailed below are estimates of the year-end balances

for each resource and anticipated day to day cash flow balances.

Year End Resources 2012/13 | 2013/14 | 2014/15 | 2015/16 | 2016/17
£000 Actual Estimate | Estimate | Estimate | Estimate
Fund balances / reserves 3,559 2,812 2,502 2,500 2,500
Capital Receipts 0 0 0 0 0
Provisions 578 221 120 17 17
Other 61 50 40 40 40
Total core funds 4,198 3,083 2,662 2,557 2,557
Working capital* 3,022 2,000 2,000 2,000 2,000
Total cash to invest 7,220 5,083 4,662 4,557 4557
(Under)/over borrowing (1,866) | (3,078) | (1,064) (801) (413)
Expected external 5,354 2,005 3,598 3,756 4,144
investments

6.5

*Working capital balances shown are estimated year end; these may
be higher mid year

Affordability Prudential Indicators

The previous sections cover the overall capital and control of
borrowing prudential indicators, but within this framework prudential
indicators are required to assess the affordability of the capital
investment plans. These provide an indication of the impact of the
capital investment plans on the Council’s overall finances. The
Council is asked to approve the following indicators:

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.






% 2012/13 2013/14 2014/15 2015/16 2016/17
Actual Estimate Estimate Estimate Estimate
General Fund 0.50 1.03 1.33 2.81 4.22

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

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 the 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.

Incremental impact of capital investment decisions on the band
D council tax

2012/13

Actual

2013/14

Estimate

2014/15

Estimate

2015/16

Estimate

2016/17

Estimate

Council tax

-band D

-0.09

-0.11

3.00

3.11

4.08

BORROWING

7.1

The capital expenditure plans set out in section 6 provide details of
the service activity of the Council. The treasury management
function ensures that the Council’s cash is organised in accordance
with the the relevant professional codes, so that sufficient cash is
available to meet this service activity. This will involve both the
organisation of the cash flow and, where capital plans require, the
organisation of approporiate borrowing facilities. The strategy
covers the relevant treasury / prudential indicators, the current and
projected debt positions and the annual investment strategy.

Current Portfolio Position

The Council’s treasury portfolio position at 31 March 2013, with
forward projections are summarised below. The table shows the
actual external debt (the treasury management operations), against





the underlying capital

borrowing need (the Capital
Requirement - CFR), highlighting any over or under borrowing.

Financing

£000 2012/13 2013/14 2014/15 2015/16 2016/17
Actual Estimate Estimate Estimate Estimate

External Debt

Debt at 1 April 0 0 0 3,250 3,900

Expected change in 0 0 3,250 650 1,000

Debt

Other long-term 265 132 0 0 0

liabilities (OLTL)

Expected change in (133) (132) 0 0 0

OLTL

Actual gross debt 132 0 3,250 3,900 4,900

at 31 March

The Capital 1,998 3,078 4,314 4,701 5,313

Financing

Requirement

(Under) / over (1,866) (3,078) (1,064) (801) (413)

borrowing

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 gross
debt 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 2014/15
and the following two financial years. This allows some flexibility for
limited early borrowing for future years, but ensures that borrowing is
not undertaken for revenue purposes.

The Chief Financial Officer reports 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.





7.2 Treasury Indicators: limits to borrowing activity

The operational boundary. This is the limit beyond which external
debt is not normally expected to exceed. In most cases, this would
be a similar figure to the CFR, but may be lower or higher depending

on the levels of actual debt.

£000 Estimate | Estimate | Estimate | Estimate

Debt 4,000 4,500 5,000 6,000
Other long term liabilities 170 60 0 0
Total 4170 4 560 5,000 6,000

The authorised limit for external debt. A further key prudential
indicator represents a control on the maximum level of borrowing.
This represents a limit beyond which external debt is prohibited, and
this limit needs to be set or revised by the full Council. It reflects the
level of external debt which, while not desired, could be afforded in
the short term, but is not sustainable in the longer term.

1. This is the statutory limit determined under section 3 (1) of the
Local Government Act 2003. The Government retains an
option to control either the total of all councils’ plans, or those
of a specific council, although this power has not yet been

exercised.
2. The Council is asked to approve the following Authorised
Limit:
£000 Estimate | Estimate | Estimate | Estimate
Debt 9,000 9,500 10,000 11,000
Other long term liabilities 170 60 0 0
Total 9,170 9,560 10,000 11,000

7.3 Prospects for Interest Rates

The Council has appointed Capita Asset Services as its treasury
advisor and part of their service is to assist the Council to formulate
a view on interest rates. Appendix 1 draws together a number of
current City forecasts for short term (Bank Rate) and longer fixed
interest rates. The following table gives the Capita central view.






Annual Bank PWLB Borrowing Rates %
ATEIEER Y REE (including certainty rate adjustment)
%
5 year 25 year 50 year

Mar 2014 0.50 2.50 4.40 4.40
Jun 2014 0.50 2.60 4.50 4.50
Sep 2014 0.50 2.70 4.50 4.50
Dec 2014 0.50 2.70 4.60 4.60
Mar 2015 0.50 2.80 4.60 4.70
Jun 2015 0.50 2.80 4.70 4.80
Sep 2015 0.50 2.90 4.80 4.90
Dec 2015 0.50 3.00 4.90 5.00
Mar 2016 0.50 3.10 5.00 5.10
Jun 2016 0.75 3.20 5.10 5.20
Sep 2016 1.00 3.30 5.10 5.20
Dec 2016 1.00 3.40 5.10 5.20
Mar 2017 1.25 3.40 5.10 5.20

Until 2013, the economic recovery in the UK since 2008 had been the
worst and slowest recovery in recent history. However, growth has
rebounded during 2013 to surpass all expectations, propelled by
recovery in consumer spending and the housing market. Forward
surveys are also currently very positive in indicating that growth
prospects are strong for 2014, not only in the UK economy as a whole,
but in all three main sectors, services, manufacturing and construction.
This is very encouraging as there does need to be a significant
rebalancing of the economy away from consumer spending to
construction, manufacturing, business investment and exporting in
order for this start to recovery to become more firmly established.

One drag on the economy is that wage inflation continues to remain
significantly below CPI inflation so disposable income and living
standards are under pressure, although income tax cuts have
ameliorated this to some extent. This therefore means that labour
productivity must improve significantly for this situation to be corrected
by the warranting of increases in pay rates. The US, the main world
economy, faces similar debt problems to the UK, but thanks to
reasonable growth, cuts in government expenditure and tax rises, the
annual government deficit has been halved from its peak without
appearing to do too much damage to growth.

The current economic outlook and structure of market interest rates
and government debt yields have several key treasury management
implications:






. As for the Eurozone, concerns have subsided considerably in
2013. However, sovereign debt difficulties have not gone away
and major concerns could return in respect of any countries that
do not dynamically address fundamental issues of low growth,
international uncompetitiveness and the need for overdue
reforms of the economy (as Ireland has done). It is, therefore,
possible over the next few years that levels of government debt
to GDP ratios could continue to rise to levels that could result in
a loss of investor confidence in the financial viability of such
countries. This could mean that sovereign debt concerns have
not disappeared but, rather, have only been postponed.
Counterparty risks therefore remain elevated. This continues to
suggest the use of higher quality counterparties for shorter time
periods;

. Investment returns are likely to remain relatively low during
2014/15 and beyond;

. Borrowing interest rates have risen significantly during 2013 and
are on a rising trend. The policy of avoiding new borrowing by
running down spare cash balances has served well over the last
few years. However, this needs to be carefully reviewed to
avoid incurring even higher borrowing costs, which are now
looming ever closer, where authorities will not be able to avoid
new borrowing to finance new capital expenditure and/or to
refinance maturing debt, in the near future;

. There will remain a cost of carry to any new borrowing which
causes an increase in investments as this will incur a revenue
loss between borrowing costs and investment returns.

7.4 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.

Against this background and the risks within the economic forecast,
caution will be adopted with the 2014/15 treasury operations. The
Chief Financial Officer will monitor interest rates in financial markets
and adopt a pragmatic approach to changing circumstances:





« if it was felt that there was a significant risk of a sharp FALL in
long and short term rates, e.g. due to a marked increase of risks
around relapse into recession or of risks of deflation, then long term
borrowings will be postponed, and potential rescheduling from fixed
rate funding into short term borrowing will be considered.

« if it was felt that there was a significant risk of a much sharper
RISE in long and short term rates than that currently forecast,
perhaps arising from a greater than expected increase in world
economic activity or a sudden increase in inflation risks, then the
portfolio position will be re-appraised with the likely action that fixed
rate funding will be drawn whilst interest rates are still lower than
they will be in the next few years.

Any decisions will be reported to Executive at the next available
opportunity.

It is projected that the Council will need to borrow £3.25m during
2014/15 to fund the approved capital programme with regard to the
Local Authority Mortgage Scheme (£1m), Old Quay Head (£1m),
kerbside vehicle replacement (£0.4m) and the vehicle fleet
replacement programme (£0.85m).

Members’ should note that the current capital programme funding
has assumed a capital receipt being realised in 2014/15 regarding
the central car park at South Molton. If this receipt were not to
materialise or further capital projects were to be approved then the
Council might have to revise this borrowing position for the year.

There is further projected borrowing to support the vehicle fleet
replacement in 2015/16 (£0.65m) and in 2016/17 (E1m).

Treasury management limits on activity

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:

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

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

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

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





Interest rate Exposures 2014/15 2015/16 2016/17
£000 £000 £000
Upper Upper Upper
Limits on fixed interest 150 175 200
rates based on net debt
Limits on variable 60 60 60
interest rates based on
net debt
Maturity Structure of fixed interest rate borrowing 2014/15
Lower Upper
Under 12 months 0% 44%
12 months to 2 years 0% 56%
2 years to 5 years 0% 60%
5 years to 10 years 0% 70%
10 years and above 0% 56%

7.5 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.

7.6 Debt rescheduling

No debt rescheduling is planned for 2014/15.






8 ANNUAL INVESTMENT STRATEGY

8.1

Investment Policy

The Council’s investment policy 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 Council’'s investment priorities will be security first,
liquidity second, then return.

In accordance with guidance from the CLG and CIPFA, and in order
to minimise the risk to investments, the Council has below clearly
stipulated the minimum acceptable credit quality of counterparties for
inclusion on the lending list. The creditworthiness methodology used
to create the counterparty list fully accounts for the ratings, watches
and outlooks published by all three ratings agencies with a full
understanding of what the ratings reflect in the eyes of each agency.
Using the Capita ratings service potential counterparty ratings are
monitored on a real time basis with knowledge of any changes
notified electronically as the agencies notify modifications.

Furthermore, the Council’s officers recognise that ratings should not
be the sole determinant of the quality of an institution and that it is
important to contiunally assess and monitor the financial sector on
both a micro and macro basis and in relation to the economic and
political environments in which institutions operate. The assessment
will also take account of information that reflects the opinion of the
markets. To this end the Council will engage with its advisors to
maintain a monitor on market pricing such as “credit default swaps”
and overlay that information on top of the credit ratings. This is fully
integrated into the credit methodology provided by the advisors,
Capita Asset Services in producing its colour codings which show
the varying degrees of suggested creditworthiness.

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

The aim of the strategy is to generate a list of highly creditworthy
counterparties which will also enable divesification and thus
avoidance of concentration risk.

The intention of the strategy is to provide security of investment and
minimisation of risk.





8.2

Investment instruments identified for use in the financial year are
listed under the ‘Specified’ and ‘Non-Specified’ Investments
categories, provided in Appendix 3. Counterparty limits will be set
through the Council’s treasury management practices — schedules.

Creditworthiness policy

This Council applies the creditworthiness service provided by Capita
Asset Services. This service employs a sophisticated modelling
approach utlilising credit ratings from the three main credit rating
agencies - Fitch, Moodys and Standard and Poors. The credit
ratings of counterparties are supplemented with the following
overlays:

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

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

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

« Dark pink 5 years for Enhanced money market funds
(EMMFs) with a credit score of 1.25

« Light pink 5 years for Enhanced money market funds
(EMMFs) with a credit score of 1.5

. Purple 2 years
. Blue 1 year (only applies to nationalised or semi-
nationalised UK Banks)

. Orange 1 year
« Red 6 months
. Green 100 days

« No Colour notto be used





Colour (and long| Money Time
term rating _ _
where Limit Limit
applicable)
Banks purple £1m 2 yrs
Banks orange £3m lyr
Banks — part nationalised blue £4m lyr
Banks red £3m 6 mths
Banks green £3m 100 days
Banks No colour Not to be
used
Other institutions limit - £3m lyr
DMADF AAA unlimited | 6 months
Local authorities n/a £2m lyr
Money market funds AAA unlimited liquid
Enhanced money market Dark pink / AAA £2m liquid
funds with a credit score of
1.25
Enhanced money market Light pink / AAA £2m liquid
funds with a credit score of
15
The Capita creditworthiness service uses a wider array of

information than just primary ratings and by using a risk weighted
scoring system, does not give undue preponderance to just one
agency’s ratings.

Typically the minimum credit ratings criteria the Council use will be a
short term rating (Fitch or equivalents) of short term rating F1, long
term rating A-, viability ratings of A-, and a Support rating of 1.
There may be occasions when the counterparty ratings from one
rating agency are marginally lower than these ratings but may still be
used. In these instances consideration will be given to the whole
range of ratings available, or other topical market information, to
support their use.





8.3

8.4

All credit ratings will be monitored weekly. The Council is alerted to
changes to ratings of all three agencies through its use of the Capita
creditworthiness service.

. if a downgrade results in the counterparty / investment
scheme no longer meeting the Council’s minimum criteria,
its further use as a new investment will be withdrawn
immediately.

. in addition to the use of credit ratings the Council will be
advised of information in movements in Credit Default
Swap against the iTraxx benchmark and other market data
on a weekly basis. Extreme market movements may result
in downgrade of an institution or removal from the
Council’s lending list.

Sole reliance will not be placed on the use of this external service.
In addition this Council will also use market data and market
information, information on government support for banks and the
credit ratings of that supporting government.

The Local Authority Mortgage Scheme (LAMS) — Under this
scheme the Council was required to place funds for a period of five
years. This is classified as being a service investment, rather than a
treasury management investment, and is therefore outside of the
specified / non specified investment categoties.

Country limits

The Council has determined that it will only use approved
counterparties from within the United Kingdom.

Investment Strategy

In-house funds. Investments will be made with reference to the
core balance and cash flow requirements and the outlook for short-
term interest rates (i.e. rates for investments up to 12 months).

Investment returns expectations. Bank Rate is forecast to remain
unchanged at 0.5% before starting to rise from quarter 1 of 2016.
Bank Rate forecasts for financial year ends (March) are:

o 2013/14 0.50%
o 2014/15 0.50%
« 2015/16 0.50%
o 2016/17 1.25%

There are upside risks to these forecasts (i.e. start of increases in
Bank Rate occurs sooner) if economic growth remains strong and
unemployment falls faster than expected. However, should the pace
of growth fall back, there could be downside risk, particularly if Bank





of England inflation forecasts for the rate of fall of unemployment
were to prove to be too optimistic.

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

2014/15 0.50%
2015/16 0.50%
2016/17 0.75%
2017/18 2.25%

Invesment treasury indicator and limit - total principal funds
invested for greater than 364 days. These limits are set with regard
to the Council’s liquidity requirements and to reduce the need for
early sale of an investment, and are based on the availability of
funds after each year-end.

The Council is asked to approve the treasury indicator and limit; -

Maximum principal sums invested > 364 days

£m 2014/15 2015/16 2016/17

Principal sums invested > £1m £1m £1m

364 days
For its cash flow generated balances, the Council will seek to utilise
its instant access and notice accounts, money market funds and
short-dated deposits (overnight to 100 days), in order to benefit from
the compounding of interest.

8.5 Investment risk benchmarking. The Chief Financial Officer will

monitor the current and trend position of the treasury function and
amend the operational strategy to manage risk, as interest rates and
counterparty conditions change. Performance results will be reported
through the Quarterly Performance and Financial Management, Mid-
Year and Annual Treasury reports to Executive.

9. RESOURCE IMPLICATIONS

As detailed in the report.






10.

11.

12.

13.

EQUALITY and HUMAN RIGHTS

An EINA has not been completed as the purpose of this report is to
present the Council’s financial position only.

STATEMENT OF INTERNAL ADVICE

The author (below) confirms that advice has been taken from all
appropriate Councillors and Officers.

STATEMENT OF CONFIDENTIALITY

This report contains no confidential information under the provisions of
Schedule 12A of 1972 Act.

BACKGROUND PAPERS

The background papers are available for inspection and will be kept by
the author of the report.

Executive Member: Councillor Brian Greenslade
Author: Jon Triggs Date: 20" January 2014
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APPENDIX 1: Interest Rate Forecast 2014/2017

Capita Asset Senvices 050% 050% 06B0% 05B0% 050% O06B0% 050% 050% 0B0% 0B0% O075% 1.00% 1.00%  1.25%
UBS 050% 0A0% 06A0% 0H0% 0A0% O0H0% 0H0% O075%  1.00% - - - - -
Capital Economics 050% 0A0% 0A0% 0A0% 0A0% O06A0% 0R0% 050%  0.75% - - - - -
Syr PWLE Rate

Capita Asset Services 263% 2A50% 260% 270% 27V0% 280% 280% 290% 300% 310% 320% 330%  340%  3.40%
UBS 2.63% - - - - - - - - - - - - -
Capital Economics 263%  260% 260% 260% 260% 270%  280% 300%  3.20% - - - - -
10yr PWLB Rate

Capita Asset Senvices J72%  360%  370%  380% 380% 390% 390% 400% 410% 420% 430% 430% 440%  4.50%
UBS J372%  370% 380% 390% 405% 405% 430% 455%  4.55% - - - - -
Capital Economics J72% 380% 380%  3B0% 380% 380% 380% 380%  4.058% - - - - -
25yr PWLB Rate

Capita Asset Services 4.35% 440% 450%  450% 460% 460% 470% 480% 490% 500% R10%  510% 510%  510%
LUBS 435% 455% 455% 480% 480% H058% H0R% 530% 530% - - - - -
Capital Economics 435% 435% 435% 435% 435% 436% 435% 435%  4.45% - - - - -
50yr PWLB Rate

Capita Asset Services 431% 440% 450% 450% 460% 470% 480% 490% 500% 510% 520% 520% 520%  5.20%
UBS 431% 445% 445% 470% 470% 490% 490% 505%  5.05% = = = = =
Capital Economics 431% 450% 450% 450% 450% 450% 450% 450%  4.60% - - - - -






APPENDIX 2: Economic Background

THE UK ECONOMY

Economic growth. Until 2013, the economic recovery in the UK since 2008 had been
the worst and slowest recovery in recent history. However, growth strongly rebounded
in 2013 - quarter 1 (+0.3%), 2 (+0.7%) and 3 (+0.8%), to surpass all expectations as
all three main sectors, services, manufacturing and construction contributed to this
strong upturn. The Bank of England has, therefore, upgraded growth forecasts in the
August and November quarterly Inflation Reports for 2013 from 1.2% to 1.6% and for
2014 from 1.7% to 2.8%, (2015 unchanged at 2.3%). The November Report stated
that: -

In the United Kingdom, recovery has finally taken hold. The economy is growing
robustly as lifting uncertainty and thawing credit conditions start to unlock pent-up
demand. But significant headwinds — both at home and abroad — remain, and
there is a long way to go before the aftermath of the financial crisis has cleared
and economic conditions normalise. That underpins the MPC’s intention to
maintain the exceptionally stimulative stance of monetary policy until there has
been a substantial reduction in the degree of economic slack. The pace at which
that slack is eroded, and the durability of the recovery, will depend on the extent to
which productivity picks up alongside demand. Productivity growth has risen in
recent quarters, although unemployment has fallen by slightly more than expected
on the back of strong output growth.

Forward surveys are currently very positive in indicating that growth prospects are also
strong for 2014, not only in the UK economy as a whole, but in all three main sectors,
services, manufacturing and construction. This is very encouraging as there does
need to be a significant rebalancing of the economy away from consumer spending to
construction, manufacturing, business investment and exporting in order for this start
to recovery to become more firmly established. One drag on the economy is that wage
inflation continues to remain significantly below CPI inflation so disposable income and
living standards are under pressure, although income tax cuts have ameliorated this to
some extent. This therefore means that labour productivity must improve significantly
for this situation to be corrected by the warranting of increases in pay rates.

Forward guidance. The Bank of England issued forward guidance in August which
stated that the Bank will not start to consider raising interest rates until the jobless rate
(Labour Force Survey / ILO i.e. not the claimant count measure) has fallen to 7% or
below. This would require the creation of about 750,000 jobs and was forecast to take
three years in August, but revised to possibly quarter 4 2014 in November. The UK
unemployment rate has already fallen to 7.4% on the three month rate to October
2013 (although the rate in October alone was actually 7.0%). The Bank's guidance is
subject to three provisos, mainly around inflation; breaching any of them would sever
the link between interest rates and unemployment levels. This actually makes





forecasting Bank Rate much more complex given the lack of available reliable
forecasts by economists over a three year plus horizon. The recession since 2007 was
notable for how unemployment did NOT rise to the levels that would normally be
expected in a major recession and the August Inflation Report noted that productivity
had sunk to 2005 levels. There has, therefore, been a significant level of retention of
labour, which will mean that there is potential for a significant amount of GDP growth
to be accommodated without a major reduction in unemployment. However, it has
been particularly encouraging that the strong economic growth in 2013 has also been
accompanied by a rapid increase in employment and forward hiring indicators are also
currently very positive. It is therefore increasingly likely that early in 2014, the MPC
will need to amend its forward guidance by reducing its 7.0% threshold rate and/or by
adding further wording similar to the Fed’s move in December (see below).

Credit conditions. While Bank Rate has remained unchanged at 0.5% and
quantitative easing has remained unchanged at £375bn in 2013, the Funding for
Lending Scheme (FLS) was extended to encourage banks to expand lending to small
and medium size enterprises. The second phase of Help to Buy aimed at supporting
the purchase of second hand properties, will also start in earnest in January 2014.
These measures have been so successful in boosting the supply of credit for
mortgages, and so of increasing house purchases, (though levels are still far below the
pre-crisis level), that the Bank of England announced at the end of November that the
FLS for mortgages would end in February 2014. While there have been concerns that
these schemes are creating a bubble in the housing market, house price increases
outside of London and the south-east have been much weaker. However, bank
lending to small and medium enterprises continues to remain weak and inhibited by
banks still repairing their balance sheets and anticipating tightening of regulatory
requirements.

Inflation. Inflation has fallen from a peak of 3.1% in June 2013 to 2.1% in November.
It is expected to remain near to the 2% target level over the MPC’s two year time
horizon.

AAA rating. The UK has lost its AAA rating from Fitch and Moody’s but that caused
little market reaction.

THE GLOBAL ECONOMY

The Eurozone (EZ). The sovereign debt crisis has eased considerably during 2013
which has been a year of comparative calm after the hiatus of the Cyprus bailout in the
spring. In December, Ireland escaped from its three year EZ bailout programme as it
had dynamically addressed the need to substantially cut the growth in government
debt, reduce internal price and wage levels and promote economic growth. The EZ
finally escaped from seven quarters of recession in quarter 2 of 2013 but growth is
likely to remain weak and so will dampen UK growth. The ECB’s pledge to buy
unlimited amounts of bonds of countries which ask for a bail out has provided heavily
indebted countries with a strong defence against market forces. This has bought them
time to make progress with their economies to return to growth or to reduce the degree





of recession. However, debt to GDP ratios (2012 figures) of Greece 176%, Italy
131%, Portugal 124%, Ireland 123% and Cyprus 110%, remain a cause of concern,
especially as many of these countries are experiencing continuing rates of increase in
debt in excess of their rate of economic growth i.e. these debt ratios are continuing to
deteriorate. Any sharp downturn in economic growth would make these countries
particularly vulnerable to a new bout of sovereign debt crisis. It should also be noted
that Italy has the third biggest debt mountain in the world behind Japan and the US.
Greece remains particularly vulnerable and continues to struggle to meet EZ targets
for fiscal correction. Whilst a Greek exit from the Euro is now improbable in the short
term, as Greece has made considerable progress in reducing its annual government
deficit and a return towards some economic growth, some commentators still view an
eventual exit as being likely. There are also concerns that austerity measures in
Cyprus could also end up in forcing an exit. The question remains as to how much
damage an exit by one country would do and whether contagion would spread to other
countries. However, the longer a Greek exit is delayed, the less are likely to be the
repercussions beyond Greece on other countries and on EU banks.

Sentiment in financial markets has improved considerably during 2013 as a result of
firm Eurozone commitment to support struggling countries and to keep the Eurozone
intact. However, the foundations to this current “solution” to the Eurozone debt crisis
are still weak and events could easily conspire to put this into reverse. There are
particular concerns as to whether democratically elected governments will lose the
support of electorates suffering under EZ imposed austerity programmes, especially in
countries like Greece and Spain which have unemployment rates of over 26% and
unemployment among younger people of over 50%. The Italian political situation is
also fraught with difficulties in maintaining a viable coalition which will implement an
EZ imposed austerity programme and undertake overdue reforms to government and
the economy. There are also concerns over the lack of political will in France to
address issues of poor international competitiveness,

USA. The economy has managed to return to robust growth in Q2 2013 of 2.5% yly
and 4.1% yly in Q3, in spite of the fiscal cliff induced sharp cuts in federal expenditure
that kicked in on 1 March, and increases in taxation. The Federal Reserve therefore
decided in December to reduce its $85bn per month asset purchases programme of
quantitative easing by $10bn. It also amended its forward guidance on its pledge not
to increase the central rate until unemployment falls to 6.5% by adding that there
would be no increases in the central rate until ‘well past the time that the
unemployment rate declines below 6.5%, especially if projected inflation continues to
run below the 2% longer run goal’. Consumer, investor and business confidence levels
have all improved markedly in 2013. The housing market has turned a corner and
house sales and increases in house prices have returned to healthy levels. Many
house owners have, therefore, been helped to escape from negative equity and banks
have also largely repaired their damaged balance sheets so that they can resume
healthy levels of lending. All this portends well for a reasonable growth rate looking
forward.

China. There are concerns that Chinese growth could be on an overall marginal
downward annual trend. There are also concerns that the new Chinese leadership





have only started to address an unbalanced economy which is heavily dependent on
new investment expenditure, and for a potential bubble in the property sector to burst,
as it did in Japan in the 1990s, with its consequent impact on the financial health of the
banking sector. There are also concerns around the potential size, and dubious
creditworthiness, of some bank lending to local government organisations and major
corporates. This primarily occurred during the government promoted expansion of
credit, which was aimed at protecting the overall rate of growth in the economy after
the Lehmans crisis.

Japan. The initial euphoria generated by “Abenomics”, the huge QE operation
instituted by the Japanese government to buy Japanese debt, has tempered as the
follow through of measures to reform the financial system and the introduction of other
economic reforms, appears to have stalled. However, at long last, Japan has seen a
return to reasonable growth and positive inflation during 2013 which augurs well for
the hopes that Japan can escape from the bog of stagnation and deflation and so help
to support world growth. The fiscal challenges though are huge; the gross debt to
GDRP ratio is about 245% in 2013 while the government is currently running an annual
fiscal deficit of around 50% of total government expenditure. Within two years, the
central bank will end up purchasing about Y190 trillion (£1,200 billion) of government
debt. In addition, the population is ageing due to a low birth rate and, on current
trends, will fall from 128m to 100m by 2050.

CAPITA ASSET SERVICES FORWARD VIEW

Economic forecasting remains difficult with so many external influences weighing on
the UK. Major volatility in bond yields is likely to endure as investor fears and
confidence ebb and flow between favouring more risky assets i.e. equities, and safer
bonds.

There could well be volatility in gilt yields over the next year as financial markets
anticipate further tapering of asset purchases by the Fed. The timing and degree of
tapering could have a significant effect on both Treasury and gilt yields. Equally, while
the political deadlock and infighting between Democrats and Republicans over the
budget has almost been resolved the raising of the debt limit, has only been kicked
down the road. A final resolution of these issues could have a significant effect on gilt
yields during 2014.

The longer run trend is for gilt yields and PWLB rates to rise, due to the high volume of
gilt issuance in the UK, and of bond issuance in other major western countries.
Increasing investor confidence in economic recovery is also likely to compound this
effect as a continuation of recovery will further encourage investors to switch back
from bonds to equities.





The overall balance of risks to economic recovery in the UK is currently evenly
weighted. However, only time will tell just how long this period of strong economic
growth will last; it also remains exposed to vulnerabilities in a number of key areas.

The interest rate forecasts in this report are based on an initial assumption that there
will not be a major resurgence of the EZ debt crisis, or a break-up of the EZ, but rather
that there will be a managed, albeit painful and tortuous, resolution of the debt crisis
where EZ institutions and governments eventually do what is necessary - but only
when all else has been tried and failed. Under this assumed scenario, growth within
the EZ will be tepid for the next couple of years and some EZ countries experiencing
low or negative growth, will, over that time period, see a significant increase in total
government debt to GDP ratios. There is a significant danger that these ratios could
rise to the point where markets lose confidence in the financial viability of one, or
more, countries. However, it is impossible to forecast whether any individual country
will lose such confidence, or when, and so precipitate a resurgence of the EZ debt
crisis. While the ECB has adequate resources to manage a debt crisis in a small EZ
country, if one, or more, of the large countries were to experience a major crisis of
market confidence, this would present a serious challenge to the ECB and to EZ
politicians.

Downside risks currently include:

. UK strong economic growth is currently very dependent on consumer spending
and recovery in the housing market. This is unlikely to endure much beyond 2014
as most consumers are maxed out on borrowing and wage inflation is less than
CPl inflation, so disposable income is being eroded.

. A weak rebalancing of UK growth to exporting and business investment causing a
major weakening of overall economic growth beyond 2014

. Weak growth or recession in the UK’s main trading partners - the EU and US,
depressing economic recovery in the UK.

. Prolonged political disagreement over the raising of the US debt ceiling.

. A return to weak economic growth in the US, UK and China causing major
disappointment in investor and market expectations.

. A resurgence of the Eurozone sovereign debt crisis caused by ongoing
deterioration in government debt to GDP ratios to the point where financial
markets lose confidence in the financial viability of one or more countries and in
the ability of the ECB and Eurozone governments to deal with the potential size of
the crisis.

. The potential for a significant increase in negative reactions of populaces in
Eurozone countries against austerity programmes, especially in countries with
very high unemployment rates e.g. Greece and Spain, which face huge challenges
in engineering economic growth to correct their budget deficits on a sustainable
basis.

. The Italian political situation is frail and unstable; this will cause major difficulties in
implementing austerity measures and a programme of overdue reforms. lItaly has
the third highest government debt mountain in the world.

. Problems in other Eurozone heavily indebted countries (e.g. Cyprus and Portugal)
which could also generate safe haven flows into UK gilts, especially if it looks likely
that one, or more countries, will need to leave the Eurozone.





. A lack of political will in France, (the second largest economy in the EZ), to
dynamically address fundamental issues of low growth, poor international
uncompetitiveness and the need for overdue reforms of the economy.

. Monetary policy action failing to stimulate sustainable growth in western
economies, especially the Eurozone and Japan.

. Geopolitical risks e.g. Syria, Iran, North Korea, which could trigger safe haven
flows back into bonds.

The potential for upside risks to UK gilt yields and PWLB rates, especially for longer
term PWLB rates include: -

. A sharp upturn in investor confidence that sustainable robust world economic
growth is firmly expected, causing a surge in the flow of funds out of bonds into
equities.

. A reversal of Sterling’'s safe-haven status on a sustainable improvement in
financial stresses in the Eurozone.

- UK inflation being significantly higher than in the wider EU and US, causing an
increase in the inflation premium inherent to gilt yields.

- In the longer term — an earlier than currently expected reversal of QE in the UK;
this could initially be implemented by allowing gilts held by the Bank to mature
without reinvesting in new purchases, followed later by outright sale of gilts
currently held.





APPENDIX 3:  Specified and Non-Specified Investments

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.

NON-SPECIFIED INVESTMENTS: These are any investments which do not meet the
specified investment criteria and are therefore of greater potential risk. The Council will
consider using this category only for investments that would come under Specified,
except that they are greater than for 364 days period.

A variety of investment instruments will be used, subject to the credit quality of the
institution, and depending on the type of investment made it will fall into one of the above
categories.

The criteria, time limits and monetary limits applying to institutions or investment vehicles
are:

o N Minimum credit criteria / £ Limit per Max ,
rganisation TR maturity
colour band institution ;
period

Debt

Management 6

Account Deposit Unlimited months

Facilities - UK N/A

Government

(L;h(tfovernment UK sovereign rating £1m 2 years
£2m 1 year

UK Government : .

Treasury Bills UK sovereign rating £2m 1 year

Bonds issued by UK sovereign rating

multilateral £2m 6 mths

development

banks

Money Market AAA Unlimited Liquid

Funds

Local Authorities N/A £2m 1 year






Term deposit
with Banks and Purple + £1m 2 years

Building Blue only £4m 1 year

Societies
Green + £3m 1 year

CDs or corporate
bonds with banks
and building
societies

Green + £2m 1 year

Collective Minimum credit criteria

Investment for the fund AA- £2m 1 year
schemes (e.g.

bond funds)

Enhanced money
market funds
with a credit
score of 1.25

Dark Pink / AAA £2m Liquid

Enhanced money
market funds
with a credit
score of 1.5

Light Pink / AAA £2m Liquid

(+) Above the minimum colour band given. The colour band will place its own maturity
limit on the investment so only the maximum maturity period is given.

No limit will be set on placing funds with the Council’s own bank due to the volatility /
fluctuations in day to day cash flows.






Committee Work programme
Overview and Scrutiny Committee
Work Programme
2013/14 Budget
Performance and Financial Management
Treasury Management Annual Report
Treasury Management Mid-year Report
Treasury Management Annual Strategy 2014/15
Service Plan reviews
Reports of Task and Finish Groups
Amalgamation of Court Services
North Devon +
Devon and Somerset Fire and Rescue Service
Renal Dialysis in North Devon - Update
Future of Community and Cottage Hospitals

CCG Care Closer to Home

North Devon Council

14-Nov-13 12-Dec-13 9-Jan-14 13-Feb-14 13-Mar-14 Apr May  Jun Jul Aug Sep Oct Nov
aft 2014
Pre-application
charging review
eve a
ose
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?? ??

Crime and Disorder Overview and
Scrutiny Sub-Committee

Report of Community Safety Partnership - update and
horizon scan

Virtual Court Link

ASB, Crime & Policing Bill
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