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EXECUTIVE SUMMARY

Financial Management is essential in achieving good corporate governance, and underpins
service quality, improvement, and accountability. It supports effective performance and the
achievement of an organisation’s aims.

Financial Planning is integral to an organisation’s strategic planning process.

The Council has put in place a fully integrated financial strategy that seeks to ensure long-
term financial stability, the achievement of value for money, and funding for priorities. This
Financial Strategy updates the previous Strategy, which was approved by Council in March
2018.

The focus of this Financial Strategy is on long term planning, and decision making for the
future. This Strategy seeks to avoid year on year budget setting, and use of short term/one
off measures to balance the budget. It is a Strategy for the future, to ensure effective
resource planning and the delivery of Corporate Objectives.

The senior levels of the organisation will require an understanding of the collective
responsibilities for the stewardship and use of resources to successfully deliver this Financial
Strategy.

The Financial Strategy seeks to achieve the following Objectives: -

1. Budgets are prudent and sustainable in the long term,

2. Financial plans recognise corporate priorities and objectives,

3. Significant risks are identified, and factors to mitigate those risks are identified,
4. The Capital Programme is planned over a 10 year period, with “unsupported”

borrowing minimised, other than where it is essential or where there are clear
financial or economic benefits for the Borough,

5. Constraints on capital and. revenue resources, including the uncertainties
around future government funding, are recognised and taken into account,

6. Council Tax increases will be kept below the Government’s expected upper
level of increase; and the broad anticipated increase for future years will be set
out within the financial plans, recognising that these increases may be subject
to change.

7. Prudent levels of general balances, reserves and contingencies are maintained
in the context of an assessment of the risks facing the Council,

8. Value for money and achievement of improved efficiency and service delivery
underpin the Financial Strategy, and the outcomes of investment made in
priority areas are evaluated

9. The Financial Strategy supports the achievement of excellence in financial
management and use of resources.



The key messages and proposals included within the Financial Strategy, are as follows:-
Revenue

Current projections anticipate a revenue budget funding gap of £4.87m over the 3 year
period to 2022;

The strategy for addressing the funding gap continues to build on the themes of the
2016 Efficiency Plan, which are as follows:
o Transformational Efficiencies and Commercialisation
0 Investment to support Economic Growth
o Strategic review of the Council’s role in the delivery of services and use of
assets; and
o Planned use of reserves and Investment Fund

The headline details for the 2019/20 budget are as follows:
0 A Council Tax increase of 2.99% (£6.82 for a Band D Property), leading to a
Council Tax requirement of £9.014m;
o0 Proposed efficiencies/savings totalling £1.544m;
0 £205k mainstream budget provision for the following essential and priority
investment:
£109k to increase contributions to the capital programme
£30k for Town Hall security
£33k for the DBID levy on Council owned properties
£15k for a restructure of the Estates service
£13kfor a restructure of governance roles-and responsibilities
£5k for the net loss of rental income following the sale of surplus assets

0 £385k one-off funding for the following essential and priority investment:
£22k for Peasholm shows
£17k for Peasholm Cafeé
£30k for Scarborough Market
£33k for Oliver's Mount Race Track
£60k for reductions in rental income
£38k for increases in recycling processing costs
£70k for increases in temporary housing costs
£80k to address climate change
£30k for the Cinder Track
£5k for capital investment

The 2020/21 and 2021/22 budget savings will continue to be largely focussed around
the Council’s transformation and commercialisation programme.

Capital

The new capital schemes / contributions recommended for approval within this
Strategy have been restricted as an updated Capital Strategy will be presented to
members during 2019. The schemes proposed for approval are as follows :-

0 Scheduled Vehicle and Equipment Replacements (vehicles £247k, equipment
£155k, IT £189k)

o Planned Infrastructure Works (E100k replacement lighting columns)
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o Statutory Requirements (£1.448m Disabled Facilities Grants)

There are a number of funding sources that are not currently committed within the
budget proposals. The monies available from those sources will be utilised to
develop a robust, long term capital investment strategy for the Council. The
Strategy will integrate with the Council’s revenue budget projections as well as the
Property Asset Management Plan, Commercial Investment Strategy and Priority
Projects Plan which are all currently being developed and drafted. The Capital
Strategy will be subject to further reports to Members during 2019.

Reserves
All reserve ranges are deemed to be adequate
Policies
Treasury Management Policy Statement
Prudential Indicators and Minimum Revenue Provision Policy
The Council’'s Pay Policy Statement.
This Financial Strategy represents how the Council plans its resources over the long term.
The Strategy provides the base to enable the Council to move forward positively over coming

years. However, a significant amount of ongoing work will be required to put the Strategy into
action, and ensure resources are effectively managed and aligned with priorities.



1. PURPOSE AND SCOPE OF THE FINANCIAL STRATEGY

The Financial Strategy sets out the overall shape of the Council’s budget by
establishing how available resources will be allocated between services, reflecting
Council and community priorities, and therefore providing a framework for the
preparation of annual budgets.

In particular it:

sets out the Council’'s medium term financial aims and the measures to be

taken to ensure they will be achieved,;

sets out the Council’'s approach to delivering improved services and value for

money over the next few years;

describes the Council’'s arrangements for developing the medium term

financial plan, including:

0 The identification and prioritisation of spending needs;

0  The key financial influences on our medium term financial planning and
the assumptions made in developing the plan;

0 The challenges and risks associated with the plan and how we will deal
with them.

sets out the Council’s policy on reserves and balances.

identifies the resource issues and principles, which will shape the Council’s

financial strategy and annual budgets.

The Financial Strategy covers all revenue and capital spending plans
2. CORPORATE VISION AND PRIORITIES
Corporate Plan

The Council’s Corporate Plan focuses on four key Aims; People, Place,
Prosperity and Council. Delivery of the Financial Strategy will play a key role in
delivering these aims.

Engagement and Consultation

The Council’'s Corporate Plan, Vision, Aims and Priorities are all subject to
consultation with-stakeholders. There are arrangements in place for consulting
and engaging with the public and stakeholders on a number of other areas,
such as service delivery and this takes place through a range of mechanisms
e.g. Residents and Business panels, the Council’s website, social media.
Surveys with residents, stakeholders and focus groups are regularly carried out
and these are used to monitor public satisfaction. A corporate complaints
process is also in operation.



3. THE COUNCIL’'S REVENUE PLAN
3.1 REVENUE PLAN 2020-2024

The Council maintains a 5 year revenue plan, which sets out the Council’s high
level resources and spending plans over that period. The revenue plan is
updated continuously throughout the year to ensure that the forward
projections accurately reflect up to date assumptions and the information
available at that time.

The medium term revenue plan is based on an analysis of the key influences
on the Council’s financial position and an assessment of the main financial
risks facing the Council.

The graph below shows the forecast “standstill” budget and estimated resource
availability for the next four years based on current revenue plan projections.

Revenue Plan 2020 - 2024
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The reason for the “gap” in funding is summarised in the table below

Budget Variations 2020/21 2021/22 2022/23 2023/24
Anticipated £000 £000 £000 £000
Pay and Price Inflation 690 670 670 670
Income Inflation (262) (262) (262) (262)
Corporate Commitments 235 111 50 50
Contingency Sum 200 200 200 200
(I_ncrea_se) / Decrease in 1,530 637 533 446
Financing

The Funding Gap 2,392 1,356 1,191 1,104
Bridging the Gap

Identified Savings (1,474) (125) - -
Savings to be identified (419) (1,732) (1,191) (1,104)
Planned use of reserves (500) 500 - -
Total (2,392) (1,356) (1,191) (1,104)




Contingency sums are dependent on achieving the level of savings shown. The
level of savings required to bridge the funding gap will increase if cost
pressures exceed the contingency sum.

3.2 REVENUE PLAN ASSUMPTIONS
The financial forecast is based on the following key factors and assumptions:
External Funding — Finance Settlement

The Council receives external support from Central Government through the
distribution of resources within the Local Government Finance Settlement. The
distribution is made in accordance to authorities’ relative needs with a
mechanism for protection against detrimental changes in grant allocations. The
retention of a proportion of business rate income now forms an important part
of the Council’s core funding.

In December 2015 the government announced.the provisional finance
settlement for 2016/17 alongside indicative settlement figures for the following
3 years up to 2020. Cuts in local government funding have formed an integral
part of recent government’s deficit.reduction programmes and the table below
sets out the anticipated reductions in the Borough Council’s core grant funding
over the period from 2010/11 to 2019/20 based on the indicative settlement
figures.

Reductions in Local Government Finance Settlement Funding

LGFS CASH %

FUNDING* | REDUCTION | REDUCTION
YEAR £'000 £°000
2010/11 12,556
2011/12 11,030 1,526 12.1%
2012/13 10,105 925 8.4%
2013/14 9,719 386 3.8%
2014/15 8,433 1,286 13.2%
2015/16 7,143 1,290 15.3%
REDUCTIONS OVER 2010
SR PERIOD 5,413 43.1%
2016/17 6,050 1,093 15.3%
2017/18 5,231 819 13.5%
2018/197 4,792 439 8.4%
2019/20" 4,292 500 10.4%
REDUCTIONS OVER 2015
SR PERIOD" 2,851 39.9%
A provisional figures
CUMULATIVE REDUCTIONS
OVER BOTH PERIODS 8,264 65.82%

*Figures have been adjusted to allow like for like comparisons between years.
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The table shows that the Council will receive £8.264m less funding to run its
services in 2019/20 than it did in 2010/11. This represents a 66% reduction in
annual funding.

The government’s consultation document circulated alongside the 2016/17
provisional settlement set out that ‘the Government will offer any council that
wishes to take it up a four-year funding settlement to 2019-20’. This Council
accepted the Government’'s multi-year settlement offer.

Although the principle of a 4-year settlement is welcomed and will aid the
Council’'s longer term financial planning the implications and extent of the
proposed funding cuts over the period to 2020 demonstrate that the Council will
need to fundamentally review how it delivers services in future.

Efficiency Plan

In order to accept the Government’s multi-year settlement offer the Council had
to approve an Efficiency Plan, which set out the Council’s high level plans to
address future year budget deficits.

Cabinet approved the Council’'s Efficiency Plan in September 2016. The core
themes of addressing the budget shortfall are still relevant and are as follows:

Transformational efficiencies and commercialisation;

Investment to support economic growth;

Strategic review of the Council’s role in the delivery of services and
use of assets; and the

Planned use of reserves and Investment Fund

A copy of the 2016 Efficiency Plan is attached at Appendix K.
Business Rates

The localised business rates scheme came into effect on 1 April 2013 and
represented a fundamental change in local government funding. Under the
current. scheme upper and lower tier local authorities retain 50% share of the
income from business rates and the remaining 50% is paid back to Central
Government.to be distributed via grants. A tariff and top-up mechanism exists
within the system to balance an authority’s retained income shares against
their deemed funding need (which is determined through the Local Government
Finance Settlement).

In 2017 the Government announced that by 2020 local authorities will retain
75% of business rates income and there is a commitment to move towards
100% business rates retention thereafter. The technical implications of this
significant change in policy are not yet fully known. The tariff and top-up system
will remain in place therefore it is highly unlikely that the Council’s financial
position will improve significantly as a result of the changes.

Fair Funding Review

11



As part of the 2016/17 Settlement the Government announced a ‘Fair Funding
Review’ of council’s relative needs and resources. This review will assess how
much funding each authority is deemed to need; taking into account factors
such as population, demographics, deprivation, sparsity, rurality and ability to
generate Council Tax revenue.

The last funding needs assessment was carried out in 2013/14, however was
largely focussed on updating the data used in the assessment rather than
revising the areas included within the calculation. The needs formula has not
been thoroughly reviewed for over a decade and is‘now considered to be
outdated.

The outcome of the Fair Funding Review will establish the Council’s baseline
level of retained business rates income under the Rates Retention Scheme
therefore is an extremely important determining factor in the levels of funding
post 2020. The Government has recently confirmed. that the Fair Funding
Review will not be implemented until 2020/21. Consultation papers on certain
elements of the review were released alongside the 2018/19 and 2019/20
provisional settlement.

Council Tax

In accordance with Objective 6 of this Financial Strategy, the plan makes a
clear assumption that future Council Tax increases will be restricted to below
Government upper limits.

The Localism Act includes the powers to allow local residents to veto excessive
council tax rises and in 2012/13 year the Government introduced arrangements
for council tax referendums where an_authority sets a Council Tax which
exceeds principles endorsed by Parliament (i.e. is “excessive”).

The Government’s technical consultation on the 2019/20 Local Government
Finance Settlement set out a proposed Borough Council referendum threshold
at the higher of a 3% or £5 increase for a Band D property.

The Council’s revenue budget proposals for 2019/20 assume that Council Tax
levels for this Council will be increased by 2.99%. Given the Council’s current
funding gap current financial projections assume that, in order to protect front
line services, the maximum allowed Council Tax increase will be included
within future budgets.

12



Inflation rates and pay increases
The medium term plan makes provision for inflation and pay awards as follows:

Inflation: a composite rate of 0% has been used for non-salary expenditure
budgets with a corporate contingency of £200k in 2019/20 and each year
thereafter to fund unavoidable cost increases.

Pay awards: in April 2018 Trade Unions accepted a two year national pay deal
for staff employed on Local Government Service conditions along with a
revised national pay spine, which takes effect from 1 April 2019. Whilst the
headline pay award was 2% for 2019/20 it is bottom loaded to ensure the
requirements of the National Living Wage for lower paid employees are met.
The 2019/20 budget therefore makes provision for an average pay award of
3.0% and 2% thereafter.

Interest Rates

The Council has borrowed to fund capital investment in previous years and
provision has been made in the plan to fund the ongoing borrowing costs and
repayments. In addition this Strategy assumes that borrowing will increase by
£30m over the 2018/19 and 2019/20 financial years to support the Council’s
commercialisation agenda.

The revenue budget assumes that this'new borrowing will generate a net
revenue return of 2%, after allowing for the cost of interest and repayments.

The Council has significant levels of surplus cash balances at periods
throughout the year, which it invests for short periods to earn interest. These
cash balances represent unspent reserves held such as the Insurance Fund
and-unspent capital receipts and are also affected by variations in interest
rates.

The council employs treasury. management consultants to review its debt and
investment portfolio. These consultants work with officers to manage the
portfolio risk, whilst seeking to maximise interest receivable and minimise
borrowing costs on a medium to long term basis.

The ongoing effect of existing policies, priorities and economic
conditions

The ongoing effects of current policies, priorities and economic conditions are
included in the plan. The budget makes provision for reductions in the level of
benefits admin grant and revenue support grant and includes a contingency
budget to offset any unforeseen income shortfalls or cost pressures that may
arise during the year.

13



Risks, Contingencies and Balances

The plan assumes provision for additional growth/contingency as follows:-

o 2019/20 - £200k (earmarked to offset costs associated with
unavoidable inflationary costs)

2020/21 - £200k inflation plus £200k for other budget pressures
2021/22 - £200Kk inflation plus £200k for other budget pressures
2022/23 - £200Kk inflation plus £200k for other budget pressures
2023/24 - £200Kk inflation plus £200k for other budget pressures

O 00O

There are significant risks inherent in the Medium Term Plan for the reasons
summarised above and exemplified in the section below. A number of key
items in the plan cannot be estimated with accuracy and the figures in the plan
assume that significant savings will be made: In this situation it is essential to
maintain sufficient contingency balances, not only to deal with unforeseen
events but also to cover the potential risk of not achieving the savings required.

Savings Targets

The revenue plan highlights the need to identify significant savings in order to
ensure that priority and front line services continue to be delivered.
Achievement of these targets will be difficult; and therefore the process needs
to be seen as an ongoing one, rather than an annual stop start process.

The Financial Plan projects a funding gap of £4.8m over the 3 year period to
2021/22 and- the budget proposals included at Appendix A identify savings
proposals / targets of £3.14m over the same period, with residual budgetary
shortfalls that still. need to be addressed. These savings are heavily reliant on
the success of the Council’'s Corporate Modernisation programme.

Significant efficiencies have been delivered in recent years and it is recognised
that efficiencies alone may not be sufficient to bridge the funding gap in future
year’'s budgets. It is highly likely that members will be required to prioritise
services and make difficult decisions in regards to service cuts in forthcoming
years.

14



3.3 REVENUE BUDGET SUMMARY FOR 2018/19 AND 2019/20

The Councils current revenue spending and funding and proposed revenue
spending and funding for 2019/20 is summarised below:

2018 / 2019 Revised . 2019/ 2020
; Cost of Borough Services .
Estimate Estimate
Gross Net Gross Net
Expenditure  Expenditure Service Area Expenditure Expenditure
£ £ £ £
3,030,546 2,653,354 | Chief Executive 2,685,188 2,635,553
51,501,423 9,275,771 | Director (Nick Edwards) 52,616,862 10,318,824
10,477,260 (795,779) | Director (Lisa Dixon) 10,910,131 (309,648)
8,677,236 2,998,406 | Director (Richard Bradley) 8,917,728 2,842,468
6,087,020 264,874 | Corporate 4,514,892 (1,155,892)
79,773,486 14,396,626 | Total Expenditure 79,644,802 14,331,306
2018/19 Financing 2019/20
£ £
672,418 | Revenue Support Grant -
Council Tax Collection Fund
171,280 surplus 165,297
4,760,438 Retained Busmess Rates 5.381,204
Income (net of levies)
Grant to compensate
96,704 | Bysiness Rates RPI caps 102,593
Business Rates Collection
23,786} £ nd Surplus / (Deficit) (331,297)
5,733,626 5,317,797
8,663,000 | Council Tax Requirement | 9,013,509 |

The detailed proposals for the 2019/20 revenue budget are set out in Appendix
A and further breakdowns of the revenue budgets are provided in Appendix I.
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4.1

b)

THE COUNCIL’S CAPITAL PLAN
THE CAPITAL STRATEGY

The Capital Strategy is the key vehicle for developing long term change to
deliver the key priorities and corporate objectives. It meets this challenge by
setting out the mechanism for delivering structural change and matching
available resources to priority investment. It does this by addressing the key
issues of:

a) prioritisation in line with the key priorities and corporate aims
b) engagement with partners of the community

c) affordability of funding

d) integration of capital and revenue decision-making

e) framework for managing and monitoring

f)  the consideration of VAT partial exemption limits resulting from proposed
capital expenditure

Prioritisation methodology

Capital resources are not sufficient to cover all of the Council’s capital
requirements-and aspirations therefore schemes must be prioritised to ensure
that available resources are allocated in the context of the Council’s priority
needs. This prioritisation° must-be applied to all proposals, regardless of the
source of funding, prior to any decision being made to apply for external capital
support such. as grant funding, so that the Council can ensure that schemes
form part of an overarching capital investment strategy.

The Council’'s Director's Team and Executive Board are actively involved in the
capital decision making process.

Engagement with partners of the community

The Council is.committed to seeking out innovative partnership and funding
opportunities in order to deliver the capital strategy and achieve best value.

The Council has worked closely with funding partners (particularly Groundwork,
Government Office, and private developers) to deliver recent projects. Future
projects will continue to be developed through partnership working. The
Council recognises the importance of increased community engagement and
participation as fundamental to the quality of public services and the health of
community life. The Council will therefore seek to develop projects with the full
involvement of local communities and ensure appropriate consultation prior to
scheme approval.

16



(d)

Affordability of funding and financing the Capital Programme for the
Future

Resources to fund capital spending are provided from central government in
the form of specific grants; as well as Council resources in the form of capital
receipts, contributions from the revenue budget, contributions from reserves,
and unsupported borrowing. In addition other external grants and contributions
are sought.

Controlling the level of resource availability and ensuring.the Council does not
over commit resources or incur expensive borrowing are crucial factors in the
Council’'s financial plans therefore the Capital Development Reserve and
Investment Management Plan were established ta achieve these priorities and
serve as the principle sources of capital funding:

The Council can only generate more capital resources from increasing its
amount of capital receipts or the level of unsupported borrowing.

Capital Development Reserve

The Capital Development Reserve identifies the capital funding available to the
Council to progress planned equipment and infrastructure replacement
programmes, asset management works and statutory requirements such as the
provision of disabled facilities grant funding. The Reserve aims to matches
resources to investment over a 10 year period, ensuring that resources are not
over committed, and provides a mechanism by which essential and statutory
capital spending is controlled. This ensures that the implications of capital
spending in‘terms of the revenue impact are planned and minimised.

Appendix B provides further detail on the projected resources available within
the Capital Development Reserve and the proposed use of those resources.

Capital Contingency Reserve
In addition to the Capital Development Reserve the Council maintains a Capital
Contingency Reserve. This Reserve provides contingency funding for potential

additional costs / overspends that arise on the existing capital programme.

The Council has determined that a minimum of £500k should be retained in this
Reserve to provide adequate contingency against unforeseen capital costs.

Integration of Capital and Revenue Decision-Making

The Prudential Code

Under the Prudential Regime the Council has the responsibility to demonstrate
that its capital investment programme is affordable, prudent and sustainable.

The Prudential Code requires that this is done by calculating specific indicators
for capital expenditure and financing and by setting borrowing limits. The

17



(e)

indicators and borrowing limits for the current and next two years are set out at
Appendix E.

The Council has historically mitigated the risk of unaffordable borrowing by
establishing the Capital Development Reserve, in order to match resources
and expenditure over a 10 year period and avoid the extension of borrowing
over the medium term.

As current economic conditions have led to low interest rates and limited
capital receipts borrowing has been utilised in recent years to continue the
regeneration of the Borough, and more recently to-pursue a Commercial
Property Investment Strategy and progress a number of essential asset
management and infrastructure schemes.

Any future borrowing will be minimised and will only be progressed where it can
be demonstrated as being affordable and sustainable.

Revenue Implications

The revenue implications of funding the capital programme are the loss of
interest receivable from the use of internal balances or repayment of principal,
and increases in interest payable on additional external borrowing.

The Capital Strategy aims to restrict borrowing unless it can be demonstrated
as being affordable-and hence limits the impact on future revenue budgets.

It is recommended that the Council can use borrowing to fund capital
investmentas follows:

to the level of ‘supported borrowing’ allocations

to fund Invest to Save schemes, based upon sound business
cases/risk assessment. To assist in this process an Invest to Save
Strategy Is set out in Appendix C. This sets out basic principles that
underpin the use of borrowing for Invest to Save purposes and the
approval process to be followed.

to fund schemes that deliver clear economic benefits where it can be
demonstrated that the borrowing is affordable

to fund® essential works where it can be demonstrated that the
borrowing is affordable

in support of its commercialisation agenda
All borrowing must be in accordance with the Prudential Code, Treasury
Management Policy and Investment Strategy.

Framework for Managing and Monitoring the Capital Programme

The Section 151 Officer has overall responsibility for the preparation and
monitoring of the Council’s capital programme and for reporting the outcome to
Cabinet. The process involves:

18



(f)

0 Reviewing the capital programme at least annually.

o0 Reviewing the current and estimated future availability of external
funding and other opportunities for obtaining or bidding for additional
capital resources.

0 Reviewing the current and estimated future funding requirements for
essential and statutory requirements.

o0 Preparing the Council’s capital programme, strategy and consultation
process.

0 Monitoring progress in achieving the capital programme objectives.

o0 Reviewing and monitoring the Council’s capital resources and asset
disposal programme.

Quarterly monitoring reports on the capital programme and prudential
indicators are submitted to Cabinet, the last of which comprises the end of year
outturn. The financial regulations set out a.requirement for regular reporting to
members for all schemes above £250,000.

VAT — Partial Exemption

Local Authorities can normally recover all VAT that they incur on expenditure
under the special partial exemption regime for ‘Section 33 bodies’. This is on
the condition that VAT on costs relating to exempt business activities (e.g.
cremation services, some sports facilities, some_harbour facilities) is not more
than 5% of all VAT incurred (input VAT). If the limitis breached, the VAT on all
costs relating to exempt activities becomes payable to HMRC.

The partial exemption calculation is materially affected by the level and types of
capital expenditure incurred in any one year. If capital expenditure is not
undertaken when expected (ie it is delayed into future years), the level of input
tax will-reduce and this could cause the Council to breach the 5% limit.
Similarly if unplanned capital works are carried out on items that generate
exempt income this could also cause the limit to be breached.

Indoor leisure facilities generate a significant proportion of exempt income
therefore the Council's decision (15/246) to outsource these facilities has
reduced. the risk of a breach to the 5% limit substantially. In addition,
refurbishment works at the Indoor Market over the last couple of years have
meant that the Council has had to ‘opt to tax’ this venue. The effect of these
two actions means that the Council’'s underlying percentage is now low and if
capital expenditure continues to be carefully managed / timed then a breach
should not occur.

The estimate for the Council’s partial exemption % in 2019/20, based on the
budgetary levels and capital expenditure set out in this report, is 1.78%
however slippage on capital schemes (both from 2018/19 into 2019/20 or from
2019//20 into 2020/21 and beyond) could significantly affect this figure.

The table below outlines the makeup of this calculation

19



Venue 2018 /19 Budget 2019/ 20 Budget
Value (£) % Value (£) %

Revenue — Estimated Input Tax

attributable to exempt activities

Filey Community Centre and TIC 9,586 89 10,647 92

Indoor Bowls Centre 300 | 100 300 | 100

Scarborough Harbour (inc Coble Landing) 11,584 34 11,115 33

Crematorium 19,264 94 17,948 94

Falsgrave Community Resource Centre 3,347 | 100 3,347 | 100

Whitby Harbour 8,827 13 9,194 13

Total 52,909 52,551

Capital — Estimated Input Tax

attributable to exempt activities

VPE Replacement 1,000 2 1,610 2

IT Replacement Fund 1,000 2 1,730 2

Building works at crematoria 5,000 92 -

Commercial Properties 5,000 | 100 -

Harbours - - 6,440 13

Other 3,000 -

Total 15,000 9,780

Input Tax

Tot_al Estim_ated Input Tax (excludes some 5.000.000 3.500.000

capital spend in case schemes are delayed) ! ! ! !

eiiative? sl g

Summary of VAT attributable to exempt

activities

Revenue Projected 52,909 52,551

Capital Projected 15,000 9,780

L(();tt?\ln\tll,:sT attributable to Exempt 67.909 62.331

Estimated Partial Exemption % 1.36 1.78

The Council’s partial exemption % in 2017/18 was 2.56%.

Reduced levels of Capital Expenditure

The above calculation includes an estimate for the input tax on capital
expenditure which could fluctuate depending on slippage on the capital
programme. This position will be closely monitored throughout the year.

All future capital schemes will be assessed to identify how they will impact on
the Council’s partial exemption VAT position.




Backdated VAT Claim on Indoor Leisure Activities

In 2011 the Council engaged KPMG to submit a claim to HMRC regarding the
VAT treatment of some indoor leisure activities. The claim queried the VAT
treatment of certain indoor leisure income streams with an argument that they
should be treated as non-business activities rather than standard rated.

A number of authorities have submitted similar claims in conjunction with
KPMG and lead appeal cases have been submitted to the First Tier Tribunal.
Whilst these cases have been progressing other authorities have challenged
the VAT treatment of the same income sources arguing instead that they
should be treated as exempt from VAT rather than as non-business activities.

HMRC have now confirmed a change in policy that will allow local authorities to
either treat income from the provision of sporting services as VAT exempt
under EU law or to continue to treat the income as standard rated under UK
law. Treating the income as Exempt income would allow the Council to reclaim
VAT that has historically been paid over on these income sources, however will
affect the partial exemption calculations for the years relating to the claim.

During 2018/19 officers haveiassessed the impact that treating the income as
Exempt would have on the partial exemption calculation.

During 2012/13 and 2013/14, the Council .incurred additional capital
expenditure in relation to.exempt activities, and in 2014/15, incurred significant
costs relating tocits crematorium, which, on a year by year basis, would have
caused a breach of the 5% de minimis. Given that leisure services has since
been contracted out, the Council has applied the calculation required to identify
whether these occasional breaches fall within the occasional breach test.
Officers have determined that the Council remained within the 5% de minimis
when applying the occasional breach test for each of the relevant years.

Given the above, officers have asked KPMG to amend the claim and seek
reclaim of the VAT on the basis that the income is treated as Exempt. The
amended claim will be submitted in February 2019 and, should the claim be
successful, repayment would be received within six weeks. A net repayment of
£800k is expected upon confirmation of a successful claim and this will be
earmarked towards the capital program.
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4.2

THE CAPITAL PROGRAMME 2018/19 TO 2029/30

The following table summarises the total expenditure included in the capital
programme and the Council’s investment in the Borough.

Capital Expenditure

2018/19 2019/20 2020/21 2021- Total
2029
£000 £000 £000 £000 £000

Table still to be completed.

Revenue Spending from Capital Resources

2018/19 2019/20 2020/21 2021- Total
2029
£000 £000 £000 £000 £000
Table still to be completed.
Summary
2018/19 2019/20 2020/21 2021- Total
2029
£000 £000 £000 £000 £000

Table still to be completed.

Further details of the expenditure and financing, on a scheme-by-scheme basis,
are provided of the capital programme within Appendix ‘G’
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RISK ASSESSMENT AND ISSUES AFFECTING THE FINANCIAL
STRATEGY

There are a number of challenges and risks that the Council faces which will have
implications for the Council’s financial position in the medium term. This assessment
of risk is an essential element of the budget process; it is used to inform decisions
about the appropriate levels of contingencies and reserves that may be required and
to indicate priorities for financial monitoring.

The key risks identified for 2019/20 and in the medium term are listed in Appendix H,
together with comments on how they will be managed.

THE COUNCILS FINANCIAL OBJECTIVES AND HOW THEY WILL BE
ACHIEVED

The Financial Strategy is designed to maintain financial stability and, as far as
possible, avoid the need for large unplanned increases in Council Tax and
unaffordable borrowing, whilst ensuring we have sufficient resources to achieve the
corporate aims and priorities. To this end, it is proposed that the Medium Term
Financial Strategy should ensure the following specific objectives.

Objective 1 - Budgets are Prudent and Sustainable in'the Long Term

This seeks to ensure that budgets recognise real cost pressures, and that no over
reliance is placed upon any one off savings, and/or use of one off reserves.

This will be achieved by ensuring:-

adequate provision is made for inflation pressures, current economic
conditions, pay awards, and new legislation

the revenue budget is not supported by one off savings, or any unsustainable /
unplanned use of reserves

effective budget monitoring to ensure early identification of issues and action
planning

Objective 2 — Financial Plans Recognise Corporate Priorities and Objectives
This seeks to ensure that financial plans link with corporate planning and priorities,
and that there is provision within the Financial Strategy for growth/development
funding on an ongoing basis.

This will be achieved by ensuring:-

additional investment links to corporate priorities

long term vision and objectives are considered within the report

provision within financial planning figures for growth and contingency amounts
based upon perceived risk,
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Objective 3 - Significant risks, and factors to mitigate those risks, are identified

Risk Management is crucial in long term planning, and it is essential that the
Financial Strategy clearly identifies the associated risks. This is supported by an
embedded risk management culture within the organisation.

This will be achieved by:-

risk management being embedded in corporate and service planning

financial risks being specifically considered on an ongoing basis, and
specifically reflected within the Financial Strategy

targeting high risk areas when setting budgets-and monitoring these areas
closely throughout the year

the establishment of contingency budgets inthe revenue budget

Objective 4 - The Capital Programme is_planned over a 10 year period, with
“Unsupported” Borrowing minimised, other than where it is essential or where
there are clear financial or economic benefits for the Renaissance of the
Borough;

This seeks to ensure that unsupported borrowing is minimised, thereby ensuring the
capital programme is prudent and sustainable, and does not lead to unaffordable
revenue implications.

This will be achieved by ensuring: -

the development of a 10 year capital programme

the establishment of a /Capital Development Fund which matches resources
and expenditure overa 10 year period

the use of unsupported borrowing only on an invest to save basis or where
clear economic benefits can be demonstrated.

where schemes demonstrating economic rather than financial benefits are
funded by unsupported borrowing the associated revenue costs will be
reported, considered and approved by Council, to ensure that they are
affordable

the prioritisation of capital schemes

an adoption of an Invest to Save Strategy and Commercial Investment
Strategy

contingency funding is included within capital schemes

the establishment of the capital contingency reserve

a corporate approach to external funding opportunities

Objective 5 - Constraints on capital and revenue resources, including the
uncertainties around future government funding, are recognised and taken
into account;

It is important that the Financial Strategy is realistic and that there is a corporate
awareness of the constraints on Council funding.
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This will be achieved by ensuring:-

specific reference within the Financial Strategy of constraints, and current
issues

regular reporting to Cabinet on local government finance issues

awareness of the financial position within the organisation through an
effective communication strategy

Objective 6 - Council Tax increases will be kept below the Government’s
expected upper level of increase, and the broad anticipated increase for
future years will be set out within the Financial Plans; recognising that these
increases may be subject to change.

The Government may in the future require authorities to set out planned Council
Tax increases for the next three years. It is important in developing the financial
plan that an assumed Council Tax increase is included, ensuring that financial plans
do not place over-reliance upon excessive Council Tax increases.

This will be achieved by ensuring:-

that financial plans take ‘account of this level of Council Tax increase,
Government expectations on Council - Tax increases, and in particular that
savings targets reflect the likely levels of Council Tax

Objective 7 - Prudent levels of general balances, reserves and contingencies
are maintained in the context of an assessment of the risks facing the
Council.

It is important to strike a_balance between maintaining adequate reserves and
contingencies and delivering priorities and achievement of value for money.

This will be achieved by ensuring:-

an annual review of reserves, linked to corporate priorities and treasury
management implications

that adequate levels of capital reserves are maintained. In view of the
significant risksfacing the Council in terms of the delivery of a major
efficiency improvement programme and capital programme it is essential that
minimum levels of reserves are maintained.

Objective 8 - Value for money and achievement of improved efficiency and
service delivery underpin the Financial Strategy, and the outcomes of
investment made in priority areas are evaluated

Value for money should be at the heart of everything the Council does, and the
pursuit of improved efficiency and performance needs to be established as an
ongoing underlying principle. It is important that the Council monitors how effective
its investment in priority areas has been in order to evidence Value for Money.

This is being achieved through:-
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embedded finance and performance reporting to Members
an ongoing efficiency programme

Objective 9 - The Financial Strategy supports the achievement of excellence
in financial management

A Financial Plan in isolation will achieve little. It needs to be supported by:-
effective financial governance arrangements
financial management that supports performance
effective monitoring arrangements
effective financial reporting

This will be achieved by:-
continuing to develop the financial culture within the Council
financial reporting and documentation based upon stakeholder needs
improved financial systems
Training and development — finance/non finance
Integration of financial and non-financial performance measures
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7. THE BUDGET PROCESS

The Financial Strategy comprises a 5-year revenue plan and a 10-year capital
plan.

The plans will be reviewed annually and rolled forward by a year. The process,
from the start of the review of the financial plans through to the approval and
allocation of budgets, spans the whole year. An outline budget timetable is set
out below.

0>

ONGOING
Regular monitoring
information

Budget Strategy
considered by
Director's Team

Identification of
savings proposals

Reports to Exec Board
/Cabinet

Communication
strategy to staff

Performance
Monitoring reports

Audit Committee — risk
management

NV,

The Budget Process

MARCH - APRIL
Forward plan for year
Integrate timetable with
corporate planning
Update projections
Review of process
Key financial reporting
documents published

MAY - JUNE
Guidance to
managers
Review Final
Accounts
Director’'s Team and
Members submit
priorities / bids /
commitments — linking
to priorities

JAN - FEB
Update MTFP
Sign off by Directors
Council tax setting
New capital schemes
Cabinet report (Jan)
Cabinet report (Feb)

Council report (Mar)

U

JULY - AUGUST
Cabinet report re
outturn (July)
Priorities/Commitment
s assessed

Efficiency proposals
identified and
developed

NOV - DEC
Finance settlement
Consultation
Review service risks
Review priorities — local
and national
Detailed budget
preparation
Member presentations

U
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SEPT - OCTOBER
Interim budget report
to Cabinet

Review reserves
Review investment in
priorities /
commitments
Determine
consultation methods
Score funding bids




8. BALANCES AND RESERVES AND FINANCIAL RESILIENCE

The Local Government Act 2003 places a specific duty on the Chief Finance Officer, i.e.
the Section 151 Officer, to make a report to the authority when it is considering its budget
and the level of the Council Tax. This report must deal with the robustness of the
estimates and the adequacy of reserves allowed for in the budget proposals. The Council
must have regard to this report in making their decisions.

The Council also has a fiduciary duty to local taxpayers and the Section 151 Officer must
be satisfied that the decisions taken on the level of balances and reserves represent the
proper stewardship of funds.

In 2018 the Chartered Institute of Public Finance and Accountancy (CIPFA) released a
consultation on its plans to launch an index to measure financial resilience across all local
authorities and in December 2018 released its first set of draft reports and figures on the
Financial Resilience Index. The aim of the index is to aid Section 151 Officers in
assessing and comparing financial resilience against other local authorities and providing
an early warning system where it is needed so that actions can be taken at a local level.

In assessing the adequacy of the contingencies, balances and reserves, the Section 151
Officer takes account of the key financial assumptions underpinning the budget, together
with an assessment of the Council’'s financial. management arrangements and CIPFA’s
Financial Resilience Index. This assessment will include a review of past performance
and external influences on the financial plan, and full. consideration of the risks and
uncertainties associated with the plan, their likelihood and potential impact.

The Council’s policy.is to maintain its contingencies, balances and reserves at levels that
are prudent but not excessive.

Appendix F details the position on the Councils Reserves.

9. CONCLUSION

This Financial Strategy sets out .a range of proposals regarding the future
management of resources and delivery of priorities.

The Strategy is underpinned by nine key Objectives, which are set out within section 2
and Section 6. The Executive summary highlights the main proposals, and
recommendations.

In addition, specific proposals are highlighted for the 2019/20 revenue and capital
budget.

The process of developing the Medium Term Financial Plan is ongoing. The Financial
Strategy is now embedded throughout the organisation and it is recognised as one of
the Council's key corporate documents. The Strategy puts in place a framework and
establishes a strong financial base to aid the delivery of priorities.

As far as possible, the plan anticipates future needs and recognises the financial
uncertainties, risks and challenges faced by the Council. We have in place rigorous

28



financial monitoring, and project management processes are being developed. We

aim to ensure we hold balances and reserves that we consider adequate without
being excessive.

Consequently, Scarborough Borough Council now has in place a sound Medium Term
Financial Strategy and a robust financial plan that is designed to support the delivery
of the targets in the Corporate Plan and meet the council’s objectives.
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APPENDIX A

REVENUE BUDGET 2019/20 TO 2021/22 AND COUNCIL TAX
2019/20

INTRODUCTION

The Council’s policy has always been to be as efficient as possible and protect
front line services and since 2010 the Council has delivered savings of £18m
from its annual revenue budget. Over that same period performance in many
areas has increased.

As staffing resources reduce and savings become harder to identify it is
becoming apparent that the length of time needed to deliver savings is
increasing. With that in mind the Council has moved towards a more detailed 3-
year revenue budget programme.

This appendix sets out the revenue budget proposals for 2019/20 along with
the indicative projections and proposals for the period up to 2021/22, along
with the associated levels of-Council Tax.

It provides details of:

Projected funding gaps over the period;

Cost pressures and additional investment;

The level of revenue resources available to the Council,
The Strategy for addressing the projected funding gap;
Efficiency and other savings proposals; and

Investment in one-off funding priorities

FUNDING GAP PROJECTIONS 2019 TO 2022

Each year the Council faces cuts in core government funding as well as cost
pressures. In addition investment in priority areas must be factored into the
revenue budget, resulting in annual funding gaps which need to be balanced
through the identification of savings. Budgetary savings may be delivered
through cost reductions or the achievement of additional income.

Table 1 below set out the anticipated funding gaps over the period from
2019/20 to 2021/22 based on current budget projections:
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3.1

Table 1 — Revenue Budget Funding Gap

2019/20 | 2020/21 | 2021/22 | Total
£000 £000 £000 £°000

Pay and Price Inflation 706 428 408 1,542
Other budget pressures 240 140 61 441
Investment in priority areas 205 294 250 749
Additional council tax revenue (351) (284) (289) (924)
Core funding reductions 557 713 926 | 2,196
(Increase) / reduction in Business
Rates growth (369) 936 - 567
Add back use of one-off Council Tax
surpluses 135 165 - 300

1,123 2,392 1,356 | 4,871

The projections show that savings of atleast £4.871m will need to be identified
from the current annual revenue budget to balance the funding gap over the
period to 2022.

The sections below provide further details on each of the areas contributing to
the funding gap.

COST PRESSURES AND ADDITIONAL INVESTMENT

PAY AND PRICE INFLATION

This increase reflects the inflationary allowances across budget heads along
with salary increments and variations, net of inflationary increases on income
targets.

Non salary expenditure budget heads have been fixed at 2018/19 levels and
any cost increases will therefore need to be absorbed within individual service
area budgets. An allowance of £200k per annum has been retained within the
budget projections to cover unavoidable or corporate inflationary cost increases
and this will be allocated to budget heads throughout the 2019/20 year as
areas of growth are identified.

In April 2018 confirmation was received that the Trade Unions had accepted a
two year national pay deal for staff employed on Local Government Services
(LGS) conditions and this deal included the introduction of a revised national
pay spine from 1 April 2019. This new pay spine was required to ensure that it
was legally compliant with the National Living Wage and future proofed to
absorb yearly increases in the National Living Wage rate whilst also ensuring
that pay differentials were maintained. Whilst the headline pay award was 2%
for both years it was bottom loaded to ensure that the requirements to pay the
Government’s compulsory National Living Wage for lower paid employees was
met (the lowest paid employees received pay awards in excess of 9%). The
2019/20 budget therefore makes provision for an average pay award of 3.0%
(3.2% in 2018/19) and 2% thereafter.
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3.2

3.3

The budget assumes a 2% inflationary increase on the majority of income

budgets.

As in previous years the 2019/20 budget does not include a corporate provision
for salary savings. This reflects that staffing savings are not expected to accrue
due to a slowdown in staff turnover. The Council does not budget for
recruitment costs therefore it is also assumed that any short term staffing
savings will be required to fund associated recruitment and advertising costs.

OTHER BUDGET PRESSURES

Table 2 below summarises the budget pressures that are factored into the

Council's revenue budget projections:

Table 2 — Other Budget Pressures

2019/20 | 2020/21 | 2021/22
£000 £000 £000

Benefits and Localised Support for Council
Tax Administration Subsidy 6 30 -
Business Rates revaluation 185 110 61
Loss of chalet income due to land slip 10 - -
Corporate Modernisation savings not
specifically identified in 2018/19 budget 29 - -
Loss of commuted sum baseline funding 10 - -
TOTAL 240 140 61

Further<details are included within Appendix Al to this report.

INVESTMENT IN PRIORITY AREAS

The areas proposed for additional priority investment are summarised in
Table 3 below, with further details provided in Appendix A2.1.

Table 3 - Meeting Priorities

Bid 2019/20 | 2020/21 | 2021/22
£'000 £'000 £'000

Increase in ongoing revenue contributions to capital
and borrowing costs 109 53 50
Town Hall Security 30 - -
DBID levy 33 - -
Restructure of Estates Service 15 - -
Restructure of Governance roles and responsibilities 13 - -
Net loss of rental income from sale of Skinner Street 5 - -
Investment in Corporate Modernisation programme - 37 -
Text reminders for bin collection days - 4 -
Contingency - 200 200
205 294 250
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41.1

REVENUE RESOURCES
COUNCIL TAX

For the 5-year period between 2011/12 to 2015/16 the Government awarded
grants to those Council’s that opted to freeze or reduce their council tax
levels. The Council elected to freeze its council tax at 2010/11 levels in each
of those years.

The Localism Act includes the powers to allow local residents to veto
excessive council tax rises and in 2012/13 the Government introduced
arrangements for council tax referendums where an authority sets a council
tax which exceeds principles endorsed by Parliament (i.e. is “excessive”).

The proposed council tax referendum threshold principles for 2019/20 for
District Councils are the higher of a_raise of up to 3% or £5 for a Band D
equivalent property. It is anticipated that these limits will be confirmed as part
of the provisional settlement announcements.

The level of council tax income generated by the Council is principally
affected by two factors; the level of council tax charge and the council tax
base.

Proposed Council Tax Charge

Given the funding pressures the Council faces it is proposed that a 2.99%
increase be applied for a Band D property for the 2019/20 year; being on par
with the maximum allowed increase. This will generate long term additional
income of £262k per.annum. The budget projections for 2020/21 and 2021/22
currently assume a £5 increase for a Band D equivalent property, however
given the Council’s financial position the maximum amount allowed under the
referendum- threshold for the year in question will be recommended for
approval.

Table 4 below shows the resultant Scarborough Borough Council element of
the Council Tax levy by band if Council Tax levels are increased by this
amount.

Table 4 — Council Tax levy per band

Band 2018/19 2.99% Increase
2019/20 | Increase | 2020/21 2021/22
£ £ £ £ £
A 151.95 156.50 4,55 161.50 166.50
B 177.28 182.58 5.30 187.58 192.58
C 202.60 208.67 6.07 213.67 218.67
D 227.93 234.75 6.82 239.75 244.75
E 278.58 286.92 8.34 291.92 296.92
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4.2

42.1

F 329.23| 339.08 9.85 344.08 349.08
G 379.88 | 391.25 11.37 396.25 401.25
H 455.86 |  469.50 13.64 474.50 479.50

Increase in Council Tax Base and Collection Fund Surplus

Each year the Council calculates its tax base based on the number of
properties listed on the Council Tax system. This calculation takes into
account chargeable properties, discounts, and exemptions listed in the
system as well as projected changes for the following year.

The tax base increase in 2019/20 will generate additional income of
approximately £88k. The budget projections for future years assume that the
tax base will rise by 1% per annum; which is in line with the increases
achieved in recent years.

In addition to the increase in the tax base the Collection Fund position at the
end March 2017 showed a surplus, which will be available for distribution in
2019/20. The Council’s share of this surplus.is £165k and this has been taken
as contribution towards the revenue budgetin 2019/20.

CORE GOVERNMENT FUNDING
Sources of Core Government Funding

The Council’s core government funding streams comprise revenue support
grant, a-share of retained business rates income, new homes bonus and rural
services grant. Table’'5 below sets out the projected levels of these core
funding sources up.to 2021/22 and shows that annual net funding is expected
to-reduce by £2:.196m over the period, reducing the Council’s anticipated
reliance on these funding sources down to £3.317m.

Table 5 — Anticipated government funding reductions

2018/19 | 2019/20 | 2020/21 | 2021/22 | TOTAL
£'000 £'000 £'000 £°000 £'000
Revenue Support Grant 672 49
Rural Services Grant 16 17
Funding sources covered by the
Multi-Year Funding Offer 688 66
Retained Business Rates — baseline 4,123 4,217 3,890 3,000
New Homes Bonus 702 609 353 317
One off levy account surplus
distribution 64
TOTAL CORE GOVERNMENT
FUNDING 5,513 4,956 4,243 3,317
CORE FUNDING REDUCTION 557 713 926 2,196
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4.2.2

4.2.3

Multi Year Funding Offer

In December 2015 the Government announced the provisional finance
settlement for 2016/17, alongside an indicative multi-year settlement offer for
the years up to and including 2020. This council made the decision to accept
the offer.

The funding streams covered by the multi-year settlement offer comprise
Revenue Support Grant (RSG), Rural Services Delivery Grant (RSDG) and
Transitional Grant and the levels of the funding streams over the multi-year
settlement offer period are show in table 6 below.

Table 6 — Multi-Year Settlement Offer Funding Streams

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

£'000 £000 £'000 £000
Revenue Support Grant 2,129 1,231 672 49
RSDG / Transitional Grant 23 18 16 17
TOTAL FUNDING 2,152 1,249 688 66
In year reduction 903 561 622
Total reduction 2,086

The table shows that these sources of funding will have reduced by £2.086
million over the period to 2020.

Retained Business Rates — baseline funding to 2020

In addition to the funding streams contained within the multi-year offer the
Council also retains a share of business rates income.

The current localised business rates scheme came into effect on 1 April 2013
and at that time represented a fundamental change in local government
funding policy. Prior to its introduction all business rates income was paid over
to central government. The income was pooled nationally and was then
redistributed back to councils in the form of revenue support grant, based on
the government’s assessment of each authority’s deemed funding need.

Under the current scheme business rates income is split equally into a local
and central share. The central share is paid to central government and the
local share is retained by local authorities. A tariff and top-up mechanism
exists within the system to balance an authority’s target local share of
annually retained business rates income with the amount of funding the
government deems it needs to fund its services (its funding baseline). Where
an authority’s target retained share of business rates exceeds their deemed
funding need a tariff is payable back to Central Government and where an
authority’s retained share is less than its deemed funding need a top-up
payment is received. This council is a tariff paying authority.

The business rates funding baseline is determined within the Local
Government Finance Settlement. When the retained business rates scheme
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4.2.4

was introduced the government confirmed that funding baselines would not be
reset until at least 2020. Historically business rate multipliers and baselines
have been increased by RPI each year, however the budget announcements
made in November 2017 confirmed that from 1 April 2018 they will be inflated
by CPI.

Core funding post 2020

In the 2015 Autumn Statement the Government announced that by 2020 local
authorities will retain 100% business rates income under the Business Rates
Retention scheme (as opposed to the current 50% scheme), and alongside
the 2016/17 Local Government Finance Settlement announced the Fair
Funding Review, which will determine the baseline levels of business rates
income retained by each local authority (funding baseline).

In December 2017 the government adjusted the locally retained share for
2020 to 75%, however the government have confirmed that they remain
committed to a 100% scheme post 2020.

The Fair Funding review will assess how much funding each authority is
deemed to need; taking into account factors such as population,
demographics, deprivation, sparsity, rurality and ability to generate Council
Tax revenue. The last funding needs assessment was carried out in 2013/14,
however was largely focussed on updating the data used in the assessment
rather than revising the areas included within the calculation. The needs
formula hasnot been thoroughly reviewed for over a decade and is now
considered to be outdated.

The outcome of the Fair Funding Review will establish the Council’s baseline
funding levels under the updated Rates Retention Scheme therefore is an
extremely important determining factor in the levels of funding post 2020. A
Fair Funding Review: Call for evidence paper was published in 2016 and
consultation papers, asking for feedback and suggestions for areas to be
considered within the revised needs assessment, were published alongside
the 2018/19 and 2019/20 provisional settlements.

The Government has recognised in recent years that additional costs are
associated with service delivery in rural areas and has introduced rural
services grant funding to compensate authorities for these additional costs.
These additional costs will likely be factored into the updated needs
assessment. Worryingly, the sparsity weightings used to calculate historic
rural grant allocations have meant that, despite the Borough containing large
expanses of rural areas, the Council’'s share of the rural services grant funding
is negligible (E17k in 2018/19). The Council therefore made representations to
try to address this shortcoming as part of the review of the needs assessment.

Being a coastal resort the Council is also affected by additional cost pressures

arising from tourism visitors (e.g. higher street cleansing costs) and coast
protection schemes. This was also factored into the Council’s response to the
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4.2.5

Call for Evidence paper in the hope that these areas will be considered in the
revised assessment.

The most recent consultation paper, which was published in December 2018
proposes that deprivation be removed from the funding needs assessment,
which could negatively affect the Council’s allocations.

The Government has confirmed that the Fair Funding Review will be
implemented in 2020/21. It is considered likely that short term transitional
measures will be put in place as part of the review to temper significant
funding changes that affect individual local authorities and these measures
are currently being consulted upon.

The Council's financial projections incorporate core funding reductions of
£2.5m over the 3 years to 2022/23 in addition to £936k reductions in business
rates growth (see below). The projections currently assume that £1.436m of
those funding reductions will arise in 2020/21, however there is a risk that this
figure could vary substantially.

Retained Business Rates - growth

Within the current system local authorities that successfully increase business
rates income and exceed their target funding baseline keep up to 50% of the
growth, with tariff paying authorities becoming liable to pay a levy of up to
50% on that growth. The money raised from this levy is used to fund a safety
net system, which protects councils that see significant reductions in their
business rates income and do not achieve their funding baseline in any one
year.

In 2018/19 levy payments made to Central Government exceeded safety net
payments and as part of the 2019/20 provisional settlement announcements
the government confirmed that it would distribute this surplus back to local
authorities in proportion to assessed funding need. The Council’s share of this
distribution is £64k.

The table below sets out Scarborough Borough Council’'s anticipated share of
business rate income for 2019/20 compared to the business rates baseline
under the 50% localised scheme.

£000

Projected Net Yield from Business Rates in 2019/20 34,202
Scarborough Borough Council Share (40%) 13,681
Anticipated grant to cover the Borough Council's share of the

cost of government initiatives 3,283
Borough Council Tariff (payable to Central Government) (10,331)
Retained Business Rates 6,633
Business Rates Baseline (per LGFS) (4,217)
Surplus Business Rates 2,416
50% levy (1,208)
Anticipated retained growth in Business Rates income 1,208
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After accounting for the 50% levy, the Council's share of retained business
rates in 2019/20 is projected to be £1.208m higher than the business rates
baseline.

Historically £770k of business rates growth has been committed to balance the
revenue budget and the remainder has been set aside to provide investment in
the capital programme and a contingency for appeals. To mitigate the effects of
core government funding reductions and protect front line service delivery a
further £369k of business rates growth will be used-to support the revenue
budget in 2019/20, taking the total sum to £1.139m. The remaining projected
surplus will be retained as a contingency against higher than anticipated
successful business rate appeals.

Business rate baselines will be reset in 2020/21 therefore it is anticipated the
Council's share of business rates growth will reduce in that year. The table
below shows the levels of business rates growth committed within the Council’'s
revenue budget projections:

2018/19 2019/20 2020/21

Growth committed in the revenue
budget proposals 770 1,139 203

Effect on the funding gap 369 (936)

Business Rates Pooling

In 2014/15 the Council entered into a business rate pool with North Yorkshire
County“Council, Ryedale District Council, Craven District Council, Hambleton
District Council and Richmondshire District Council. Under the pooling regime
authorities within a pool are treated as a single authority for the purposes of
the localised Business Rates Retention scheme.

Individually each District Council would be required to pay a 50% levy on their
share of growth in business rates income. The major advantage of creating a
pool under the current Rates Retention Scheme is that the overall pool levy is
reduced to nil when each of the authorities are treated collectively as a single
authority. The levies saved through the North Yorkshire Pooling arrangements
are distributed back to pool members through a pool dividend.

The key aim of the North Yorkshire pool is that no participant will receive less
funding than if they had not pooled. The first call on any net pool surplus will
be to put each authority in the position it would have been in had the pool not
existed and residual surpluses are then distributed back to member authorities.

In July 2018 the government published an invitation document offering all local
authorities in England the opportunity to apply to pilot the 75% Business
Rates Retention scheme in 2019/20. The purpose of the pilot scheme is to
test increased business rates retention and to aid the government’s
understanding of the required funding transition prior to its introduction in April
2020.
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4.2.9

After significant deliberation and negotiation between local authorities it was
agreed that a bid covering the North Yorkshire and Leeds City Region area
would be submitted. The general principle agreed as part of the submission
was that any participating authority would be no worse off under the new pool
than they would otherwise have been under the 50% scheme.

In December the government announced that the North and West Yorkshire
bid was successful and the pool will be created for the 2019/20 year. The
original modelling for the pool showed that the Councilwould receive a
dividend of approximately £900k from the pooling arrangements, although
these figures are currently being updated based on more recent projections.

In addition to the extra income retained by local authorities a proportion of
surpluses generated will be top-sliced to create a fund to investin regional
and local projects that create further growth across the pool area. The original
projections estimated that this pot could equate to as much as £6m and the
Council will be able to make bids against these funds.

The receipt of the pool dividend is predicated upon each authority within the
pool achieving their business rates targets. Historically the outturn position for
business rates has been significantly lower than original projections due to
higher than expected levels of business rate appeals.

As per previous financial years the Council’s potential dividends from pooling
have not yet been committed in the budget, and it is proposed that they be
earmarked for the Capital Investment Strategy.

New Homes Bonus

In February 2011 the government published the proposals for New Homes
Bonus (NHB); a scheme that was designed to incentivise local authorities to
increase housing supply by rewarding them with a 6-year grant for each new
house created within the area.

In its Spending Review and Autumn Statement 2015 the Government
announced that it aimed to reduce NHB funding nationally by £800m over the
Spending Review period and redirect those resources to adult social care.
The revised proposals determined that the period of grant allocations would
be reduced from six to five years in 2017/18 then to four years in 2018/19, and
that future payments would only be made for housing delivery above an
annually determined national baseline figure. This baseline was set at 0.4% in
2019/20.

The NHB figures built into the Council's funding projections assume that
allocations will continue to be made for a period of 4 years and that the
baseline will remain at 0.4%. The continuation of the NHB scheme is under
review as part of the Fair Funding Review and there is a high risk that the
scheme will be fundamentally reviewed in 2020/21 or scrapped in its entirety,
which will affect the resources available to the Council.
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4.3

5.0

5.1

FUNDING FROM ONE OFF COUNCIL TAX SURPLUSES

Each year the Council aims to set a balanced budget without the need to rely
on the unplanned use of one-off funding. Where one off funding is used to
balance the budget it increases the funding gap for the following year.

The budget proposals factored in £135k one off Collection Fund surpluses for
2018/19 and £165k for 2019/20, which increases the funding gap in the
following year.

STRATEGY FOR ADDRESSING THE FUNDING GAP

The budget strategy for addressing the funding gap will continue to build on the
themes of the existing Efficiency Plan. The core themes of the Plan can be
summarised as follows:

Transformational efficiencies and commercialisation;

Investment to support economic growth;

Strategic review of the Council’s role in the delivery of services and use
of assets; and

Planned use of reserves and Investment Fund

Each of these areas are dealt with in turn in the sections below.
TRANSFORMATIONAL EFFICIENCIES AND COMMERCIALISATION

Several years ago it/was acknowledged that the historic ‘salami slicing’
approach to budgeting, which _applied the same % savings targets across all
service areas, was not a sustainable long term strategy for the Council.
Although. this approach ceased it was not replaced with an alternative,
consistent strategy for the identification of savings therefore what resulted
was an annual, piecemeal approach to budgeting.

To alleviate this issue the Council has established a Corporate Modernisation
Programme (formerly known as the Transformation Programme), which aims
to challenge existing working practices and put new processes and systems in
place to create future efficiencies. It was always intended that this programme
would form the cornerstone of the Council’s budget savings agenda.

The Programme is led by the Council's Chief Executive and Commercial
Director, alongside a project lead officer and includes Services Unit Manager
representatives from finance, audit, human resources, commercialisation and
IT. A Board consisting of the Directors Team, officers and members oversees
the work of the group.

A number of business analysts have been employed or seconded from

service areas within the Council to assist with the delivery of the programme
and undertake service reviews.
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The overarching themes of the programme are as follows:

Digitalisation (to reduce the costs and administration associated with
paper storage and records);

Customer self-service (by offering easy to use, 24 hour access to online
information and request forms for those customers that wish to use them);
End to end paperless solutions (ensuring that online customer requests
seamlessly integrate with back office systems to avoid the re-keying of
information);

Single Truth databases (to stop duplicate, contradictory information
being maintained across the Council);

Improved Customer Service (by keeping customers informed when they
request information or services from the Council and make more services
available online);

Commercialisation and Joint Working (to determine whether service
areas could increase existing income sources or sell their services to
external customers)

Like many other local authorities the Council is keen to purse commercial
opportunities to alleviate budget pressures, rather than relying purely on cuts
in service or expenditure. To facilitate this the Council nhow employs a
Commercial Director and a Commercial Manager. There are significant
overlaps between the Corporate Modernisation and commercialisation agenda
therefore all commercialisation work -streams. feed through the Corporate
Modernisation< Programme to ensure that they are managed via one
overarching, high level process.

As part of the Corporate Modernisation process all Service Unit Managers
have been asked to.complete a suite of service review documents. The aim of
the documents is to review each service’s current position in terms of
strengths; weaknesses, issues and threats (SWOT), evaluate outside factors
affecting the business and the aspirations and vision for the service moving
forward. These documents are being used to pull together a corporate
programme of actions to deliver service improvements and budgetary savings.
A review of fees and charges is also being undertaken to complement this
piece of work. To date six SUM review meetings have taken place and the
process has started to deliver positive outcomes for the Council.

All budgetary savings will in future be managed under the Corporate
Modernisation umbrella and will be overseen by the Corporate Modernisation
Board.

INVESTMENT TO SUPPORT ECONOMIC GROWTH AND THE STRATEGIC
REVIEW OF THE COUNCIL’S ROLE IN THE DELIVERY AND USE OF
ASSETS

The Council will continue to prioritise and invest in economic growth and this
will play an integral part in the Council’s budget strategy going forward. This in
turn should deliver significant financial benefits for the Borough in terms of
retained business rates income and job creation.
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6.0

7.0

It is proposed that any business rate pool dividends will be earmarked to
provide investment in the Council's Capital Investment Strategy or
transformation programme. This will assist the Council in delivering its key
transformational and economic growth aspirations.

One of the commercial themes within the Council’'s budget strategy is the
proposal to invest in assets to generate a revenue return and this is now
supported by the Council’'s Property Investment Strategy; which was approved
in May 18.

PLANNED USE OF RESERVES

The Council’s Medium Term Financial Plan projections assume that £0.5m will
be drawn from reserves over the period to 2021. The monies to fund this draw
were earmarked from one-off budgetary underspends achieved in the 2017/18
financial year. A £200k draw from reserves was approved as part of the
2018/19 budget proposals and it was originally intended that the remaining
£300k would be built into the 2019/20 budget.

The projections for the 2018/19 financial year currently anticipate an
underspend against the revenue budget, therefore the £200k can be retained
in the reserve for use in a subsequent year. Similarly the move to a 3 year
budget setting process has resulted in_an overachievement of savings in the
2019/20 year, meaning that the £300k planned draw for that year will not be
required.

The £500k reserve has been maintained and is now earmarked for use in the
2020/21 financial year to. mitigate against higher than expected levels of
funding cuts arising from the Fair Funding Review.

The 2016 Financial Strategy established an Investment Fund to provide one-
off funding for schemes that will help the Council to deliver revenue savings in
2016/17 and beyond.  The uncommitted balance of the reserve currently
stands at £300k and it is proposed that a further £300k be transferred to the
reserve from the pension reserve. Future expenditure from the reserve will be
driven by the Council's Corporate Modernisation and savings programme.
The authority to approve expenditure from the Investment Fund is delegated
to the Director's Team in consultation with the portfolio holder for Corporate
Investment.

PROPOSED SAVINGS OPTIONS

The proposed savings for the 2019/20 year are attached at Appendix A3.
Indicative savings proposals for 2020/21 and 2021/22 are attached at
Appendices A3.1 and A3.2, although these are still being developed and may
be subject to change.

STAFFING IMPLICATIONS
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8.0

9.0

The Council has recognised that to achieve efficiency savings that minimise
the impact on the delivery of front line services there will be a need to reduce
staffing numbers, which will inevitably result in redundancies.

Where possible, all employees that could be directly affected by the changes
will be notified prior to this report being published. Any savings proposals
affecting staff will be closely managed and consultation will take place with all
Trade Unions. The Council has a strong commitment to try and minimise the
impact on staff and number of compulsory redundancies by utilising natural
wastage and providing some training for staff to support this.

SUMMARY OF THE BUDGET POSITION
Table 8 summarises the net budgetary position as detailed in this report.

Table 8 — Summary of Budget Position

Report 2019/20.| 2020/21 | 2021/22
Table
Reference |  £’000 £°000 £°000
Funding Gap Table 1 1,123 2,392 1,356
Add back use of reserves in | Section 5.3
previous year 200 -
Planned use of reserves Section 5.3 (500) 500
Council Tax surplus Section
41.2 (165)
Savings Append A3 | (1,543) | (1,474) (125)
Investment in one-off
expenditure Section 9 385
Shortfall - 418 1,731

In order to achieve the above position for 2019/20 there is a requirement to
approve all of the savings proposals identified within Appendix A3 of this
report. Where savings are not deemed to be acceptable alternative savings of
an equivalent value will need to be identified.

Due to the success of the Council’s move towards a longer term budget setting
process, prudent budgeting and the embedding of the Corporate Modernisation
process the savings identified for 2019/20 exceed the amounts required to
balance the in-year revenue budget. This has created a sum of money to invest
in one off expenditure in 2019/20, but more importantly has reduced the amounts
of savings that need to be identified in 2020/21.

The table shows that good progress has already been made towards identifying
potential savings for the 2020/21 year. The Corporate Modernisation SUM
review process is achieving positive outcomes therefore it is hoped that the
£2.14m residual shortfall identified in the table above will be deliverable through
via the Corporate Modernisation process.

INVESTMENT IN ONE-OFF FUNDING PRIORITIES / BUDGET PRESSURES
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The following areas have been identified as areas that require one-off funding in
the 2019/20 year:

£000
Peasholm shows 22
Peasholm Café 17
Scarborough Market 30
Olivers Mount Race Circuit 33
Reductions in rental income 60
Increases in recycling processing costs 38
Increases in temporary housing costs 70
Addressing climate change 80
Cinder Track 30
Balance — to capital 5
TOTAL 385

Further details are provided in Appendix A2.2.
ASSESSMENT

Central Government have provided provisional grant settlement figures for the
four year parliamentary period to 2019/20 and, although the principle of a four-
year settlement is welcomed and aids the Council’s longer term financial
planning, the level of the funding cuts proposed are extensive and show that in
cash terms the Council's core annual funding from central government in
2019/20 will'be £8.264m (66%) less than the funding received in 2010/11.
These funding cuts are exacerbated by the Council’'s decision to aid its tax
payers by freezing Council Tax levels between the periods from 2010/11 to
2015/2016 and forego the associated ongoing revenue streams that Council
Tax.increases could have secured.

The extent of the Council’'s budget shortfall each year is not only dependent on
cuts in funding, but also by the level of growth required in the revenue budget.
Unavoidable cost and inflationary pressures continue to put strain on the
Council’s budget position. As funding sources reduce, and budgets tighten, it
will become increasingly important to restrict growth in budgets and be mindful
that any growth allowed in budget will need to be funded from corresponding
cuts in other service areas.

Over the financial years 2010/11 to 2018/19 ongoing savings of circa £18m
have had to be made from the Council’s annual revenue budget. As staffing
resources reduce and savings become harder to identify it is becoming
apparent that the length of time needed to deliver savings is increasing.

Last year the Council moved to a more detailed 3-year budget setting
programme, which has proved to be very successful. The Council has
identified the required level of savings to meet its budget projections in 2019/20
and, with the embedding of the Corporate Modernisation Programme, is now
well placed to meet the financial challenges anticipated for the following 2
years.
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The Council’s budget projections anticipate that core government funding and
retained growth from the localised business rates income will stand at £3.5m in
2021/22, compared to £12.5m in 2010/11. These figures demonstrate that the
Council is now significantly less dependent on central government funding and

is nearing “self-sufficiency”, which should hopefully reduce the Council's
financial risks moving forward.
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BUDGET PRESSURES

APPENDIX Al

2019/20 2020/21 2021/22
£°000 £’000 £°000

Benefits and The Council receives an annual subsidy for Housing Benefit and Local Support for
Localised Council Tax Administration. In similar vein to recent years we are anticipating a
Support for reduction in the amounts of funding for these activities. The funding announcements
Council Tax for the 2019/20 grant allocations are provisional.
Administration 6 30 -
Subsidy
Business Rates | The amounts of business rates payable on commercial properties are periodically
revaluation revalued nationally to take into account variations in market rents across the country.

A new ratings list came into effect on 1 April 2017 and resulted in increases of

approximately £0.5m over the period to 2021. This increase is partially mitigated in

the earlier years through transitional relief.

Where appropriate business rate appeals will be submitted to try to reduce the cost of

the Council’s overall business rates bill. 185 110 61
Loss of chalet A recent landslip within the South Bay has resulted in a loss of income from beach
income due to chalets within the area. 10 - -
landslip
Corporate The 2018/19 budget included £29k Corporate Modernisation savings that at the time
Modernisation of writing the report had not been identified. These savings have now been achieved
savings and are detailed within'the list of savings attached at Appendix A3 29 - -
Loss of A housing development at Crab Lane, Crossgates resulted in the creation of a large
commuted sum area of public open space within the vicinity. The maintenance of this space has been
baseline funding | undertaken by the SBC Parks service and a commuted sum was received from the

developer to support this ongoing maintenance over a ten year period. This

commuted sum ends in 2019/20. 10
TOTAL 240 140 61
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MEETING PRIORITIES — BASE BUDGET GROWTH

APPENDIX A2.1

BID DETAILS 2019/20 2020/21 2021/22
£°000 £°000 £°000

Increase in revenue The council must increase its annual contributions into the
contributions to fund Capital Development Reserve to make provision for future
capital expenditure and | projected capital expenditure and borrowing costs, particularly
borrowing costs in respect of vehicle replacements, asset management and

coast protection works. 109 53 50
Town Hall Security Budget to provide enhanced security within the Customer First

service at the Town Hall on an ongoing basis 30 - -
Destination Business Budget to fund the additional levy.on Scarborough Borough
Improvement District Council properties
(DBID) levy 33 - -
Restructure of Estates To provide a managerial post within the Estates service to take
Service forward the Council’'s.aspirations in terms of asset challenge

and property investment opportunities 15 - -
Restructure of Restructure of governance roles and responsibilities across the
Governance roles and Council 13 - -
responsibilities
Loss of rental income Loss of net rental income associated with the sale of Skinner

Street 5 - -
Investment in the To provide base budget funding for Business Analyst resource
Corporate to help the Council to deliver the savings required from the
Modernisation Corporate Modernisation programme. These costs are
Programme currently funded from the Investment Fund - 37
Text reminders for bin Base budget provision for the cost of text reminders for
collection days changes in bin collection days on bank holidays. For the

2019/20 year this cost will be funded from the Investment Fund - 4 -
Contingency Budget contingency to fund unknown costs / budget pressures /

one off priority expenditure - 200 200
TOTAL 205 294 250
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MEETING PRIORITIES — ONE OFF INVESTMENT

BID

DETAILS

£°000

Peasholm shows

In 2018/19 the Council invested in shows at Peasholm Park to attract people to the
venue. The shows proved popular and increased footfall at the Park so it is proposed that
they be continued for the 2019/20 year. The long term continuation of the shows will be
reviewed after the 2019/20 season.

22

Peasholm Café

The budgeted rental income for Peasholm café is not currently being achieved. The lease
is up for renewal during 2019/20 and it is expected that the budget will be achievable in
future years.

17

Scarborough Market

The capital works at Scarberough market have proved successful, and the income
generated from the new mezzanine floor and market vaults are exceeding expectation.
There are however vacancies within the main market hall, which has meant that the
additional income targets included in earlier year budgets are not being achieved in their
entirety. The manager responsible for the venue has put actions in place to try to address
these issues,including investment in a marketing plan for the venue, so it is hoped that
this shortfall will not recur in future years.

30

Olivers Mount Race
Circuit

The Council is currently seeking a potential operator for the circuit for 2019/20. However,
it is likely that any new operator may look to the Council for assistance in the first year. As
a result the Councilimay wish.to have the option to waive any rental fee should a long
term relationship be agreed with a new operator.

33

Short term reductions
in rental income

Short term reductions.in rental income agreed in order to retain a tenant over the longer
term, create and retain jobs within the Borough, maximise business rates income and
avoid vacant property costs.

60

Increases in recycling
processing costs

Increases in the contract price for the processing of recyclate costs. Costs are subject to
fluctuations depending on the overseas markets for recycled materials.

38

Increases in temporary
housing costs

The Homelessness Reduction Act and the introduction of Universal Credit has had, and
will continue to have, far reaching implications upon the Councils approach to preventing
and relieving homelessness within the Borough. The Council now has a responsibility for
helping a much broader group of people in turn increasing the financial pressures upon
the Council. These changes have resulted in significant increased costs and while
measures have been taken to minimise the impact on Council resources increased costs
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BID

DETAILS

£°000

are inevitable.

The budgets in this area will be closely monitored.-during 2019/20 and preventative
actions to try to reduce future year costs will be reviewed

70

Addressing climate
change

Monies to support the Council’s target to commit to achieve carbon neutrality by 2030,
and work with governments and partners to determine and implement best practice
methods to limit climate change and global warming to within acceptable parameters

80

Cinder Track

In January a report was presented to Cabinet covering the findings and recommendations
of an Overview and Scrutiny Task Group Review of the Cinder Track. The work of the
task group was endorsed by the Overview and Scrutiny Board on 5 December 2018
(report ref 18/280) and by Cabinet in January:

These monies are to provide a £20k budget for ecological surveys and a £10k
maintenance budget to undertake essential works on the track.

Cabinet have endorsed a £70k bid for ongoing maintenance requirements on the Track
and this will be included for consideration:in future year budgets alongside a holistic, long
term plan for the Track in terms of the capital funding applications, alternative funding
models engaging the voluntary and .community sector and income generation
opportunities, which were all identified within the Task Group’s findings.

30

Capital Strategy

The balance of one off monies will be earmarked for use within the Council’s capital
strategy.

TOTAL

385
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APPENDIX A3

EFFICIENCY AND OTHER SAVINGS PROPOSALS 2019/20

Description Total High Medium Low Equalities
£ Risk Risk Risk eluluizals Assessment
Phase 2 of the review of public convenience provision across EIA has
the Borough. First phase of the review have delivered £200k already been
taking the total savings from the review to £300k. Phase 3 of completed as
the review will continue to deliver the Public Convenience part of the
Provision Plan which will see remaining facilities reviewed, Public
giving consideration to the business case for the Conveniences
implementation of pay-on-entry; devolution of the provision of Review
certain toilets to Town and Parish Councils; engagement with
the private sector to redevelop toilet facilities or for facilities to
close. A further report is scheduled to be brought to Cabinet in
February with further recommendations for specific toilets
Public Conveniences Review 100,000 58,000 42,000 | included in phase 3.
Invest to Save scheme Savings following full repayment of prior year Invest to Save None Required
repayments 24,041 24,041 | Investments
Phasing out of voluntary sector grants over a 3 year period. Considered as
) . part of Scrutiny
Reductions in voluntary sector Thgs_e grant reduct!qns were approved in 2016/17 and grant Board Report
recipients were notified at that time. .
grants 3,000 3,000 in Oct 2016
Net saving from the outsourcing of indoor leisure facilities
following completion of the Leisure Village (after adjusting for .
L g None Required
upfront costs in early years of the operating contract). The
X : . - no effect on
base budget saving has been spread over several financial service
Savings on Leisure Operator years and the annual savings will total £570k after upfront
Contract 220,000 220,000 | costs have been funded
Rollout of e-billing to cover NNDR and Council Tax bills. This Stage 1
level of saving will require approximately 15% take up across assessment
E-billing - further rollout 3,000 3,000 NNDR and Council Tax completed
Reductions in annual Service Stage 1
Level Agreement contributions to Saving still under negotiation with the Trust assessment
Scarborough Museums Trust 100,000 100,000 completed
Reductions in net running cost of the facilities following pro-
Evron Centre and Falsgrave active work to maximise rental and ancillary income generated | None required
Community Centre 20,000 20,000 | from the venues
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APPENDIX A3

EFFICIENCY AND OTHER SAVINGS PROPOSALS 2019/20

Description Total High Medium Low Equalities
£ Risk Risk Risk eluluizals Assessment
Savings linked to scheduled capital investment in street
lighting column replacements in conjunction with NYCC. As a
result of the works on-going responsibility for the new columns
will transfer to NYCC. Approximately 1,000 columns are None required
scheduled for replacement over a 10 year. Current projections
anticipate that 641 (61%) columns will have been replaced by
Utilities / Street Lighting 37,000 37,000 the end of 2019/20
£80k based on the ADAS (external consultant) report on the To be
proposal to buy in plants and relocate the parks service to completed as
Relocation of Manor Road to Dean Dean Road Depot. Costings and final proposals still to be part of the
Road and purchasing of plants 80,000 80,000 finalised project
ggrt[r;;rri(e;rC|al|satlon O e 328,000 328,000 Net return generated from investments made to date None required
Additional income generated via the review of the Commercial
Waste and review of fees and charges. The total savings None required
achieved from the review of Commercial Waste and holiday
Commercialisation of services 150,000 150,000 | lets now stands at £330k
Increase in local taxation court costs to achieve full cost SEgR
. recovery. assessment
Increase in C Tax / NNDR costs 30,000 30,000 completed
BT Fibre costs are no longer required following the
Replacement of Whitby CCTV replacement of CCTV cameras in Whitby, funded from the None required
cameras 17,000 17,000 | Investment Fund
Replacement fuel tank funded via Investment fund will achieve N .
. . one required
Fuel tank replacement 7,300 7,300 | savings in fuel costs
Additional savings delivered through making 3 year upfront
payment of pension contributions plus savings on historic None required
Savings in pension contributions 17,500 17,500 | pension costs
Contingency Budgets 87.000 87,000 Residual contingency budget from 2017/18 None required
External audit fees 18,000 18,000 | Savings in external audit fees None required
£70k growth was applied to the parks service for 2018/19 with
the intention that the growth would be for one year only. The
Removal of enhanced grass savings options to achieve these savings will be identified as None required
cutting budget established in part of the Corporate Modernisation Review of the parks
2018/19 70,000 70,000 service
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EFFICIENCY AND OTHER SAVINGS PROPOSALS 2019/20

Description Total High Medium Low Equalities
£ Risk Risk Risk eluluizals Assessment
Additional‘income from the marketing service, including
Additional income - marketing and corporate sponsorship opportunities and maximisation of None required
sponsorship 50,000 50,000 income through improved marketing of council services.
Savings identified via the Corporate Modernisation review of S
. , . admin functions within the council assessment
Review of back office functions 29,000 29,000 completed
Considered as
Reduction in grant funding for Gladstone and Falsgrave part of Scrutiny
Resource Centre. Reduction already agreed with the recipient | Board Report
Reduction in external grants 5,000 5,000 in Oct 2016
The authority has now engaged with an agency to place media
inserts for public notices via the LGRP procurement .
framework, resulting in reduced rates and more efficient use of Nene capliee
Planning advertising costs 5,000 5,000 | advertising space
Evﬁ?lil;:;s - income from partnership 20,000 20,000 Income from partnership working with Ryedale None required
Increase in capital salary Inflationary increases in charge out rates linked with increases None required
recharges 12,000 12,000 in staffing costs resulting from pay awards.
Reductions in postage volumes following move to online
transactions and other initiatives and removal of enhanced
post sorting service from Royal Mail. 21% reduction in postage | None required
volumes achieved in first 6 months of 2018/19 compared to
Postage savings 27,500 27,500 | 2016/17
Reprofile the repayments of borrowing on the Leisure Village
to match the reducing interest costs to equalise the costs over | None required
Repayments of Borrowing 46,450 46,450 | the loan term
Reduction in costs of Ipads following the repayment of the
Reduction in ongoing costs of capital outlay (previously incorporated in the annual rental None required
Ipads 15,143 15,143 | charges)
Fees and charges for the Estates Professional fee income generated by the Estates service in None required
service 22,000 22,000 relation to property and lease transactions q
Overall Total (excluding those
where savings not known) 1,543,934 208,000 224,000 | 1,111,934
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EFFICIENCY AND OTHER SAVINGS PROPOSALS 2020/21

Total 8
Description Saving Narrative

Leisure Operator 150,000 | Additional net saving from eutsourcing of indoar leisure facilities

Additional returns from the Property Investment Strategy. Based on the 2% return on the £30m investment
Commercialisation of asset portfolio 272,000 | approved in the 2018 Financial Strategy
Rental income from old Filey TIC site 6,000 | Rental income from-old Filey TIC site
One off budgets made available from savings
identified in 2019/20 385,000 | Ongoing savings identified for the 2019/20 year and used to fund one-off expenditure
High level savings identified through the High level savings options have been identified however proposals are still subject to detailed costings and
Corporate Modernisation process 661,000 | feasibility work
Overall Total (excluding those where savings not
known) 1,474,000
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EFFICIENCY AND OTHER SAVINGS PROPOSALS 2021/22

Total .
Description Saving Narrative
Leisure Operator 100,000 | Additional net saving from outsourcing of indoor leisure facilities
High level savings identified through the High level savings options have been identified however proposals are still subject to detailed costings and
Corporate Modernisation process 25,000 | feasibility work
Overall Total (excluding those where savings not
known) 125,000
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APPENDIX B
CAPITAL BUDGET

INTRODUCTION

This appendix focuses on the Council’s capital budget, which is currently
underpinned by the Capital Development and Capital Contingency Reserve.

It provides details of:
Capital reserve projections
Additions to the Capital Programme 2019

Future capital strategy proposals‘and resource projections

CAPITAL RESERVE PROJECTIONS

This Council’s current capital programme is underpinned by the Capital
Development Reserve and Capital Contingency Reserve.

CAPITAL DEVELOPMENT RESERVE (CDR)

The Capital Development Reserve -identifies the capital funding available to
the Councilto progress:-

Planned vehicle‘'and equipment replacements

Planned infrastructure works and replacements

Asset Management works; and

Statutory requirements (such as the provision of disabled facility grant
funding)

The reserve aims to match available capital resources to scheduled
investment over a 10 year period to ensure that capital resources are not over
committed. It provides a mechanism by which capital spending is controlled,
and ensures that the implications of capital spending in terms of the revenue
impact are planned and minimised.

In order for Members to have confidence when making the major strategic
decisions required on capital investments, clear direction is required on the
availability of resources and the impact of decisions made.

Table 1 shows the projected resource availability for the Capital Development
Reserve over the next 10 years. Further details on the detailed spending
plans for 2019/20 are set out Section 3.

Table 1 — Capital Development Reserve Projections 2019-2029
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2.3

£000’s £000’s

Table still to be completed.

A Breakdown of expenditure by scheme is included.in Appendix G

Section 4.1 of this appendix sets out that a number of funding sources have
been earmarked within recent year-budgets to develop a robust, long term
capital investment strategy for the Council. This strategy is still under
development and the resources available to take it forward are not recognised
in the table above.

The Capital Strategy will be subject to further reports to Members during 2019
and the Capital Development Reserve projections and proposals shown
above will be updated as part of that Strategy.

CAPITAL CONTINGENCY RESERVE (CCR)

The current uncommitted balance on the CCR is £505k and a further £100k
contribution from the revenue budget will be added to the reserve in 2019/20.

The optimum balance of the reserve (excluding coast protection contingency
budgets) has been set at a range of between of £0.5m to £1.5m therefore the
uncommitted balance is currently within this range.

Separate contingency budgets are retained within Coast Protection scheme
budgets therefore the balance on the reserve is currently considered to be
adequate, however consideration will be given to increasing the balance
available within the reserve as part of the new capital strategy, depending on
the value and types of capital expenditure proposed for inclusion.

ADDITIONS TO THE CAPITAL PROGRAMME 2019
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Given the pressures on the revenue budget it is essential that the Council
does not over commit its capital resources, and where possible uses its
capital resources to reduce future year pressures on the revenue budget.

The additions proposed for inclusion within the 2019 Financial Strategy have
been restricted to the cost of scheduled vehicle and equipment renewals,
lighting column replacements and Disabled Facilities Grants, pending the
approval of an updated Capital Strategy during 2019.

Table 2 — new schemes proposed for inclusion in 2019/20

SBC External | Total
Contribution | Funding | Budget
£000 £'000 £000
Vehicles and Equipment Replacement
Vehicles 247 - 247
Equipment 155 - 155
ICT 189 - 189
Planned Infrastructure
Lighting Column Replacement 100 - 100
Statutory Requirements
Disabled Facilities Grants (DFG’s) - 1,448 1,448
TOTAL EXPENDITURE 691 1,448 | 2,139

CAPITAL STRATEGY 2019 ONWARDS

It is recognised that the Council has delivered an extremely ambitious
regeneration programme in recent years and, as a result, has benefited from
increased funding from the localised business rates scheme.

The revenue budget proposals attached at Appendix A set out that the
Council wishes to continue with its strategy of prioritising and investing in
economic growth and that this will play an integral part in the Council’s budget
strategy going forward. In addition the Council has approved a £30m fund to
take forward a commercial investment strategy, which will generate financial
returns to support the revenue budget. This fund is allocated and governed in
accordance with the Commercial Investment Strategy but all capital
expenditure will continue to be managed via the overall capital investment
strategy.

In order to ensure that capital resources are not overcommitted over the
longer term period investment in economic growth must be considered
alongside the requirements to fund essential maintenance and infrastructure
backlog works on the Council’s existing asset portfolio.

An exercise is currently being undertaken to obtain up to date condition and

infrastructure surveys for all assets owned and managed by the Council. The
information from this exercise will be used to prioritise future maintenance
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4.1

expenditure and asset holdings and allow a detailed, long term plan of asset
repairs, maintenance and sales to be established.

These maintenance plans will be factored into the Council’s future capital
budget proposals and any proposed asset sales will be factored into capital
receipt projections.

Uncommitted Capital Resources

In addition to the £30m borrowing approved for the . Commercial Investment
Strategy the Council is aware of the following funding sources that are not
currently committed within the current budget proposals.

Business Rates pool dividends and surpluses

Business Rates refunds (from successful appeals lodged against the
2010 rateable values of Councilowned properties)

Commercial return on the loan for the Sands Waterpark

One off Treasury management savings arising from delays in
scheduled capital expenditure

Future capital receipts

Potential one-off receipts. from historic VAT claim on indoor leisure
activities

The monies available from the above sources will be utilised to develop a
robust, long term capital investment strategy from 2019 onwards. The Capital
Investment Strategy will integrate with the revenue budget projections as well
as the Property Asset Management Plan, the Commercial Investment
Strategy and the Priority Projects Plan.

The establishment of a more robust capital investment strategy should ensure
that capital resources are utilised in‘a planned and structured way and provide
funding to take forward priority schemes that will deliver the Council’s longer
term strategic priorities and objectives. It may also result in the achievement
of revenue budget savings through areas such as reductions in asset
maintenance costs and reductions in borrowing costs .

The Capital Strategy will be subject to further reports to Members during
2019.
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APPENDIX B1

CAPITAL EXPENDITURE PROPOSED FOR INCLUSION IN 2019/20

SCHEME TOTAL COST DETAIL
£°000

VEHICLE & EQUIPMENT REPLACEMENT

Vehicles 247 | Separate provision exists within the Capital Development Reserve for the
replacement of essential, operational vehicles. The Fleet Manager assesses the
condition of existing assets prior to relevant replacement decisions being made.

Equipment and bin replacements 155 | The Council holds a separate provision for the replacement of refuse bin stocks
and boats for Peasholm boating lake.

IT systems and enhancements 189 | The Capital Strategy provides £2.223 million worth of investments in IT over the
10 year period covering the financial years 2018/19 — 2028/29. The strategy
incorporates a base investment of £189k per annum in order to keep the
Councils IT.infrastructure up to date and compatible with modern working
practices:

PLANNED INFRASTRUTURE

Lighting Columns 100 | Previous approval has been granted for the allocation of £1 million from the
Council’'s capital programme for the replacement of concrete lighting columns
across the Borough. This is a 10 year phased programme in conjunction with
North Yorkshire County Council. As a result of the joint working, on-going
responsibility for the maintenance and electricity costs of the columns will
transfer to NYCC.

STATUTORY REQUIREMENTS

Disabled Facilities Grants 1,448 | The Council has a statutory obligation to provide Disabled Facilities Grants in
order to provide adaptations to the homes of people with disabilities. The
2019/20 budgets are based on 18/19 base allocations with a 8% inflationary
figure added. This increase is in line with both historic inflationary increases and
the 2018/19 figure received following additional announcements in the October
budget.
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Appendix B2

Section 106 Agreements

Section still to be completed.
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APPENDIX B2.1
SECTION 106 MONIES HELD / DUE

Section still to be completed.
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APPENDIX C

INVEST TO SAVE STRATEGY
Introduction

The Financial Strategy outlines that the Council is keen to pursue commercial
opportunities, which can generate financial returns to support the revenue
budget. The Invest to Save Strategy will support this commercial approach.

Invest to Save schemes are those which have a capital cost, and associated
borrowing costs arise, but the ongoing savings delivered from the scheme cover
the borrowing costs. This results in both an improved revenue position (ie the
benefits of the proposal exceed the borrowing costs) plus improved service
provision through the capital investment.

All such proposals are considered in line with the Council’s capital programme.
The available funding for such proposals is in effect. unlimited, providing the
business case can be made.

All schemes will be assed for their viability, and contribution to corporate
priorities.

The maximum period to repay the initial investment is 40 years.

The repayments will be expected to repay the capital outlay, interest and a
provision to cover financial risk. In essence the Council incurs the borrowing, and
associated repayment/interest costs are then fully covered through the revenue
savings. An-allowance for risk will usually be included in the assessment. The
level of risk allowance will be determined by finance on a scheme by scheme
basis. Most schemes will therefore need to demonstrate that they more than
cover the borrowing costs, and deliver an overall net saving.

Interest

The rate of interest to be used in assessing whether the scheme meets the Invest
to Save criteria will be the marginal cost of borrowing at the time of the decision.
The interest rate will be fixed for the duration of the scheme.

All Invest to Save Schemes will be subject to a review report once the scheme
has been implemented, to ensure the financial savings identified are being
achieved. Where savings are not demonstrated, the relevant service would be
expected to find compensating savings. This rule ensures all services take a
prudent view of such scheme, in the recognition that any risks/non achievement
will ultimately fall back on them.

Information Requirements
To proceed with a request for Invest to Save, a capital bid must be made in line

with the capital strategy process. This will include detailed financial appraisal.
The appraisal will be subject to review from Finance.
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In summary the following stages apply to ITS schemes
Preparation of a Business Case and Risk Assessment (Service Unit Manager)

Financial Appraisal (Corporate Finance Manager / Accountancy Manager)
Report to Cabinet / Council to approve the expenditure (Director)
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APPENDIX D

TREASURY MANAGEMENT STATEMENT AND INVESTMENT
STRATEGY FOR 2019/ 2020

INTRODUCTION

1.1 Background

The Local Government Act 2003 (the Act) and supporting regulations requires
the Council to ‘have regard to’ the Chartered Institute of Public Finance and
Accountancy (CIPFA) 2017 Prudential Code and the  CIPFA 2017 Treasury
Management Code of Practice (the Code) and Ministry of Housing,
Communities and Local Government (MHCLG) Investment Guidance to set
Prudential and Treasury Indicators for the next three years to ensure that the
Council's capital investment plans are affordable, prudent and sustainable.

The Act therefore requires the Council to set out its treasury strategy for
borrowing and to prepare an Annual Investment Strategy; this sets out the
Council’'s policies for managing its investments and for giving priority to the
security and liquidity of those investments.

The suggested Strategy of the treasury management function for 2019/2020 is
based upon the treasury officers’ views on interest rates, supplemented with
market forecasts provided by the Council's treasury adviser, Link Asset
Services (Link).

The Council.is required to operate a balanced budget, which broadly means
that cash raised during the year will meet cash expenditure. A fundamental
part of the treasury management function is to ensure that this cash flow is
adequately planned, with cash being available when it is required. Surplus
funds are invested in counterparties or instruments commensurate with the
Council’'s risk ~appetite, providing adequate security and liquidity before
considering investment return.

The second main function of treasury management is the funding of the
Council’s capital plans. These capital plans provide a guide to the borrowing
needs of the Council, essentially the longer term cash flow planning to ensure
that the Council can meets its capital expenditure; together with maximising
any debt rescheduling opportunities that may arise to meet the Council’s risk
and cost objectives.

The Council defines its treasury management activities as: “The management
of the authority’s borrowing, 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”.

Unless otherwise stated this report follows the convention used by HM

Treasury in as much as years are always calendar years, not financial years
i.e. quarter 1 (Q1) refers to the January to March quarter.
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CIPFA Code of Practice

The Council adheres to the CIPFA Code of Practice on Treasury Management
and the primary requirements of the Code are:

1. Creation and maintenance of Treasury Management Practices which
set out the manner in which the Council will seek to achieve the policies
and objectives of its treasury management activities.

2. Receipt by the Full Council, or specified body, of an annual Treasury
Management Strategy Statement for the year ahead (this report), a
Mid-year Review Report and an Annual Report (stewardship report)
covering activities during the previous year.

3. Delegation by the Council of responsibilities for implementing and
monitoring treasury management policies and practices and for the
execution and administration of treasury management decisions.

4. Delegation by the Council of the role of scrutiny of treasury
management strategy and policies to a specific named body. For this
Council the delegated body is the Audit Committee.

The Code also requires that Members, particularly those with responsibility for
scrutiny of treasury management activities receive adequate training. Training
has been provided on a regular basis, and further sessions will be arranged
following the local election in May 2019.

Policy on Delegation

All executive decisions on borrowing, investment and financing shall be
delegated to the Director (NE) (Section 151 Officer) and through him to the
Finance Officers who are required to act in accordance with CIPFA’s Code of
Practice; and other relevant regulations.

The Section 151 Officer’s treasury management role is:

recommending clauses, treasury management policy/practices for
approval, reviewing the same regularly, and monitoring compliance;

submitting regular treasury management policy reports;
submitting budgets and budget variations;

receiving and reviewing management information reports;
reviewing the performance of the treasury management function;

ensuring the adequacy of treasury management resources and skills,
and the effective division of responsibilities within the treasury
management function;

ensuring the adequacy of internal audit, and liaising with external audit;

recommending the appointment of external service providers as
appropriate.

In December 2017, CIPFA issued a revised Treasury Management Code of
Practice and a revised Prudential Code. These revisions have particularly
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focused on non-treasury investments and especially on the purchase of
property with a view to generating income. Such purchases could involve
undertaking external borrowing or the use of existing cash balances; both
actions would affect treasury management.

The revised Codes draw a clear separation between treasury and non-
treasury investments, and periodic reporting by the treasury section will focus
on treasury (financial) investments.

Under the 2017 Codes of Practice the specific role of the Section 151 Officer
has been extended in respect of the capital strategy and also a specific role in
respect of investment in non-financial assets. This will be further explained
when the capital strategy is presented to Members during the 2019/20
financial year.

PRUDENTIAL INDICATORS FOR 2019/2020 TO 2021/2022

Treasury Management is linked specifically to the capital programme, through
the setting of Prudential Indicators for capital investment and financing,
including the level of borrowing to support capital schemes. The Prudential
Indicators proposed for the next three financial years are detailed and
explained within Appendix E.

As from 2019/20 all Local Authorities will-be required to prepare a Capital
Strategy, which will include capital expenditure, investments and liabilities and
treasury management in sufficient detail to allow Members to understand how
stewardship, value for money, prudence, sustainability and affordability will be
secured. This Capital Strategy will be presented to Members in or around
Summer 2019.

The Council’s treasury portfolio position as at 31 January 2019 comprised:

Principal Average Rate

Borrowings £ %
Variable Rate - -

Fixed Rate 25,814,372 3.0911
Total Debt 25,814,372 3.0911
Investments

Internal 30,000,000 0.8640
Total Investments 30,000,000 0.8640

The level of investments fluctuate during the financial year as a result of cash
flows and the above level is projected to reduce to around £22 million by 31
March 2019, before increasing during the following financial year.
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ECONOMIC BACKGROUND

Global economy

World economic growth has done reasonably well, aided by strong US growth.
However, with US growth likely to fall back in 2019, together with weakening
economic activity in China and the Eurozone, world growth is likely to weaken.

Although inflation has been weak during 2018 falling unemployment in the US
and UK has led to an acceleration of wage inflation. The US Federal Reserve
has therefore raised rates nine times and the Bank of England twice. The
European Central Bank (ECB) is unlikely to start raising rates prior to Q4
2019.

The period of stimulating economic recovery and warding off the threat of
deflation is coming towards its close, and a new period has already started in
the US and UK on reversing these measures i.e by raising central rates. The
timing of reversing these measures is crucial so as not to cause shocks to
market expectations that could destabalise financial-markets; and this has
been ideintified as a key risk.

Economic growth in the Eurozone was positive in 2018 and is expected to be
in the region of 2.00%, although there are concerns around the mixed data
from Germany and whether it will be negatively impacted by US tariffs on a
significant part of its manufacturing exports e.g. cars. The ECB, having halved
its quantitative easing purchases in October, ended all further purchases in
December 2018. < Inflation is forecast to be below the ECB 2.00% top limit
through the next three years, so it may be difficult to warrant raising rates
during 2019.

The US economy continued  strong growth throughout 2018 fuelled by
President Trump’s easing of fiscal policy. Unemployment fell to 3.90% and
CPI inflation. reduced to 2.20% and is forecast to fall beneath the Federal
Reserve’s target of 2.00% during 2019. The Federal Reserve increased the
central rate on five occassions during 2018, the ninth in this cycle, lifting it to
2.25-2.50%; with two further increases forecast. There is concern that the
Federal Reserve is over doing the speed and level of the increases and that a
US recession may result.

China and Japan

Japan has been struggling to stimulate consistent economic growth and get
inflation up to its target of 2.00% despite significant monetary and fiscal
stimulus. It is likely that a loose monetary policy will endure for several years
yet to try and stimulate the economy.

Economic growth in China has been weakening over successive years despite
repeated rounds of central bank stimulus. Also major progress still needs to
be made to eliminate surplus industrial capacity and the stock of unsold
property; and to address the level of non-performing loans in the banking and
credit systems.
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UK economy

The UK economic growth in 2018 was strong, although growth in Q4 is
expected to weaken significiantly.

The Monetary Policy Committee (MPC) increased Bank Rate by 0.25% in
August 2018, taking it to 0.75%. At its November 2018 meeting the MPC
reaffirmed that future Bank Rate increases would be gradual and would rise to
a much lower equilibrium rate than before the crash of 2008.

However, with so much uncertainty around Brexit the MPC warned that the
next rate movement could be up or down. It is unlikely therefore that the MPC
would increase Bank Rate in February 2019, ahead of the March deadline for
Brexit.

The Consumer Price Index (CPI) measure of inflation has fallen back from a
peak of 3.10% in November 2017 to 2.10% in December 2018, and is forecast
to stay marginally above its 2.00% inflation target two years ahead.

Looking Ahead

Economic and interest rate forecasting remains difficult with so many external
influences weighing on the UK and such forecasts will be liable to amendment
depending on how economic data and developments in financial markets
transpire throughout the forthcoming year.

The overall balance of risk to economic recovery in the UK is currently neutral.

The downside risks to current forecasts for UK gilt yields and Public Works
Loan Board (PWLB) rates include:
Brexit causing a significant economic disruption and a major downturn
in the rate of growth;
a resurgence of the Eurozone sovereign debt crisis, possibly Italy, due
to its high level of government debt, low rate of economic growth and
vulnerable banking system;
weak capitalisation of some European banks, particularly in Italy;
geo-political risks, particularly North Korea, but also in Europe and the
Middle East which could lead to increasing safe haven flows;
minority Eurozone governments, where coalitions could prove fragile;

the MPC takes action too quickly, or too far, over the next three years
to increase Bank Rate and causes UK economic growth to be weaker
than expected.

The potential to upside risks to current forecasts for UK gilt yields and PWLB
rates include:
if a Brexit compromise is reached by 29 March 2019 that quickly
removed all threats to economic and political disruption giving the UK
economy a boost;
UK inflation rising to sustained significantly higher levels causing an
increase in the inflation premium in gilt yields;
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the MPC is too slow in its pace and strength of Bank Rate increases,
allowing inflation pressures to build up too strongly, which then
necessitates a later rapid series of increases in Bank Rate faster than
currently expected;

the US Treasury causes a shock in financial markets through
misjudging the pace and strength of increases in the Federal Reserve
rate.

BORROWING STRATEGY

Local Authorities borrowing has an impact on public sector debt, therefore the
Government is keen to capture future borrowing plansto assist their forecasts.
For Local Authorities that voluntarily provide this information a certainty rate
discount of 0.20% is made available for new PWLB loans. This Council
provides the relevant information on future borrowing plans.

Detailed below are the expectations of the borrowing rates for the PWLB, and
are subject to variation if there are any unexpected shocks to financial and/or
political systems. The PWLB is a statutory body presently operating within the
UK Debt Management Office, an Executive Agency of HM Treasury.

The 50-year PWLB rate level is expected to rise gradually from 2.75%
to reach 3.40% by March 2022.

The 25-year PWLB rate is expected to follow a similar path to the 50
year rate rising from 2.90% to 3.60% by March 2022.

The 10-year PWLB rate is currently 2.50% and is expected to rise to
reach 3.20% by March 2022.

The 5-year PWLB rate is expected to rise gradually from 2.10% to
reach 2.80% by March 2022.

In addition, to the above forecasts the Council’'s borrowing strategy will be
based upon the following information:

Borrowing interest rates have been volatile during 2018/2019, with
sharp rises and falls, as the market reacts to political and economic
news. The policy of avoiding new borrowing by running down cash
balances has served well over the last few years. However, this needs
to be carefully reviewed to avoid incurring higher borrowing costs in the
future when the Council may not be able to avoid new borrowing to
finance capital expenditure and/or the refinancing of maturing debt;

Investment returns are likely to remain low during the 2019/2020
financial year but be on a gentle rising trend over the next few years;

There will remain a ‘cost of carry’ — any borrowing undertaken that
results in a temporary increase in investments will incur a revenue loss
between borrowing costs and investment returns.

The Council is currently maintaining an under-borrowed position. This means
that the capital borrowing need (the Capital Financing Requirement) has not
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been fully funded with external debt as cash supporting the Council’s
reserves, balances and cash flow has been used as a temporary measure.
This Strategy has proved prudent as investment returns are low and
counterparty risk is still an issue to be considered. At the time of writing, the
Council has taken one new long term external borrowing during the 2018/2019
financial year, which was £14.0 million from the PWLB to support the
Commercial Strategy.

At some stage the level of General Fund Reserves and Balances will become
depleted restricting the ability to borrow internally. This means that the short
term savings to the General Fund by avoiding new long term borrowing must
also be weighed against the potential for incurring additional long term extra
costs by delaying unavoidable new external borrowing until later years when
PWLB rates are forecast to be higher.

The Council has an expansive capital programme and may need to borrow
around £4.30 million to fund the programme. These schemes cannot be
funded from cash balances therefore itis important to time and structure any
new external borrowing to minimise the cost.

A total of £30 million of borrowing was identified as being required to support
the Commercial Strategy. During 2018/2019 £14.818 million was drawn down
for a property acquisition. Therefore there is still £15.182 million to borrow.
This is in addition to the £4.30 million above.

The approved sources of long term and short term borrowing are:

Public Works Loan Board and any successor body;

Anydinstitution approved for investments;

Any other bank orbuilding society authorised to operate in the UK;
UK public and private sector pension funds;

Capital market bond investors;

UK Municipal Bond Agency.

In addition, capital finance may be raised by the use of leases and hire
purchase that are not borrowing, but may be classed as other debt liabilities.

Officers will give due consideration to the various options in determining the
most advantageous terms in accordance with the borrowing strategy.

Municipal Bond Agency

The Local Capital Finance Company was established in 2014 by the Local
Government Association as an alternative, and in competition to, the PWLB. It
plans to issue bonds on the capital markets on behalf of participating Local
Authorities. The Municipal Bonds Agency as it is referred to, is a company set
up and owned by Local Government to provide access to Capital Finance at
advantageous borrowing rates. The Company will also seek to facilitate inter-
local authority lending and access to other financial instruments. Whilst the
Municipal Bonds Agency will be a more administratively complicated source of
finance than the PWLB, it has the potential to directly or indirectly reduce
borrowing costs for Local Authorities.
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Borrowing authorities will be required to provide a joint and several liability to
other participating Local Authority borrowers at each bond issuance, although
the risks associated with this are likely to be very small given the statutory
protections relating to Local Authority defaults. Any decision to borrow from
the Municipal Bonds Agency will be subject to specific approval of the
Council’'s Section 151 Officer (or appropriate substitute).

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, and will be considered carefully to ensure value for money can
be demonstrated and that the Council can ensure the security of such funds.

DEBT RESCHEDULING

The breakdown of the Council’s long term borrowings‘is detailed in the table
beneath:

Lender | Principal Type Start Date End Date Rate
£ %
Barclays | 4,000,000 | Maturity. 15 September 15 September | 4.45
2003 2043

PWLB 4,000,000 | Maturity | < 2 February 2015 | 2 February 2030 | 2.59

PWLB 3,814,372 | Annuity 2 March 2015 2 March 2055 | 3.15

PWLB 14,000,000 | Annuity 9 October 2018 | 9 October 2068 | 2.83

Total 25,814,372 3.09

The PWLB permits Council’s to repay loans before maturity and either pay a
premium or receive a discount according to a set formula based on current
interest rates. The PWLB early redemption rates are generally 1.00 -1.15%
lower than the equivalent standard new loan rate, therefore at present any
rescheduling would result in a premium being payable.

The £14.0 million loan taken out on 9 October 2018 from the PWLB cannot be
considered for restructuring or repayment within the first 12 months.

The Council also has a £4.0 million fixed rate loan from Barclays Capital
maturing on 15 September 2043. Rescheduling opportunities in respect of
this loan also appear limited.

Any rescheduling undertaken will be reported as part of the Treasury
Management Annual Outturn Report.
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ANNUAL INVESTMENT STRATEGY
Investment Policy

The Annual Investment Strategy (AIS) is produced in accordance with the
MHCLG Guidance on Local Government Investments and the CIPFA Code of
Practice, and any subsequent amendments. The Council aims to achieve the
optimum return on its investments commensurate with the proper levels of
capital security and liquidity. The Council’s risk appetite is low reflecting the
priority given to security of its investments.

In accordance with the above guidance, and in order.to minimise the risk to
investments, the Council applies creditworthiness criteria to generate a list of
suitable counterparties, durational bands, individual and group limits. This
enables diversification of institutions and sectors to minimise financial
exposure.

The investment environment remains difficult and whilst counterparty risk
appears to have eased, market sentiment has still been subject to volatility
and economic forecasts subject to uncertainty.

Bank Rate is at 0.75% and as a consequence, Councils are not obtaining a
material return from deposits. This has led to an increase in investment
‘opportunities’ being offered to Councils and.it is impaortant not to forget recent
history in the search for that extra return to ease revenue budget pressures.
The Council must.look- at the product rather than focus on the return, and
appreciate the risks involved prior to investing.

Investmentinstruments that the Council may use for the prudent management
of its treasury balances during the financial year are detailed in Appendix D2
under the heads of Specified and Non-Specified Investments. Specified
investments are sterling denominated investments with a maximum maturity of
one year. They also meet the ‘high credit quality’ as determined by the
Council and are not deemed capital expenditure investments under Statute.
Non-specified investments are, effectively, everything else.

Creditworthiness Policy

The Council uses_ the creditworthiness service provided by Link. This service
employs a sophisticated modelling approach utilising the credit ratings from
the three main 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;

Credit Default Swaps (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, 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 code bands
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which indicate the relative creditworthiness of counterparties. These colour
codes are also used by the Council to determine the duration for investments
and are therefore referred to as durational bands.

The Council will therefore use appropriately credit rated counterparties within
the following durational bands: -

Yellow 5 years (for UK government debt only)

Dark Pink 5 years for Ultra-Short Dated Bond Funds with a credit
score of 1.25

Light Pink 5 years for Ultra-Short Dated Bond Funds with a credit
score of 1.50

Purple 2 years

Blue 1 year (only applies to full/semi‘nationalised UK Banks)
Orange 1 year

Red 6 months

Green 100 days
No Colour do not use

The Link 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.. The rating criteria stated
within this Strategy reflect the ratings issued by Fitch.

Although all credit ratings are monitored weekly the Council is alerted to
changes to ratings of all three agencies throughout the week.

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.

If a counterparty or investment scheme is upgraded so that it meets the
Council’s minimum criteria, it will be included on the lending list.

In addition to the use of credit ratings the Council is advised of
information in movements in CDSs 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,
the Council will use market information and data, information on any external
support for banks to assist its decision making process.

Authorised Institutions

The Council will invest with Bank of England Authorised Institutions with a
minimum credit rating of A (or equivalent) long-term and F1 (or equivalent)
short term at the time of dealing.

During the financial crisis the UK Government stepped in to support both

Lloyds Banking Group (Lloyds) and Royal Bank of Scotland (RBS), in essence

taking part ownership of the banks. Whilst nationalised banks, whether full or

partial, have their own credit ratings they are also recipients of an F1+ short
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term rating as they effectively take on the creditworthiness of the UK
Government itself.

Lloyds was returned to private ownership in May 2017.

The UK Government currently owns around 63% of RBS having commenced
a programme of returning ownership to private investors, with a view to sell all
of its shares by 2024. Whilst the UK Government holds over 25% of shares
the RBS group will continue to benefit from the Government’s short term rating
of F1+. The RBS credit rating has improved significantly recently and is now
A+ long term, which is above the Council’'s minimum criteria; however RBS
still continues to benefit from the Government’s rating.

The maximum lending limit for each of these Authorised Institutions is to
remain at £7 million, save for Royal Bank of Scotland / National
Westminster Bank which are part of the same parent institution and will
have a collective limit of £15 million whilst the UK Government owns
more than 25%.

The ownership of financial institutions is complex‘and so that the Council is
not over-exposed to ‘ownership risk’ a group investment limit of £10 million will
apply. This provides an extra layer of security to minimise investment
exposure. However, this group limit. will be £15 million where the UK
Government holds greater than 25% of the ownership, however the additional
£5 million group limit will be held in liquid investments that can be withdrawn
should the UK Government ownership reduce beneath the 25% threshold.

A Group Investment limit of £10 million; and £15 million where the UK
Government owns more than 25% will remain.

UK Banks — Ring Fencing

In order to.improve the resilience and resolvability of the banking sector, the
largest UK banks, (those with more than £25bn of retail / Small and Medium-
sized Enterprise (SME) deposits) are required, by UK law, to separate core
retail banking services from their investment and international banking
activities by 1st January 2019. This is known as “ring-fencing”. Whilst smaller
banks with less than £25bn in deposits are exempt, they can choose to opt up.
Several banks are very close to the threshold already and so may come into
scope In the future regardless.

In general, simpler, activities offered from within a ring-fenced bank (RFB) will
be focused on lower risk, day-to-day core transactions, whilst more complex
and “riskier” activities are required to be housed in a separate entity, a non-
ring-fenced bank (NRFB). This is intended to ensure that an entity’s core
activities are not adversely affected by the acts or omissions of other members
of its group.

While the structure of the banks included within this process may have
changed, the fundamentals of credit assessment have not. The Council will
continue to assess the new-formed entities in the same way that it does others
and those aligned with the Council’s creditworthiness policy will be considered
for investment purposes.
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Building Societies

A large number of Building Societies do not have formal credit ratings; they
are assessed on the total asset value of the organisation, which is not
considered an appropriate measure of credit risk.

Therefore, the Council will only invest with Building Societies that have a
minimum credit rating of A- long term and F1 short term. This in itself is no
guarantee against an institution failing but it does provide a measure of their
current and on-going viability.

Of those that have a credit rating meeting the above criteria, only five at the
time of writing, the Council recognises there is a difference in strength
between them, and therefore will seek to apply a tiered maximum level of
investment as follows:

Tier 1

The Nationwide Building Society (Nationwide) is the largest Building Society in
the World, and throughout the financial crisis has been recognised by the UK
Government as being systemic to the UK economy and consequently
benefited from the implied Government support. The Nationwide has a credit
rating of A+ long term and F1 short term, therefore the Council will treat the
Nationwide on a parallel with" Authorised. Institutions, applying a £7 million
maximum lending limit.

This is the same as in the 2018/2019 Strategy.

Tier 2
For other Building Societies with a minimum A (Long Term) and F1 (Short
Term) credit rating a maximum lending limit of £5 million will apply.

This is the same as in the 2018/2019 Strategy.

Tier 3

For Building Societies with an A- (LT) and F1 (ST) credit rating a maximum
lending limit of £2.5 million will apply. This Tier provides for a wider
counterparty list whilst controlling the financial exposure with the lower
maximum limit.

This is the same as in the 2018/2019 Strategy.
Local Authorities

Local Authorities do not generally have a credit rating assigned; however, this
does not imply they are not creditworthy organisations. There is a clear legal
situation pertaining to straightforward cash lending for English and Welsh local
authorities where Section 13 (3) of the Local Government Act 2003 states
that:-

“All money borrowed by a Local Authority, together with any interest on the
money borrowed, shall be charged indifferently on all the revenues of the

authority”.
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There is a significant market for inter-authority transactions for short to
medium term lending/borrowing as this is proving to be cheaper than other
options. As Local Authorities are guaranteed by statute, and so as not to
restrict this Council’s investment opportunities, the maximum lending limit is
£10 million per English and Welsh Local Authority.

This is the same as in the 2018/2019 Strategy.
Other Public Sector Bodies

Police and Fire Authorities are both defined as Local Authority bodies under
Sections 23 and 24 of the Local Government Act 2003. In addition, the Police
Act 1996 has been updated to reflect the new era of Police and Crime
Commissioners (PCC'’s), but links back are provided by the Police Reform and
Social Responsibility Act 2011 to ensure PCC’s still fall within the technical
definition of a Local Authority.

The maximum lending limit is £2.5 million per Police and Fire Authority.

This is the same as in the 2018/2019 Strategy.

Scottish Local Authorities borrowing powers are now governed by The Local
Authority (Capital Finance and Auditing) (Scotland) Regulations 2016; which
brings this function into line with the Local Government Act 2003. This means
that all money borrowed must be secured on all the revenues of that Authority.
The maximum lending limit is £2.5 million per Scottish Local Authority.

This is the same as in the 2018/2019 Strategy.

Debt Management Office

The Debt Management Office balances the UK Government’s books and as
part of that remit will accept fixed term investments for a period up to 6 months
from Local Authorities. Whilst this provides the Council with enhanced
security of its investments the interest rate payable is very low (the risk/reward
trade off).

The existing investment limit of £30 million will remain for the 2019/2020
Strategy.
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Challenger Banks

A Challenger Bank is a relatively small retail bank set up with the intention of
competing for business with large, long-established national banks. Examples
are Aldermore, Shawbrook Bank and Tesco Bank. At present, these banks do
not have credit ratings so fall outside of the Council’s investment criteria.
However, it is expected that these banks will obtain credit ratings in the future,
and as such will be kept under review.

Foreign Banks/Country limits

On credit grounds alone, there is no reason why a highly credit-rated bank
with non-UK origins operating in the UK should be discriminated against vis-a-
vis its UK counterparty. However, the Icelandic bank situation raised the issue
of a sovereign states’ propensity and ability to support a bank and/or banking
system.

The Council has determined that it will only use approved counterparties from
countries with a minimum sovereign credit ratingof AA from Fitch. (or
equivalent from other agencies if Fitch does not provide). This will also be the
consideration where a country has given a blanket (explicit) guarantee on all
deposits.

This is the same criteria as within the 2018/2019 Strategy.

In addition to the sovereign rating, the individual financial institution should
have a minimum AA- (LT) and F1+ (ST). This is a higher rating requirement
than for UK counterparties, but is considered a reasonable enhancement in
order to provide greater reassurance to their stability.

The list of countries that qualify using these credit criteria and have banks
operating.in sterling markets at the date of this report are detailed below:

AAA rated

Australia Netherland
Canada Singapore
Denmark Sweden
Germany Switzerland

AA+ rated
Finland | USA

AA rated
Abu Dhabi (UAE) France

UK

This list will be added to or deducted from by Finance Officers should ratings
change in accordance with this policy.
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The UK sovereign rating is AA from all three credit rating agencies. It is
recommended that the Council should continue to invest within UK based
institutions, including the central government, even if the sovereign rating is
downgraded below the minimum AA. If there is a disorderly Brexit, then it is
possible that the sovereign rating for the UK could be downgraded.

A definition of the long and short term ratings used within this report is detailed
in Appendix D3.

Property Funds

In the pursuit of a higher return a number of Local Authorities have invested,
or are considering investing in Property Funds. Property Funds are identified
as a non-specified investment within the Annual Investment Strategy.
Investing within a Property Fund may be deemed as capital expenditure and
as such will be an application (spending) of capital resources. The Council will
seek guidance on the status of any Property Fund it may consider using; and
appropriate due diligence will also be undertaken before investment of this
type is undertaken.

Summary of Investment Criteria

The focus of the new guidance is on financial risk management with a priority
being capital preservation. The Council has operated such measures for
many years, and a summary of the investment criteria and how it applies to
institutions for the investment of surplus funds:is as follows:

Institutions  supported by the UK Government and thus its sovereign
rating.

For any bank outside the UK, the Country of Origin should have a
minimum.Sovereign rating of AA, together with an individual rating of
AA- (LT) and F1+ (ST) at the time of dealing.

Institutions with an unconditional guarantee from a minimum AA rated
sovereign country at the time of dealing.

Bank of England Authorised Institutions with a minimum credit rating of
F1 (or equivalent) short term and A (or equivalent) long term at the time
of dealing from any one of the major credit rating agencies.

The wholly owned subsidiaries of the UK banks (subject to the parent
meeting the minimum credit criteria and providing a statement of
support).

Building Societies with a minimum credit rating of A- (or equivalent)
long term and F1 (or equivalent) short term at the time of dealing.
Nationalised Industries, including nationalised banks (part/fully), and
other Public Corporations.

UK Central Government and UK Local Authorities, including Police and
Fire Authorities.

Other Institutions as approved through the Annual Investment Strategy,
in accordance with the Local Government Investment Regulations.

An indicative counterparty schedule based on UK institutions is attached at
Appendix D1.

TEMPORARY INVESTMENTS STRATEGY
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All of the Council’s investments are currently managed in-house, and this
approach will continue for the duration of this Strategy.

The Council’s funds are mainly cash-flow derived, with a small element of core
balance available for longer term investments. The core balance has been
reduced over the last couple of years, or so, through funding capital
expenditure rather than take new borrowing, although project specific
borrowing was taken for the Leisure Village and the acquisition of the
Scarborough Travelodge occupied building. This general approach has
reduced the level of credit risk exposure, and generated short term savings.

The Bank Rate is forecast to increase steadily butslowly over the next few
years to reach 2.00% by Q1 2022. Bank Rate forecasts for financial year
ends (March) are as follows:

2019: 0.75%
2020: 1.25%
2021: 1.50%
2022: 2.00%

The overall balance of risks te.economic growth in the UK is neutral and is
dependent on the strength of GDP growth, inflation .and the speed of positive
Brexit negotiations.

Cash-flow generated balances will continue to be placed in short-dated
deposits (up to 100 days) to benefit from the compounding of interest. The
core balances  will, generally, be placed in periods beyond 100 days
dependant on the periods where the rates are attractive, commensurate with
the creditworthiness of the counterparty. The inter Local Authority market is
buoyant at present and Officers will continue to look for value in this area.

For the 2019/2020 financial year the Council should budget for an investment
return of 0.90%. The Council will use the 7 day uncompounded LIBID
benchmark to assess the performance of the investment portfolio.

OTHER TREASURY ISSUES

Markets in Financial Instruments Directives (MiFid II)

As previously reported to Members MiFid Il was introduced on 3 January 2018
to offer greater protection to investors and inject more transparency into all
asset classes.

The Council has opted-up to professional status under MiFid Il with money
market brokers and the appointed treasury adviser. This is on the basis that
the Council has the skills and experience to understand the nature of
investments and manage the risks associated; and continues to permit the
Council to have access to the money markets and financial institutions.

The election to opt-up is subject to an annual review with each organisation.
Banking Arrangements

National Westminster Bank, which is part UK Government owned, currently
provides banking services for the Council. The contract expires on 31 March
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2020, although there is an option to extend for a further 12 months. The
intention is to undertake a tender exercise during 2019/2020.

Treasury Management Advisers

The Council engages the services of professional external treasury
management advisers, where appropriate, in order to access specialist skills
and resources. Link are appointed to this role, with their contract expiring on
30 September 2020, although there is an option to extend until 2022.

The Council recognises that it is responsible for treasury management
decisions at all times and will ensure that undue reliance is not placed upon
our external service providers.

INVESTMENT STRATEGY

This section is the disclosure newly required by CIPFA and MHCLG guidance.
Both bodies have concerns over the increasing risks that they see in the
sector as Councils start their own companies and make large commercial
property purchases.

Service Investments: Loans

The Council can lend money tolocal bodies or its subsidiaries to support local
public services and stimulate local economic growth. In light of the wider
benefits that can arise the Council is prepared to take more risk than with
treasury investments.

The main risk when making service loans is that the borrower will be unable to
repay the principal lent and/or the interest due. It is important that the Council
limits the financial risk and assessment will be made of the risk of loss before
entering into service loans by assessing the counterparty’s resilience, the
service users’ needs that the loan is designed to help meet and how theses
will evolve over time.

During the life. of the loan any change in original assumptions will be
monitored.

The Council will use external advisors if felt appropriate by the Section 151
Officer. All loans will be subject to contract agreed by Director (LD). All loans
must be approved by Full Council and will be monitored by Section 151
Officer.

Commercial Investments: Property

With central government financial support for local public services declining,
the Council is undertaking wider commercial investments, particularly in
commercial property. A detailed Commercial Property Investment Strategy
was reported to Cabinet on 17 April 2018 (18/87) and Full Council on 14 May
2018. This Strategy, attached as Appendix D4, detailed the background, due
diligence, financial elements, and the governance arrangements, skills and
capacity and the use of external advisors
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Appendix D1

INDICATIVE COUNTERPARTY SCHEDULE BASED ON UK INSTITUTIONS

Sovereign | Counterparty Credit Rating Limit
Rating
AA Barclays Bank (RFB) A+/F1 £7m

Barclays Bank (NRFB) A+/F1

Close Brothers Ltd A/F1 £7m

HSBC Bank (NRFB) AA-IF1+ £7m

HSBC UK Bank (RFB) AA-/F1+

Goldman Sachs A/F1 £7m

Santander UK A+/F1l £7m

Cater Allen Santander £3m

Parent (£10m group)

Standard Charter A+/F1 £7m

UBS Ltd AA-IF1+ £7m

Lloyds Bank Corporate A/F1

Markets (NRFB)

Lloyds Bank (RFB) A+/F1 EZOTI ()£10m

Bank of Scotland (RFB) A+IF1 group

(R;ggl) Bank of Scotland A+/F1 £15m

National Westminster Bank A+/F1 i:ollectlve limit

(REB)

Natwest Markets (NRFB) A/F1 £7m (link to
above for
group limit)

Debt Management Office AA/F1+ £30m

(UK Gowt)

Individual Local Authorities By Statute £10m

(England and Wales)

Police Authorities By Statute £2.5m

Fire Authorities By Statute £2.5m

Scottish Local Authorities By Statute £2.5m

Nationwide Building Society | A/F1 £7m

Coventry Building Society A/F1 £5m

Leeds Building Society A-/IF1 £2.5m

Yorkshire Building Society A-/IF1 £2.5m

Skipton Building Society A-IF1 £2.5m

* Only £15m group limit whilst nationalised bank.
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All investments listed below must be sterling-denominated, with maturities up to a maximum of 1 year, meeting the minimum ‘high’

credit criteria where applicable.

LOCAL GOVERNMENT INVESTMENTS (England)

SPECIFIED INVESTMENTS

APPENDIX D2

Investment Share/ Repayable/ | Security/ Capital Circumstance of | Maximum
Loan Redeemable | Minimum Expenditure? | use period
Capital? within 12 Credit Criteria
months?
Debt Management Agency No Yes UK Sovereign | No In-house 6 months
Deposit Facility* (DMADF) rating.
Term deposits with UK local No Yes By Statute No In-house and by | 1 year
authorities (i.e. local authorities external fund
as defined under Section 23 of managers
the 2003 Act) or similar
legislation with maturities up to
1 year. (Note 1)
Term deposits with banks and | No Yes Minimum of No In-house and by | 1 year
building societies nationalised AA rated external fund
(part/fully) by high credit rated sovereign managers
sovereign countries with rating for non-
maturities upto 1 year. <This UK countries.
includes forward deals where
negotiated period plus period of UK sovereign
deposit is less than 1 year. rating for UK
counterparties
Term deposits with credit- No Yes A longterm | No In-house and by | 1 year

rated banks with maturities up
to 1 year, including forward
deals.

F1 short term

external fund
managers
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Term deposits with credit- No Yes A- long term No In-house and by | 1 year
rated building societies with F1 short term external fund
maturities up to 1 year, managers
including forward deals.
Term deposits with banks and | No Yes Minimum of No In-house and by | 1 year
building societies operating AA rated fund managers
with a Government guarantee sovereign
(explicit) on ALL deposits by rating for non-
high credit rated countries. UK countries.
UK sovereign
rating for UK
counterparties
Money Market Funds (CNAV) | No Yes AAA rated No In-house and by | 1 year
fund managers
Money Market Funds No Yes AAA rated No In-house and by | 1 year

(LVNAV)

fund managers

Note 1: This includes Scottish Local Authorities, Fire Authorities and Police Authorities.
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LOCAL GOVERNMENT INVESTMENT (England)

NON-SPECIFIED INVESTMENTS

Note : The maximum percentage limit for each investment is based on the aggregate sum managed in-house and through external

fund managers.

1 Maturities of ANY period

Investment Share/ Repayable/ | Security / Capital Circumstance of Max % of Maximum
Loan Redeemable | ‘High’ Credit Expenditure | use overall period
Capital? | within 12 Rating criteria ? investment
months? portfolio

Deposits with unrated No Yes, but Parent must be | No In-house 50 5 years,
deposit takers with only if rated minimum dependant
unconditional financial maturity is 1 | A long term and on credit
guarantee from Sovereign year or less | F1 short term. rating of
Government or credit-rated parent or
parent institution. Minimum of AA+ sovereign

sovereign rating

or UK sovereign

rating.
Fixed term deposits with No Yes, but A long term No In-house and 25 5 years
variable rate and variable only if F1 short term external fund
maturities (structured maturity is 1 managers
deposits). year or less
Certificates of Deposit No Yes, but A longterm No To be used by fund | 50 5 years
issued by credit-rated deposit only if F1 short term managers; to be
takers (banks and building maturity is 1 used in-house after
societies) Custodial year or less consultation/

arrangement required prior to
purchase

advice from
treasury consultant
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Investment Share/ Repayable/ | Security / Capital Circumstance of Max % of Maximum
Loan Redeemable | ‘High’ Credit Expenditure | use overall period
Capital? | within 12 Rating criteria ? investment
months? portfolio
Commercial paper issuance | No Yes — A longterm No In-house and by 20 1 year
covered by UK banks generally F1 short term external fund
have a managers (subject
Custodial arrangement maximum to the guidelines
required life of 9 and parameters
months. agreed with them)
Treasury bills No Yes UK sovereign No In-house and 25 1 year
[Government debt security rating. external fund
with a maturity less than one managers subject
year and issued through a to the guidelines
competitive bidding process at and parameters
a discount to par value] agreed with them
Custodial arrangement
required prior to purchase
Bonds issued by multilateral | No Yes, but AAA or UK No (1) Buy and hold to | 50 10 years
development banks (as only if sovereign maturity : to be
defined in SI 2004 No 534) maturity is 1 | rating. used in-house after
any maturity year or less consultation/
advice from
treasury consultant
Custodial arrangement (2) for trading : by
required prior to purchase external cash fund
manager(s) only
subject to the
guidelines and
parameters agreed
with them
UK government gilts No Yes — but UK sovereign No (1) Buy and hold to | 50 10 years
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Investment Share/ Repayable/ | Security / Capital Circumstance of Max % of Maximum
Loan Redeemable | ‘High’ Credit Expenditure | use overall period
Capital? | within 12 Rating criteria ? investment
months? portfolio
can be up to | rating maturity : to be
Custodial arrangement 10 years. used in-house after
required prior to purchase consultation/
advice from
treasury
consultants
(2) for trading : by
external cash fund
manager(s) only
subject to the
guidelines and
parameters agreed
with them
Floating Rate Notes (FRNs) | Yes Yes Yes — varied Yes For trading : by 20 5 years
[Bonds (i.e. debt instruments) external cash fund
with a coupon whose rate manager(s) only
varies in line with a market subject to the
rate of interest and is generally guidelines and
re-set every 3 months ] parameters agreed
with them
Custodial arrangement
required prior to purchase
Corporate bonds issuance Yes Yes UK sovereign Yes For trading : by 20 10 years

covered by UK government

rating

external cash fund
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Investment Share/ Repayable/ | Security / Capital Circumstance of Max % of Maximum
Loan Redeemable | ‘High’ Credit Expenditure | use overall period
Capital? | within 12 Rating criteria ? investment
months? portfolio
explicit guarantee e.qg. manager(s) only
National Rail YES-varied** subject to the
Suggested guidelines and
minimum long- parameters agreed
term rating : with them
AA- : for bonds
with maturities
up to 2 years
AA : for bonds
with maturities
up to 10 years
Corporate bonds other Yes Yes YES-varied** Yes For trading : by 20 10 years
Suggested external cash fund
minimum long- manager(s) only
term rating : subject to the
AA- : for bonds guidelines and
with maturities parameters agreed
up to 2 years with them
AA : for bonds
with maturities
up to 10 years
Sovereign bond issues No Yes but only | AAA sovereign | No (1) Buy and hold to | 20 10 years
(other than UK government): if maturity is | rating maturity : to be
any maturity 1 year or used in-house after

88




Investment Share/ Repayable/ | Security / Capital Circumstance of Max % of Maximum
Loan Redeemable | ‘High’ Credit Expenditure | use overall period
Capital? | within 12 Rating criteria ? investment
months? portfolio
less. consultation/
Custodial arrangement advice
required prior to purchase (2) for trading : by
external cash fund
manager(s) only
subject to the
guidelines and
parameters agreed
with them
Collective Investment Minimum A long | No, In-house and 50 the period
Schemes structured as term (ensure it external fund of
Open Ended Investment F1 short term IS nota manager. investment
Companies (OEICSs) but for certain body may not be
e.g. investments corporate determined
Government Liquidity should be AAA | by virtue of at the
Funds rated its set up outset but
Money Market Funds structure) would be
Ultra-Short Dated subject to
Bond Fund with credit cash flow
score of 1.25 a.md. .
Ultra-Short Dated |IQUIdIty
Bond Fund with credit requireme
score of 1.50 nt
Bond Funds
Gilt Funds
2 Maturities in Excess of 1 Year
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Investment Share/ Repayable/ Security / Capital Circumstance of Max % of | Maximum
Loan Redeemable ‘High’ Credit Expenditure | use overall period
Capital? | within 12 Rating criteria | ? investme
months? nts
Term Deposits with UK Local | No No By Statute No In-house and by 100 5 years
Authorities (i.e. local authorities external fund
as defined under Section 23 of manager
the 2003 Act) or similar
legislation with maturities in
excess of 1 year
Term deposits with banks and | No No A long term No In-house and by 50 5 years
building societies with F1 short term external fund
maturities greater than 1 year manager
Forward deposits with credit No No Along term No By fund managers; | 50 5 years
rated banks and building F1 short term and in-house.
societies for periods > 1 year
(i.e. negotiated deal period plus
period of deposit)
Term deposits with credit No No Minimum of No In-house 20 5 years
rated banks and building AA sovereign
societies with unconditional rating or UK
guarantee from a Sovereign Sovereign
government. rating.
A long term
F1 short term
Property Funds — the normal No The intention | High security | Yes In-house and by 25 the period of

use of these investments would
normally constitute capital
expenditure

is to be in
excess of 12
months

external fund
manager

investment
may not be
determined
at the outset
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Appendix D3
Long Term Credit Rating Definition

There are many grades of long term ratings, below are the Investment Grades only.
These ratings generally cover maturities up to five years and thus is an assessment
of the ongoing stability of the sovereign/institution’s prospective financial condition.

Investment | Definition

Grade

AAA Highest credit quality. 'AAA' ratings denote the lowest expectation
of credit risk. They are assigned only in case of exceptionally
strong capacity for payment of financial commitments. This
capacity is highly unlikely to be adversely affected by foreseeable
events.

AA Very high credit quality. 'AA' ratings denote expectations of very

low credit risk. They indicate very strong capacity for payment of
financial commitments. This capacity is not significantly vulnerable
to foreseeable events.

A High credit quality. 'A’ ratings denote expectations of low credit
risk. The capacity for payment of financial commitments is
considered strong. This capacity may, nevertheless, be more
vulnerable to changes in circumstances or in economic conditions
than is the case for higher ratings.

BBB Good credit quality. 'BBB' ratings indicate that there are currently
expectations of low credit risk. The capacity for payment of
financial commitments is considered adequate but adverse
changes in circumstances and economic conditions are more likely
to impair this capacity. This is the lowest investment grade
category.

Short Term Ratings Definition

A short-term rating is based on the liquidity profile of the rated entity and relates to
the ongoing capacity to meet financial obligations with a relatively short time horizon
generally less than 13 months. Below are the top three ratings.

Short term | Current Definition
rating
F1 Highest credit quality. Indicates the strongest capacity for timely
payment of financial commitments; may have an added "+" to
denote any exceptionally strong credit feature.

F2 Good credit quality. A satisfactory capacity for timely payment of
financial commitments, but the margin of safety is not as great as
in the case of the higher ratings.

F3 Fair credit quality. The capacity for timely payment of financial
commitments is adequate; however, near term adverse changes
could result in a reduction to non investment grade.
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APPENDIX D4

COMMERCIAL PROPERTY INVESTMENT STRATEGY

Introduction

The Local Government Act 2003 (the Act) and supporting regulations requires the
Council to ‘have regard to’ the Chartered Institute of Public Finance and
Accountancy (CIPFA) Prudential Code, the CIPFA Treasury Management Code of
Practice (the Code) and MHCLG Investment Guidance (the Guidance) to ensure
that the Council’s capital investment plans are affordable, prudent and sustainable.

In February 2018 the Secretary of State issued new ‘guidance on Local Government
Investments (the Guidance), which widened the definition of an investment to include
all the financial assets of a local authority as well as other non-financial assets held
primarily or partially to generate a profit. This wider definition includes investment
property portfolios as well as loans madeto wholly owned companies or associates,
joint ventures or third parties. The Guidance applies for financial years commencing
on or after 1 April 2018.

The Guidance requires the Strategy to be approved by Full Council on an annual
basis and sets out the disclosure and reporting requirements. Any mid-year material
changes to the Strategy will also be subject to Full Council approval.

The Guidance sets out the Government's position on borrowing in advance of need,
which is that Authorities must not borrow more than, or in advance of their needs,
purely in order-to profit from the investment of the extra sums borrowed. The
Council must have regard to the Guidance, but is able to depart from it where such
departure can be justified.

The Council has noted and has had regard to the Guidance. It has decided to depart
from the Guidance in this instance, and within the parameters set out in this
Strategy, for the purposes of maintaining a robust financial position. The Council
has set out within this Strategy its approach to risk and risk mitigation, including the
requirement for fully tested and scrutinised business cases, due diligence indicators
and regular and formal reporting and scrutiny of investment decisions and
performance.

Background

Like many other local authorities the Council has accumulated significant land and
property asset holdings, which are held for a number of different reasons. As at 31
March 2017 the Council owned in excess of 1,000 properties and parcels of land
with a book value of £108m. 800 of these assets are let to third parties and produce
an annual rent roll of circa £3m.

Current financial projections indicate that the Council will be required to make
savings of at least £5.2million from its annual revenue budget over the 3 financial
years to 2020/21. The Council is keen to pursue commercial opportunities to
generate financial returns to support the revenue budget rather than rely purely on
cuts in service.
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Increasing and rationalising the Council’s existing property portfolio to generate
improved vyield and capital returns will form one element of the Council's
commercialisation agenda, as set out in the Council's Commercial Strategy. The
returns from the Commercial Property Investment Strategy (the Strategy) will
contribute positively towards the achievement of savings targets and enable the
continued delivery and investment of key front line services whilst achieving a
balanced budget.

The Council’'s Financial Strategy factors in a net return of £600k from property
investments over the period to 2021, after allowing for repayments of borrowing and
financing costs.

Economic Background

Investor sentiment and property investment returns and performance are influenced
by the overall political and economic background, GDP and the outlook for growth
and stability trends. Economic growth, inflation, taxation, planning and land supply,
the minimum wage and disruptive technologies can all.influence relative sub sector
performance.

The retail sub sector especially in the high street is under pressure from the growth
in online and delivery which reduced investor demand and pricing but is increasing
the demand for large scale distribution warehouses. After a period of rapid growth
we are seeing consolidation in restaurants but the weaker pound has boosted
manufacturing. Growth in the service and financial sectors has improved the outlook
for offices which had a record regional take up in 2017, whilst at the same time
considerable stock has been taken out of the supply chain for residential conversion.

The pricing of property and yield.is related to interest rates, bonds and stock market
returns. The relative illiquidity of property can be seen as a hedge against stock
market falls, inflation and political instability. Overseas investors who accounted for
approx. 50% of transactions in 2017, pension funds and insurance companies seek
prime property investment for the same reasons that Councils have been moving
into the market - for long term, well let secure property investments with a positive
yield gap over bonds and the cost of money.

Current rental growth prospects are at or below inflation but capital values grew by
some 5.5% in 2017 so that together with initial yields the “all property” annual total
return for 2017 was some 11.2%.

The outlook for 2018 is a continuation of the sub sector trends of last year, a relative
lack of supply of prime quality property investments in relation to the weight of
money seeking them from UK and overseas investors but the overall property return
is likely to slow after last year's surge. However the property sector will still provide
strong fundamentals for the long term.

The Strategy

The Strategy aims to provide a robust and viable framework for the acquisition of
commercial property investments and pursuance of redevelopment and regeneration
opportunities that can deliver positive financial returns for the Council.
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Investments will be focussed within the Borough and adjoining and overlapping
Humber, North Yorkshire and Leeds City LEP areas as shown in Appendix AD4.4.

Investment relating to the Strategy will be directed towards two streams of activity:

Stream 1

Prime and close to prime commercial real estate investment let on long leases to
good covenants which will provide a secure long term income-over and above their
ability to pay back the purchase price debt.

The contributions from Stream 1 investments will include:
Yield / profit

Long term capital uplift

Stream 2
Investment which can generate regeneration or economic. development benefits as
well as positive financial returns for the Council. Financial returns for the Council
may come in the form of increased business rates income or New Homes Bonus
where the investment is within the:Borough.
The contributions from Stream 2 investments will include positive financial returns for
the Council, and may also include the following:

Regeneration benefits for the area

Economic benefits for the area
A response to local market failure

The investment assessment criteria for both streams are shown in Appendices D4.1
and D4.2.

Financing the Strategy

TheCouncil will fund the investment property acquisitions by utilising the most
appropriate and efficient funding strategy available at the time of purchase. The
Council has the option of utilising prudential borrowing, capital receipts, reserves and
may consider other structures such as income strips. Financing decisions will link to
the Council’'s Financial Strategy and Treasury Management Strategy.

Capital receipts may be obtained through the rationalisation of the Councils existing
investment property portfolio. Performance of assets will be considered and, where
appropriate, properties will be disposed of. The disposal proceeds can then be
utilised to invest in other income generating properties that deliver higher financial
returns.

The use of capital receipts will result in the Council being able to generate a greater

net return from investments as there would not be a need to provide for interest and
minimum revenue provision within the General Fund.
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Governance Arrangements
It is necessary to have a framework for determining which properties and
development opportunities should be invested in.

A dedicated Officer level Property Selection Team (PST) will be formed and
structured as outlined in Appendix D4.3. This team will advise a Property Investment
Governance Board (PIGB) on potential purchases and development opportunities
that meet the pre-determined selection criteria contained within the Strategy. The
PST will identify investment opportunities based on the selection criteria set out in
this Strategy, will carry out all necessary due diligence and will present a full
business case to the PIGB for challenge.

The structure of the PIGB is also outlined in Appendix A3. The purpose of the PIGB
is to challenge and scrutinise investment opportunities identified by the PST,
ensuring that only credible options are progressed, and providing the forum for the
strategic management of the overall portfolio of investments, consistent with the
aims of the Strategy.

The PIGB will be advisory in nature and will'assist the Commercial Director in his
decision making by reviewing, challenging and recommending to him the
progression or rejection of property investments.

In order to enable the timely and decisive decision making at Director level which is
essential in this type of industry, to respond to opportunities as they arise, all
executive decisions on investments associated with this Strategy shall be delegated
to the Commercial Director.

Decisions of the:Commercial Director will be subject to fulfilment of the minimum
criteria set out within the Strategy, satisfaction with the business case and risk
assessment, and will have regard to the recommendation of the PIGB.

Acquisitions and development opportunities that do not meet the minimum criteria
set-out within the Strategy may still be considered where they would bring other
compelling benefits to the Borough, but would require approval of the Leader.

Further oversight and scrutiny will be provided by Audit Committee.

Capacity, Skills and Use of External Advisors

The Guidance requires that elected members and officers involved in the
investments decision making process have appropriate capacity, skills and
information to enable them to take informed decisions as to whether to enter into a
specific investment. In addition it places a duty on the Council to ensure that
advisors negotiating deals on behalf of the Council are aware of the core principles
of the prudential framework and the regulatory regime in which the Council operates.

The Council will appoint specialist advisors to provide training to ensure that relevant
officers and members have the required skills to make informed decisions and
assess the associated risks. This training will take place before any investment
decisions associated with the Strategy are considered. The Property Selection Team
includes representatives from Legal Services and Corporate Finance, who will
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ensure that advisors and officers negotiating deals are aware of the Council's
financial and regulatory frameworks.

The Council recognises that investing in land and properties to generate yield and
capital returns is a specialist and potentially complex area. The Council will engage
the services of professional property, legal and financial advisors, where appropriate,
in order to access specialist skills and resources to inform the decision making
process associated with this Strategy.

The Council recognises that it is responsible for property investment decisions at all

times and will ensure that undue reliance is not placed upon our external service
providers.
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Appendix D4.1
PROPERTY INVESTMENT STREAM 1

Objective

The objective of the Stream 1 investment criteria is to establish a framework for the
identification of commercial property investments which, if acquired, would provide
the Council with a positive rental return and capital growth.

The investment criteria are designed to ensure that funds are invested in properties
that deliver yield and security commensurate with the Council’s risk appetite.

Each potential investment will be evaluated to ensure the income received is
sufficient to provide an acceptable rate of return following the payment of borrowing
costs, acquisition costs, management fees and any running costs.

Purchases will take regard of the need to_diversify the Council’s property portfolio to
manage risks across the entire portfolio.

Market Analysis and Background

As with other forms of investment at their most basic level, property investment is a
trade-off between risk and return. A traditional well diversified property portfolio
(spread across different property sectors and geographical regions) will deliver long
term rental and capital growth with relatively low risk. Prime property in the target
regions covered by this Strategy will typically provide an initial yield of between 5-7%
with the additional prospect of capital growth leading to a higher total return to the
Council.

The Strategy will adopt the same underlying principle of diversification in acquiring
property investments offering a similar return profile. The three main property sectors
will-be included (industrial, office and retail) and in turn, these will be additionally
diversified on criteria including. location, the lease term and lot size. When added to
the existing portfolio this will'assist in protecting the Councils overall risk and return
profile should an individual property investment cease to be income producing (for
example, it is undergoing refurbishment or awaiting a new tenant).

Property Acquisition Methodology

Identification, consideration and recommendation of assets suitable for acquisition
will be undertaken by a suitably qualified member of Estates and Strategic Land in
conjunction with outside specialist guidance and support, procured in accordance
with the Council's Contract Procedure Rules

Estates and Strategic Land and appointed agents will undertake a search of the
market which will include approaches and introductions of opportunities direct from
the sellers, their agents and third parties.

Introductions from third party agents will be accepted on a first come first serve basis
by verbal or written communication to Estates. If after the introduction the Council
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wishes to pursue the purchase further written agreement on the "basis of
engagement” and fees will be required.

The use of independent consultants will be required to assess properties prior to
bidding and any purchase will be subject to due diligence on all physical, financial
and legal aspects of the property to address its suitability as an asset for long term
security and growth.

All investments considered for purchase will undergo qualitative and quantitative
appraisal to establish portfolio suitability which will consider rental levels, location,
property type, rent review and lease expiry pattern, tenant(s), industry sector, tenure,
lease covenants, market exit constraints and physical and environmental factors. In
addition 3rd party advice will be called upon wherespecialist market knowledge is
required.

Property investment markets are, in general, controlled by national and regional
commercial property agencies and establishing links and relationships with a number
of such property agents is the best method of sourcing suitable properties for
acquisition. Staffing resources will need to be made available in order to source
suitable property assets for acquisition that match the criteria set under the Strategy.
This can be done by both recruitment into the existing Estates team and by
employing additional external expertise as required.

Minimum Investment Criteria

For a Stream 1 property investment to be considered by the PIGB for
recommendationto the Commercial Director it must:-

1. Achieve a minimum weighted score of 100 from the investment criteria
matrix shown in Appendix Al.1;

2. Have an initial net yield of 2% after making allowance for financing costs,
borrowing repayments and other associated costs;

3. Be accompanied by a full business case prepared by the Property
Selection Team.

Each potential property investment will undergo a qualitative and quantitative
appraisal and risk assessment to establish portfolio suitability and the legal and
financial implications: of the purchase. The findings of these appraisals will be
reported to the PIGB as part of the business case. Appendix Al.2 details the specific
areas that will be included in the business case as a minimum.

All acquisitions, where relevant, will be subject to building and plant survey,
independent advice and valuation.

An investment opportunity that does not meet the minimum criteria under investment

stream 1 may have separate investment or regeneration benefits and therefore may
be considered separately under Stream 2 of the strategy.
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Risk Management
Financing Risk

As with all investments, there are risks that capital values and rental values can fall
as well as rise. To mitigate against future unfavourable market forces Stream 1
acquisitions will be made on the basis that the Council is willing and capable of
holding property investments for the long term i.e. 25 years +. This will ensure
income and capital returns are considered over the long term thereby smoothing out
any cyclical economic/property downturns.

Where the purchase of a property is reliant on increases in borrowing the business
case will factor in fixed rate borrowing costs. By utilising fixed rate borrowing options
the Council will be protected from future increasesqin financing costs.

Portfolio Risk — void periods

To mitigate the risk of void periods where the property is either partially or fully
vacant, or a tenant has defaulted on its rental obligations, the investment portfolio
will be actively managed in accordance with the Council’'s adopted PAMS. The
investment criteria specified in the scoring matrix will tend to favour secure property
investments i.e. high quality buildings in prime locations, thus mitigating the risk of
void periods on re-letting.

Void periods for commercial investment properties acquired under this Strategy will
be monitored and vacancy levels will be reported to the PIGB and Audit Committee
throughout the year so that they can be actively managed.

Portfolio Management

Newly-purchased property acquired under this Strategy would be added to the
existing portfolio and Asset Management and Estates and Strategic Land would
undertake asset and property management to maintain and improve the
performance of an investment property; or additional specialist resources may need
to be bought in as necessary. This would include ensuring statutory and regulatory
compliance, tenant compliance, landlord responsibilities, securing receipt of rents,
dealing with. voids and insurance matters. The costs associated with these areas
would be considered.in the financial appraisal for the property acquisition.

The property asset management will be subject to an annual review and

incorporated within the Property Asset Management Plan (PAM) which is presented
to Full Council annually.
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APPENDIX D4.1.1
Stream 1 Investment Criteria Matrix

The PST will score the property against the scoring criteria shown below in‘order of priority. The minimum score for Stream 1
should be at least 100 out of a maximum score of 184, this is equivalent to at least the 54th percentile of the maximum. There will
however always be a trade-off between the level of return and the score. For example, a high return would reflect higher risk and

consequently a lower score; conversely, a lower level of return would reflect a lower level of risk and a higher score.

The table below shows the suggested scoring criteria to be applied when considering an investment property under stream 1.

Score 4 3 2 1 0
Scoring Weighting | Excellent/ very good Good Acceptable Marginal Unacceptable
Criteria Factor
Location 12 Major prime Micro prime Major secondary Micro secondary Tertiary
Tenancy 10 Single tenant with Single tenant with Multiple tenants with Multiple tenants with Tenants with poor
strength strong financial good financial strong financial good financial covenant | financial covenant
covenant covenant covenant strength

Tenure 9 Freehold Lease 125 years plus. | Lease between 50 & Lease between 20 & 50 | Lease less than 20

125 years years years
Occupiers 5 Greater than 10 years | Between 7 and 10 Between 4 & 7 years Between 2 & 4 years Less than 2 years;
lease length years vacant
Building 4 Newly Built Recently Average condition and Aged property with Nearing end of
Quality/ Refurbished likely to continue to be redevelopment useful life / use
Obsolescence fit for current use for 25+ | potential unlikely to

years continue when

lease expires
Repairing 4 Full repairing & Internal repairing - Internal repairing - Internal repairing - non | Landlord
terms insuring 100% recoverable partially recoverable recoverable
Lot size 2 Between £6m and Between £4m & £6m | Between £2m & £4m or | Between £1m & £2m or | Less than £1m or
£12m or £12m & £18m £18m & £20m £20m & £25m more than £25m

100




Location - property is categorised as prime, secondary or tertiary in terms of its location
desirability. For example, a shop located in the best trading position in a town would be
prime, whereas a unit on a peripheral neighbourhood shopping parade would be
considered tertiary.

Tenant Covenant — the financial strength of a tenant determines the security of the
property’s rental income. A financially weak tenant increases the likelihood that the
property will fall vacant. The minimum acceptable financial strength for any given tenant
will be determined through financial appraisal of company accounts and the use of
appropriate methods of risk assessment and credit scoring. To minimise management
and risk, the preference will be for single occupancy investments wherever possible.
Lease Terms — Is the lease free from unencumbered/onerous terms? Is the rent
periodically reviewed to take into account inflation and upward market movement?
Occupational Lease Length — the lease term will determine the duration of the tenant’s
contractual obligation to pay rent. The most attractiveinvestments offer a long lease with
a strong tenant covenant. The lease term will reflect any tenant break clauses.

Building Quality — a brand new or recently refurbished building will not usually require
capital expenditure for at least 15 years. This is attractive for income investors requiring
long term rental income with the minimum _of ongoing capital expenditure.

Tenure — anything less than a freehold.acquisition will need to be appropriately reflected
in the price.

Tenant Repair obligations — under a Full Repairing & Insuring Lease (FRI), the tenant
is responsible for the building’s interior and exterior maintenance / repair. The obligation
is limited to the building’s interior under an Internal Repairing & Insuring Lease (IRI). The
preference will be to favour FRI terms. (or FRI by way. of service charge i.e. all costs
relating to occupation and repairs are borne by the tenants and administered through a
service charge).

Lot Size — to maintain. portfolio balance the preference will be for no single property
investment to exceed £10m for a single let property.

In addition to the above criteria the PIGB and the Commercial Director should, when assessing
the merits of an investment, specifically consider compatibility with all SBC policies on matters
relating to use such as:-:

Alcohol or tobacco production or sale;
Animal exploitation;

Environmentally damaging practices;
Gambling;

Pornography.
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APPENDIX D4.1.2
Stream 1 Business Case

The PST will prepare a business case for Stream 1 investments where the minimum weighted
score target has been met. The business case will include the following as a minimum:

Financial Appraisal

A detailed financial appraisal setting out the projected income and costs associated with a
potential acquisition along with an assessment of the proposed financing options and associated
risks and considerations.

Lease Classification

A lease should be classified, for accounting purposes, as an operating lease rather than finance
lease, to ensure that all rental income can be treated as.revenue income (rather than a mix of
capital receipt and revenue income). Operating leases.are those where the risks and rewards of
ownership are retained by the lessor (the Council)’and must meet certain criteria. The main
criteria being that the lease term should not be for the major part of the property’s.economic life
and at the start of the lease, the total value of minimum lease payments (rents) should not
amount to a significant proportion of the value of the property.

Risk Management Assessment
A detailed risk assessment of the potential purchase, including but not limited to:
Specific risks associated with individual assets:

Tenant default on rental payment (covenant risk)

Risk of failureto re-let (void risks)

Costs of ownership and management

Differing lease structures (e.g. rent review structure, lease breaks).
Sector risk (portfolio spread)

Market Risks, including risks of structural change or market failure, which may affect the market
as a whole or particular subsectors or groups of property:

llliquidity upon sale (e.qg. lot size, transaction times, availability of finance)
Failure to meet market rental expectations (forecast rental growth)
Failure to meet market yield expectations (forecast yield shift)

Risk of locational, economic, physical and functional depreciation through
structural change

Risks associated with legislative change (e.g. planning or

changes in fiscal policy)

Portfolio Assessment
An assessment to establish suitability against the Council’'s existing property portfolio which will
consider rental levels, location, property type, rent review and lease expiry patterns, industry

sector, tenure, lease covenants, market exit constraints and physical and environmental factors.

Report on Title
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APPENDIX D4.2
PROPERTY INVESTMENT STREAM 2

Objective

The objective of the Stream 2 investment criteria is to establish a framework for the identification
of properties or land for redevelopment. These opportunities may deliver regeneration or
economic development benefits as well as positive financial returns for the Council in the form of
future revenue income streams or capital uplifts. Future revenue income streams could include
increases in retained business rates income and New Homes Bonus.

Developed properties may be retained for the benefit of their long-term rental income and will
become an investment asset after completion.

The Stream 2 investment criteria will be designed to ensure that the financial returns delivered
from investments are commensurate with the deemed levels of associated risk. A higher risk
investment will therefore require the delivery of greater financial returns.

Market Analysis and Background

Stream 2 investment opportunities could come in a diverse range of forms. Examples include, but
are not limited to:

Redeveloping Council owned assets;

Building homes and commercial premises;

Using public land and buildings to achieve long term socio economic sustainability
for the Borough and wider LEP areas;

As with other forms of investment there is a trade-off between risk and return. Given the more
speculative nature of this type of investment activity the risks associated with this type of
investment may, in'some cases, be higher than those associated with Stream 1 activity. It may
be possible to share risks and rewards of stream 2 activities with adjoining councils and other
public sector and private sector partners.

The assessment criteria for Stream 2 activities needs to be agile enough to allow significantly
different schemes to be assessed using the same overarching principles.

Minimum Investment Criteria

For a Stream 2 property investment to be considered by the PIGB and the Commercial Director it
must:-

1. Deliver a rate of return commensurate with the deemed level of risk associated with
the investment;

2. Be accompanied by a full business case prepared by the Property Selection Team,
and other officers where relevant.

The investment opportunities considered under Stream 2 could vary significantly and, due to the
speculative nature of some schemes, there will be higher risks attached to some investment
opportunities.

A scoring matrix will be developed for Stream 2 activities to set target rates of return for
investments dependent on the levels of deemed risks involved with the activity. Schemes with
higher risks will be expected to deliver higher levels of return to cover the risk considerations, and
only schemes that deliver the assessed rate of return will pass the minimum assessment criteria.
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The minimum net rate of return for a low risk Stream 2 investment would be the 2% required to
deliver the savings attached to the Investment Strategy, after making allowance for financing
costs and borrowing repayment costs. A high risk scheme, for example, may be required to
achieve a return of up to 20%.

A scoring matrix for Stream 2 schemes is attached to this Strategy at Appendix D.4.2.1.

Each potential Stream 2 investment will undergo a qualitative and quantitative appraisal and risk
assessment to establish the financial returns, financial and legal implications and risks
associated with the purchase. The findings of these appraisals will be reported to the PIGB as
part of the business case.

An investment opportunity that does not meet the minimum critefia under investment stream 2
may have separate investment or regeneration benefits and therefore may still be considered for
progression however decision making in this case is to be reserved to the Leader of the Council
rather than the Commercial Director.

Acquisition / Development Methodology

Identification, consideration and recommendation of assets suitable for acquisition and / or
development will be undertaken by a suitably qualified member of Estates and Strategic Land in
conjunction with internal and external specialist guidance and support.

All investments considered for purchase will undergo qualitative and quantitative appraisals to
establish financial suitability and risks. In addition 3rd party advice will be called upon where
specialist market knowledge is required.

Risk Management
Financing Risk

As with all investments, there are risks that capital values, rental values and development values
can fall as well as rise. Where the acquisition or development is reliant on increases in borrowing
the business case will factor<in fixed rate borrowing costs commensurate with the anticipated
holding period of the asset. By utilising fixed rate borrowing options the Council will be protected
from future increases in financing costs.

Financial returns from Stream 2 activities may come in the form of capital receipts rather than
revenue returns. This would need to be considered carefully as part of the overall Strategy given
the requirement to achieve net revenue returns of 2% from the investment. The returns linked
with this Strategy will be carefully managed and monitored as part of the Council’'s budget
monitoring framework and there will be clear links between this Strategy and the Financial
Strategy.
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APPENDIX D.4.2.1

Commercial Property Investment Strategy

Stream 2 — Scoring Matrix and Required Rates of Return

Risk Score 5 4 3 2 1
Variable
Land SBC already In agreed JV | Under offer For sale by For sale by
Ownership own outright Private Treaty | Auction
Location Prime Near Prime Secondary Tertiary
Building Existing To be To be built
refurbished

Legal Freehold Long Lease Medium Lease | Short Lease
Structure of
SBC land
holding
Ground Greenfield, Brown land Requires Contaminated
Conditions level with but cleared Demolition

services and ready to

Or existing develop

building
Planning Existing use/ QOutline/ To be applied

Detailed To be applied for —

for but non Contentious
contentious

Build Contract | Inplace & In place & Costed but not | Non-costed

Fixed Price Variable in place

costed Price costed
Subsequent Existing Pre let Multi let/ Speculative and
letting of Tenant identified Speculative pre let uncertain
redeveloped but pre-let
asset likely
Potential Prime Secondary Weak Unknown
Lessee
Covenant to
occupy
redeveloped
asset
Exit Strategy if | Clear exit Potential exit No clear viable
original plans | strategy options exit known
not feasible available
Location Prime Near Prime Secondary Tertiary
Building Existing To be To be built

refurbished

Maximum Score: 50

Minimum Score: 15
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APPENDIX D.4.2.1

OBC Matrix Score | Minimum Target Rate of Return (Initial
Yield) after financing costs

50 2%

45-49 4%

40-44 6%

35-39 8%

30-34 10%
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APPENDIX D4.3
PROPERTY INVESTMENT GOVERNANCE BOARD STRUCTURE

Property Investment
Governance Board

Director

Leader of The Deputy Leader of Director Chief Executive
Council The Council

Independent Board

Member

Lisa Dixon Jim Dillon Nick Edwards

PROPERTY SELECTION TEAM STRUCTURE

ommercial Director

Richard Bradley
11

Legal Services Estates & Strategic Corporate Finance

External Professional

Manager Land Manager Manager

Advice
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APPENDIX D4.4

Commercial Property Investment Target Area

Adjoining and Overlapping LEP areas:
North Yorkshire, Yorks & East Yorkshire LEP — 38

Humber LEP - 18
Leeds City Region LEP - 20
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ANNUAL STATEMENT ON MINIMUM REVENUE PROVISION (MRP) IN
RESPECT OF CAPITAL EXPENDITURE FINANCED BY BORROWING

The Council is required to pay off an element of the accumulated General Fund
capital spend each year (the Capital Financing Requirement) through an annual
Minimum Revenue Provision (MRP).

The Local Authorities (Capital Finance and Accounting (England) (Amendment)
Regulations 2008 (the Regulations) recommend that an-annual statement on the
policy to be adopted is submitted to Full Council for approval.

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 policy.

POLICY

Expenditure will, under delegated powers, be subject to MRP under the Asset
Life Method, which will be charged over a period which is reasonably
commensurate with the estimated useful life applicable to the nature of
expenditure, using the equal annual instalment method. For example, capital
expenditure on a new building, or on the refurbishment or enhancement of a
building, will be related to the estimated life of that building.

Estimated life periods will be determined under delegated powers. To the extent
that expenditure is not on the creation of an asset and is of a type that is subject
to estimated: life periods that are referred to in the guidance, these periods will
generally be adopted by the Council. However, the Council reserves the right to
determine useful life periods and prudent MRP in exceptional circumstances
where the recommendations of the guidance would not be appropriate.

FINANCE LEASES

Upon the commencement of the lease term finance leases are recognised as
assets and liabilities in the balance sheet. These are subsequently measured at
the lower of fair value or the net present value of the future minimum lease
payments. Minimum lease payments are apportioned between the finance
charge and the reduction of the outstanding liability.

The MRP requirement would be regarded as met by a charge equal to the
element of the charge that goes to write down the balance sheet liability.
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Asset Life Method
MRP is determined by reference to the life of an asset that can be identified as
financed wholly or partly by borrowing. There are two usual methods by which
this can be achieved:
(a) Equal instalment method
An equal amount is charged each year based on the asset expenditure
financed by borrowing and the life of the asset on which the expenditure is
incurred.

(b) Annuity method

MRP is the principal element for the year of the annuity required to repay over
the asset life the amount of capital expenditure financed by borrowing.
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PRUDENTIAL INDICATORS

APPENDIX E

Under the Prudential Regime, which has operated since April 2004, the Council
has the responsibility to demonstrate that its capital investment programme is
affordable, prudent and sustainable. The Prudential Code requires that this is
done by calculating specific affordability indicators for capital expenditure and
financing and by setting borrowing limits and indicators for treasury management.

Affordability Indicators

The indicators of affordability address the revenue implications of the Council’s

capital investment programme.

are set out in Bold in the following table.

These indicators, recommended for approval,

£000 2017/18  2018/19 2019/20 2020/21
Actual Estimate Estimate  Estimate

Opening Capital Finance

Requirement 20,831 21,802 37,453 53,212

a) Capital Expenditure 9,363 34,984 52,970 6,912

Sources of finance:

Grants/other contributions (3,401) (12,599) (25,807) (2,173)

g;ggal receipts & reserves set (3.390) (6,139) (7.381) (4.739)

Net Repayment of Borrowing (2,900)

Other transactions

Minimum Revenue Provision (1,601) (595) (1,123) (1,623)

b) Net Borrowing Indicator

and Closing Capital Finance 21,802 37,453 53,212 51,589

Requirement

c) Ratio of Financing Cost to 8.24% 2 78% 878%  11.58%

Net Revenue Stream

d) Incrementalimpactonthe -, o7y £16.17 £0.71 £0.31

Council Tax

e) Gross Debt and the

Capital Financing 48.65% 85.37% 85.36%

Requirement

f) Gross and Net Debt 15.01% 51.57% 55.97%
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a) Capital Expenditure Indicator

The total amount of capital expenditure is the initial driver behind the cost of the
capital programme for Council Tax payers. This is therefore given as the first
indicator. Capital expenditure for 2019/20 has significantly increased from the
estimates provided last year. This is due to slippage in expenditure included
within the capital programme from earlier years. The most material high
expenditure schemes which have slipped include expenditure derived through
the commercial strategy, coastal protection works, community housing and the
investment works to the Dean Road depot. New schemes highlighted within
appendix B are also incorporated within the revisedfigures.

The total cost falling on the Council Tax® Payer is dependent on capital
expenditure after taking account of grants and contributions. The Capital
Expenditure Indicator does not therefore by itself, indicate the cost of the Capital
Programme to Council Tax payers either in.one year or over the course of the
Financial Strategy.

b) Net Borrowing and Capital Financing Requirement Indicators

Capital expenditure in excess of the financing provided by external grants or the
set-aside of reserves or capital receipts, increases the underlying need to
borrow. This underlying need is shown by the indicator, the Capital Financing
Requirement (CFR). The CFR in turn determines the minimum provision required
in the Revenue Budget for repayment of borrowing.

As detailed within the Councils Capital Programme the Council has budgeted to
fund £65.5m through its own resources.from the period 2018/19 onwards, with
£36.028m of this being funded through Unsupported Prudential Borrowing.

The table below details the Unsupported Prudential Borrowing included within the
prudential indicators:

Scheme 2017/18 | 2018/19 | 2019/20 2020/21
£k £k £k £k
Leisure Village — wet construction 1,517 -
Futurist Redevelopment 462 832 242 -
OAT Permanent Decking 571 67 -

Dean Road Depot -

19 - 541
Redevelopment
Coastal Protection works - - 2,787 -
Spa Roof - 400 729
Other previously approved 3 129 301 -
schemes
Commercialisation Investments 14,818 15,182 -
Total 2,572 16,246 19,782 -
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The Council will need to take out external borrowing to fund these levels of
expenditure. As at February 2019 the Council has £25.8m in external borrowing;
the Prudential Indicators assume the levels of 2019/20 prudential borrowing will
be in addition to the current £25.8m.

Following accounting changes the CFR includes any other long term liabilities
(e.g. PFI schemes, finance leases) brought onto the balance sheet. Whilst this
increases 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 currently has £72k of such
schemes within the CFR.

c) Ratio of Financing Cost to Net Revenue Stream Indicator

The costs of borrowing and also the interest received from investments, is largely
determined by decisions on past and future capital investment. The proportion of
revenue grant and council tax that is required to cover this net cost is measured
by the Prudential Indicator: Ratio of Financing Costs to Net Revenue Stream.
The reduction in 2018/19 compared to 2017/18 is a result of higher capital
charges in the year. These increased charges were a result of one off
repayments made in order to provide future annual reductions in the revenue
budget. The ratio is then seen to increase again from 2019/20 due to higher
levels of MRP resulting from investments through the commercialisation strategy
and increased interest charges from borrowings.

d) Incremental impact on the Council Tax Indicator

The Council’s capital strategy supports capital investment by identifying matching
financing from reserves, revenue underspends and capital receipts. The
calculation measures this in terms of the resulting additional cost each year to
Council Tax (Band D). The effect of this updated strategy compared with the
resources identified in the previous strategy shows an incremental impact in the
2018/19 financial year. This materialises as a result of slippages in the
expenditure previously anticipated to occur within the 2017/18 financial year. Due
to the one-off nature of these investments the levels of impact seen within the
2018/18 figures are not repeated, showing a negligible decrease over the term.

e) Gross Debt and the Capital Financing Requirement

The Capital Strategy and the prudential indicators to which it adheres are based
on a principle of prudence. This is measured through the: Gross Debt and Capital
Financing Requirement. The purpose is to ensure that over the medium term
debt external borrowing will only be used for capital purposes. This is monitored
through ensuring that external borrowing does not, except in the short term,
exceed the total capital financing requirement in the preceding year, plus any
additions to the capital financing requirement for the current and next two
financial years.

113



f) Gross and Net Debt

The Gross and Net Debt indicator is used to highlight where the authority may be
borrowing in advance of need. This ratio is expressed through the amount of net
debt (i.e. borrowings less cash investments) as a percentage of gross debt
(borrowings only). The increase in this ratio reflects that in future years the levels
of debt will exceed the levels of cash investments in future years. The increased
percentage reflects the additional borrowings which will‘be taken out in order to
support the Council in pursuing commercial opportunities.

Treasury Management Indicators

The Treasury Management Indicators are set as a means of aiding a prudent
borrowing and investment strategy. The predominant indicator is that the Council
has adopted the CIPFA Code of Practice for Treasury: Management in the Public
Services. The Council has adopted the Code and complies with its requirements.
The relevant treasury indicators are outlined below.

Limits to Borrowing Activity

Operational Boundary: this is the limit beyond which external debt is not normally
expected to exceed.

Operational Boundary 2018/2019 | 2019/2020 | 2020/2021 2021/2022
Estimate Estimate Estimate Estimate

Debt £18 million £18 million £18 million £18 million

Otherlong.term liabilities

Commercial activities/non- £30 million £30 million £30 million £30 million

financial investments

Total £48 million £48 million £48 million £48 million

Authorised Limit: this is a limit beyond which external debt is prohibited, and this
limit must be set and revised by Full Council. This reflects a level of borrowing
which, while not desired, could be afforded in the short term but might not be
sustainable in the longer term.

Authorised Boundary 2018/2019 2019/2020 2020/2021 2021/2022
Estimate Estimate Estimate Estimate

Debt £28 million £28 million £28 million £28 million

Other long term liabilities

Commercial activities/non- £30 million £30 million £30 million £30 million

financial investments

Total £58 million £58 million £58 million £58 million
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Upper and lower limits for the maturity structure of the Council’s debt
(fixed and variable) for the forthcoming year

The risk associated with the maturity structure of debt is dependent on whether
that structure might require an Authority to refinance debt at a time of volatile
interest rates. The Council has three fixed rate long term loans, which are
presently unlikely to be prematurely redeemed; and have a minimum of 11 years
until maturity.

In addition, the Council is considering a number of capital projects which may
require external borrowing. To provide the Council flexibility in structuring any
borrowing, and not to limit options, the following upper and lower limits for
maturity structure are proposed.

Maturity structure of fixed interest rate borrowing 2019/2020

Lower Upper
Under 12 months 0% 60%
12 months to 2 years 0% 60%
2 years to 5 years 0% 75%
5 years to 10 years 0% 75%
10 years and above 0% 100%
Maturity structure of variable interest rate borrowing 2019/2020

Lower Upper
Under 12 months 0% 60%
12 months to 2 years 0% 60%
2 years to 5 years 0% 60%
5 years to 10 years 0% 60%
10 years and above 0% 60%

Upper Limit for Total Principal Sums Invested Over 365 Days

The risk involved in being forced to realise an investment before maturity
increases with the investment term. The limits are set with regard to the Council’s
liquidity requirements. and to reduce the need for early redemption of an
investment, and are based on the availability of funds.

This limit was previously for sums invested over 364 days, however this has
been amended in.the revised Treasury Code of Practice to sums invested over
365 days.

Whilst the Council does not presently have any sums invested over 365 days, it
is proposed to set the upper limit at £5.0 million to give some investment
flexibility whilst limiting risk exposure. This headroom is unlikely to be used in
2018/109.

Maximum principal sums invested over 365 days

2018/2019 2019/2020 2020/2021 2021/2022

Principal sum £nil £5 million £5 million £5 million
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COMMERCIAL PROPERTY INVESTMENT STRATEGY

The Guidance requires local authorities to develop quantitative indicators that
allow Councillors and the public to assess a local authority’s total risk exposure
as a result of commercial property investment decisions.

The indicators associated with the Council’'s proposed Coemmercial Property
Investment Strategy are detailed below.

Debt to Net Service Expenditure (NSE) Ratio

This indicator measures the gross debt associated with Commercial Property
Investments as a percentage of the Council’'s-net service expenditure, where net
service expenditure is a proxy for the size and financial strength of a local
authority.

£000 2018/19 2019/20 2020/21 Limit
Estimate Estimate Estimate

Gross Debt 30,000 30,000 30,000

NSE 14,397 14,373 13,763

Debt to NSE Ratio 208% 209% 218% 300%

The indicator shows that the debt level proposed by the Strategy will be
approximately 2 times the level of the Council's net revenue budget if the
proposed £30m investment in the Strategy is funded solely from borrowing.

Given that the Strategy will take the risk profile of investments into account in the
decision making process and the Council sees property investments as a long
term investment this ratio is considered to be reasonable.

A maximum limit of 300% has been set for this indicator.
Coammercial Income to NSE Ratio

This" indicator measures the Council's dependence on the income from
commercial property investments to deliver core services.

£000 2018/19 2019/20 2020/21 Limit
Estimate Estimate Estimate

Commercial Income 1,845 1,845 1,845

NSE 14,397 14,373 13,763

Commercial Income

to NSE Ratio 13% 13% 13% 20%

The income generated from the investments set out within this Strategy will fund
13% of the Council’'s Net Service Expenditure in 2018/19. This ratio is considered
reasonable.
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A maximum limit of 20% has been set for this indicator.

Investment Cover Ratio
This indicator measures the total net income from property investments
compared to interest expense.

2018/19 2019/20 2020/21
Estimate Estimate Estimate
Investment Cover Ratio 2.3 2.3 2.3

The indicator shows that the net income from property investments. is expected to
be 2.3 times higher than the anticipated interest expense.

Loan to Value Ratio

This indicator measures the amount of debt compared to the total asset value. In
the period immediately after purchase it is normal for the directly attributable
costs of purchasing commercial property investments to be greater than the
realisable value of the asset (e.g. because of non-value adding costs such as
stamp duty). The gradual decrease In the loan to value ratio reflects that property
values are expected to remain constant, however borrowings will be repaid.

2018/19 2019/20 2020/21
Estimate Estimate Estimate
Loan to Value Ratio 1.06 1.04 1.03

Each year the Council will assess whether assets purchased via the Strategy
retain sufficient value to provide security of investment using the fair value model
indnternational Accounting Standard 40: Investment Property. If the fair value of
assets is not sufficient to provide security for the capital investment the Strategy
will provide detail of the mitigating actions that are being taken, or are proposed
to be taken, to protect capital investment.

Target Income Returns

This indicator shows net revenue income compared to equity and is a measure of
achievement of the property portfolio. The net return is shown after making
allowance for financing and borrowing repayment costs.

2018/19 2019/20 2020/21
Estimate Estimate Estimate
Target income returns 2% 2% 2%
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Gross and Net Income

£000 2018/19 2019/20 2020/21
Estimate Estimate Estimate

Gross Income 1,845 1,845 1,845

Net Income 600 600 600

The net income target of £600k from Commercial Property Investments is
incorporated into the Council’'s financial projections for the period up to 2021.
This saving will need to be delivered if current service delivery is to be
maintained by the Council.

The non-achievement of this saving will require the identification of alternative
savings proposals, which may result in cuts in‘service.

The achievement of the target savings required from the Strategy will be closely
monitored as part of the Council’s standard budget monitoring process.

Operating Costs

£000 2018/19 2019/20 2020/21
Estimate Estimate Estimate
Operating Costs 200 200 200

The above operating costs relate to the cost of the Council’s internal Estates and
Strategic Land team. The costs shown reflect the cost of managing the Council’s
entire property portfolio, not just the assets acquired under this Commercial
property Investment Strategy.

Additional operating costs may be incurred as a result of the purchase of
Commercial Investment Properties. Any such costs will be factored into the
financial appraisals as part of the purchase assessment to ensure that target net
rates of return are achieved. This indicator may therefore be revised once
investments are made.

Vacancy Levels and Tenant Exposures
This indicator measures and sets targets for the void periods within the property
portfolio.

2018/19 2019/20 2020/21
Estimate Estimate Estimate
Void periods 0% 0% 0%

The target of 0% reflects the strong tenant covenant strengths that will be
required under the Stream 1 investment criteria. Void periods will be factored into
the financial appraisals as part of the assessment criteria where relevant,
therefore this indicator may be revised once investments are made.
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APPENDIX F
RESERVES AND BALANCES AND FINANCIAL RESILIENCE
INTRODUCTION

Reserves play an important role in the Council’s financial planning process and
underpin the sustainability of both the revenue and capital financial plans.

This policy sets out the guidance on what is considered to be best practice for
the level and utilisation of reserves and balances as well as the governance
arrangements surrounding the approval of contributions to and from reserves.

To aid the understanding of the manyCouncil reserves they have been
summarised into the following three categories:

@) General Fund Balance
(b) Corporate Reserves
(c) Operational Reserves and Balances

GUIDANCE ON LOCAL AUTHORITY RESERVES AND BALANCES

When calculating their budget requirement the Local Government Finance Act
1992 requires Councils to have regard to their level of capital and revenue
reserves needed for meeting estimated future expenditure.

The Council’'s Section 151 Officer is required to advise the Council on the level of
reserves it should hold-in order to ensure a sound financial standing, and also
ensure that clear protocols exist for their establishment and use. Clearly a well-
managed Council, with a prudent approach to budgeting, should be able to
operate with a relatively low level of General reserve. The external auditors are in
turn required to review the level of reserves and financial performance over a
period of time. It is, however, not the responsibility of the auditor to prescribe an
optimum or minimum level of reserves.

The introduction of the Prudential Code for Capital Finance (The Code)
reinforces the safeguards for financial planning. The Code emphasises the
requirement to consider affordability when making decisions about the Council’s
future capital programme. The development of five-year revenue forecasts and
long term capital programme focus greater attention on the levels and application
of the Council’'s Balances and Reserves.
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OPTIMUM RANGE OF RESERVE BALANCES

In order to assess the adequacy of unallocated reserves the Council must take
into account the strategic, operational and financial risks that it will face in both
the long and short term.

In 2018 the Chartered Institute of Public Finance and Accountancy (CIPFA)
released a consultation on its plans to launch an index-to measure financial
resilience across all local authorities. The aim of the index is to aid Section 151
Officers in assessing and comparing financial resilience against other local
authorities and providing an early warning system where it is needed so that
actions can be taken at a local level. Reserve levels and movements in reserves
form an integral part of the financial resilience assessment.

In 2018 CIPFA released draft reports and figures on the Financial Resilience
Index to support Section 151 Officers in fulfilling their statutory duties for the
2019/20 budget setting process. In January 2019 areport was presented to the
Audit Committee (19/33) setting out how those figures have been used in this
year’'s assessment of reserve levels.

The criteria for corporate reserves will remain.unchanged and are set out below:

Table F1 — Criteria for Optimum Reserve Levels

RESERVE OPTIMUM RANGE
a) | General Fund Balance The balance to be maintained within the
range of £2.0m to £3.0m

b) | Corporate Reserves:
Capital Contingency The balance to be maintained within the
Reserve range of £0.5m to £1.5m (excluding
monies held in the reserve for Coast
Protection contingencies)

Capital Development The approved expenditure from the fund
Reserve will be match its resources over a 10 year
planned period

Insurance Reserve A minimum balance to be maintained in
the medium term of £1.350m

Pension Reserve The balance be maintained within the
range of £0.1m to £0.75m

Investment Fund The approved expenditure from the
reserve not to exceed the resources
available in any one year

c) | Operational Reserves Reserves are held for specific purposes
therefore no predetermined range.
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Any in year variance to these limits will be reported to Cabinet, who will consider
the required action.

PURPOSE AND ADEQUACY OF THE COUNCIL’'S RESERVES AND
BALANCES

General Fund Balance

This reserve represents an accumulated working balance to meet future
contingencies. The uncommitted balance of the reserve currently stands at
£2.526m.

The Council’'s budget strategy for the period from 2018/19 to 2020/21
incorporates a £0.5m draw from reserves tobalance the revenue budget over the
period. This draw is reflected as a commitment against the General Fund
balance and therefore won’t impact on the uncommitted balance quoted above.

One of the indicators within CIPFA’s Financial Resilience Index measures the
levels of unallocated reserves (i.e.. General Fund Balance) against net revenue
expenditure. An assessment of the indicators shows that this Council's General
Fund Reserve balance represents 16.5% of annual net revenue expenditure,
which is the third lowest proportion in the Council’s comparator group and places
the Council 149" lowest in comparison to all 198 non metropolitan districts within
the country. This.does flag concerns that the Council may not be as financially
resilient as other district councils across the country.

The Council however adopts a prudent approach to budgeting through the
inclusion of contingency budgets within.its financial projections and recognises all
cost_pressures as they are identified. The Council also has strong budget
monitoring procedures in place and, despite the need to identify significant
savings in recent years, has not had to make unplanned draws from reserves to
balance its in year budgetary position.

On the basis of the above it is recommended that the current optimum General
Fund Reserve range of between £2.0 and £3.0 be maintained. Draws from the
General Fund Reserve, which will take the reserve below the current
uncommitted balance of £2.526m are not however advised until the outcome of
the Fair Funding Review is known.

Capital Contingency Reserve

The Capital Contingency Reserve is set aside to fund small scale, ad-hoc
schemes as well as to provide contingency funding for potential overspends on
schemes included within the Council’s capital programme. The predetermined
optimum range for this reserve stands at £0.5m to £1.5m, plus monies set aside
for coast protection schemes.
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The uncommitted balance of the Capital Contingency reserve currently stands at
£505k and a further contribution of £100k will be made to the reserve in 2019/20.

A significant proportion of the Council’s current capital programme (£29m) relates
to coast protection schemes. Given that the value of these schemes is almost
double the size of the Council's net annual revenue budget this places a
substantial amount of financial risk on the Council. Separate contingency
amounts of £4.2m (14.5%) are held within the overall budget for these schemes
to mitigate against potential cost overruns; £3.13m  of which is funded from
Council resources.

The optimum range of the Capital Contingency reserve will be maintained at a
value of £0.5m to £1.5m, plus any amounts held in respect of Coast Protection
contingencies.

Capital Development Reserve

The Capital Development Fund underpins the Capital Strategy. It unifies all
capital resources with the intention of focusing investment into priority areas over
the medium term. The Capital Development Reserve aims to match resources to
investments over the long term (usually 10-year period).

Current projections for the reserve show that the resources available are broadly
balanced over-the 10 year period to 2028; however there are overcommitted
balances in some of the later years of the plan and not all essential expenditure
is included in the projections (e.g. asset management backlog works). Proposals
to commit monies from the reserve have therefore been restricted in 2019/20.

The capital budget proposals, set out within Appendix B, recognise a number of
funding sources that are not committed within the current budget proposals and
propose that the monies available from those areas will be utilised to develop a
robust, long term capital investment strategy from 2019 onwards.

The capital investment strategy will integrate with the revenue budget projections
as well as the Property Asset Management Plan, the Commercial Investment
Strategy and the Priority Projects Plan. The establishment of a more robust
capital investment strategy should ensure that capital resources are utilised in a
planned and structured way and provide funding to take forward priority schemes
that will deliver the Council’s longer term strategic priorities and objectives.

The Capital Strategy will be subject to further reports to Members during 2019.
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Insurance Reserve

The Insurance Reserve covers risks which are by their nature difficult to insure
such as cliff slippage and certain storm damage, and risks which are generally
uneconomic to insure such as damage due to leakage from water pipes and the
theft of small items of equipment. The fund also meets the cost of some
insurance excesses.

The uncommitted balance of the reserve currently stands at £1.9m, therefore is
considered to be adequate.

The criteria for the minimum balance of the reserve will be retained at £1.35m.

Pension Reserve

The pension reserve is used to meet the upfront costs.associated with the added
year's element of employees’ pensions and redundancy costs when compulsory
redundancy occurs.

The projected reserve balance as at 31 March 2019 is £1.17m, which is above
the predetermined range. Whilst it is recognised that the requirement to make
high levels of savings to balance the revenue budget may put a particular strain
over this reserve in the short to medium term an analysis of future year indicative
savings shows that the savings identified to date are largely driven via the
Council’'s commercialisation agenda so should not result in large scale staffing
reductions.

On that basis it Is proposed that £300k of the uncommitted reserve balance be
transferred to the Investment Fund. This will reduce the uncommitted balance of
the Pension Reserve down to £870Kk, which is still in excess of the predetermined
range.

The optimum range criteria of between £0.1m to £0.75m will be retained.

Investment Fund

The Investment Fund provides one-off funding for schemes that will help the
Council deliver future revenue savings. The uncommitted balance on the reserve
currently stands at £0.3m and the pre-determined criteria for the reserve balance
is that the approved expenditure from the reserve should not exceed the
resources available in any one year

The Council’'s ambitious Corporate Modernisation Programme may require

significant investment in order to deliver the levels of savings needed to balance
the revenue budget over the period to 2021/22, therefore it is proposed that an
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additional £300k be transferred to the reserve from the Pension Reserve. This
will increase the uncommitted balance held in the Investment Fund to £0.6m.

Operational Reserves

These reserves are held for corporate areas as well as each Directorate. The
reserves primarily relate to accumulated under spending that has been carried
over to support known future operational requirements.

All transactions to and from these reserves are subject to the approval and
review of the Section 151 Officer, in accordance with the Council’s Financial
Regulations, and the broad Policy Framework. Any proposed use of the reserves
not within the overall Policy Framework would be reported to Cabinet / Council.

There are no predetermined ranges set for these reserves however they are
reviewed on an annual basis. Any amounts that are deemed to be surplus to
requirements are released to corporate reserves so that they can be taken into
account in the Council’s budget setting process.
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Reserves and Funds - Forecast Balance 31 March 2020

APPENDIX F2

Actual Budgeted Forecast Budgeted Movements 2019/20 Forecast
g Balance : Balance
Reserve Balance Movements 31 March Revenue Capital 31 March
1 April 2018 2018/19 2019 Conts / Transfer receipts & 2020
Transfers utilisation
General Fund Balance
General Fund Reserve (3,026,271) - (3,026,271) - - - | (3,026,271)*
(3,026,271) - | (8,026,271) - - -1 (3,026,271)
Corporate Reserves
Capital Contingency Reserve (705,563) - (705,563) (100,000) - - (805,563)"
Capital Development Reserve (11,700,350) 3,054,872 (8,645,478) 6,191,529 (299,136) (863,823) |  (3,616,909)
(including useable capital receipts)
vionies Earmarked for Capital (2.451,756) | (1,849,857) |  (4,801,613) | (1,053,373) - .| (5,354,986)
nvestment
Pensions Provision (1,090,410) (83,679) (1,174,089) (79,908) 300,000 - (953,997)
Insurance Reserve (2,977,282) 48,231 (2,929,051) (115,950) - - (2,045,001)
(17,925,360) 1,169,567 | (16,755,793) 4,842,298 864 (863,823) | (12,776,454)
Section 106 and Commuted Sums
Section 106 Commuted Sums (2,821,274) (29,367) (2,850,641) 33,600 299,136 - (2,517,905)
Commuted Sums Street Seats (186,247) - (186,247) - - - (186,247)
Section 106 Maintenance Funds (86,427) 22,751 (63,676) 15,826 - - (47,850)
(3,093,948) (6,616) |  (3,100,564) 49,426 299,136 -| (2,752,002)

* General Fund includes £500k that will be drawn down 2020/21;
N £200k of the CCR balance is currently committed.
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Forecast Budgeted Movements 2019/20 Forecast
PR EBIGELSE Balance : Balance
Reserve Balgnce Movements 31 March Revenue Ca_pltal 31 Mareh
1 April 2018 2018/19 2019 Conts Transfer receipts & 2020
utilisation
Operational Reserves
SIF Human Resources (19,095) - (19,095) - - - (19,095)
SIF Finance and Asset Mgt (394,379) 58,303 (336,075) (40,000) - - (376,075)
SIF Legal Services (54,021) (1,000) (55,021) (2,000) - - (56,021)
SIF Environmental Health (424,902) (158,585) (583,487) (236,641) - - (820,128)
SIF Tourism & Leisure (516,543) 83,792 (432,750) 129,632 - - (303,118)
SIF Engineering (156,142) 107,806 (48,336) - - - (48,336)
SIF Specifics (486,528) 32,134 (454,394) (60,661) - - (515,055)
SIF Corporate (1,971,618) 743,004 (1,228,615) 311,297 - - (917,318)
Scarborough Harbour Fund (528,285) (82,714) (610,999) (108,289) - - (719,288)
Whitby Harbour Dredger Reserve (104,606) (16,000) (120,606) (16,000) - - (136,606)
Whitby Harbour General Reserve (46,239) (25,667) (71,906) - - - (71,906)
(4,702,357) 741,073 (3,961,285) (21,662) - - (3,982,946)
Specific Reserves
Revenue Grant Contributions Unapplied | (1,258,085) 1,258,085 - - - - -
Investment Fund (932,099) 201,261 (730,838) 36,000 (300,000) - (994,838)*
Parish Council Reserve (33,501) - (33,501) - - - (33,501)
Election Reserve (107,256) (13,364) (120,620) 65,850 - - (54,770)
Procurement Partnership (53,837) - (53,837) - - - (53,837)
Building Control Partnership (35,686) - (35,686) - - - (35,686)
(2,420,463) 1,445,982 (974,481) 101,850 (300,000) -] (1,172,631)
OVERALL TOTAL | (31,168,400) | 3,350,006 | (27,818,394) | 4,971,912 | -] (863,823)| (23,710,305) |

* £400k of the balance is committed
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APPENDIX F3

Service Investment Fund — Forecast Balan arch 2020

Section still to be completed.
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APPENDIX G1

CAPITAL DEVELOPMENT RESERVE EXPENDITURE 2018-2029

Section still to be completed.
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APPENDIX G2

CAPITAL DEVELOPMENT RESERVE FUNDING SOU S 2018-2029

Section still to be completed.
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Section still to be completed.
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RISK ASSESSMENT

Risk Likelihood | Seriousness | How we will manage the risk

Non achievement of income targets Medium High Income monitored closely and monthly monitoring statements
produced
Management review services offered and look to introduce new
services / charges where appropriate
Advertising undertaken to.increase market share where
appropriate
Employment of a Commercial Manager and Commercial Director
post

Fluctuations in inflation, Government Medium High Reviewed through the Financial Strategy and monitored

Grants and changes in legislation throughout the year.
Any changes in legislation fully considered.
Ensure that the minimum level of reserves is maintained to
mitigate against risks.
Ensure that authority’s interests are represented through the LGA
and other groups.

Budgets are overspent Medium High Robust budget setting process
Month end close downs and automated reports produced for
managers developing a culture of awareness and ownership
Regular monitoring with corrective action
Effective project planning and management
Ensure contingency sums where budget constraints allow

Savings are not achieved Medium High Regular budget monitoring to identify issues at early stage
Oversight by the Transformation Board
Where savings are not achieved alternative savings must be
identified
Establishment of reserves to mitigate against non-achievement of
savings

Reserves are inadequate Medium High Minimum levels of reserves are set and reviewed each year with

consideration given to budget risks.

131




RISK ASSESSMENT

Risk

Likelihood

Seriousness

How we will manage the risk

Reserve balances are reported to Cabinet on a quarterly basis
and any breaches of minimum levels are highlighted

Minimum levels reviewed in line with changing economic
conditions

Changes in usage and demand affects
revenue streams

Medium

High

Regularly monitor income

Review trends

Take appropriate action to mitigate downward trends
Ensure.income budgets are not too demanding

Budget does not reflect corporate
priorities

Low

High

Ensure corporate involvement in the budget process

Early consideration of budget pressures and changes in legislation
Regular reporting to Executive Board

Approved scoring criteria for prioritising capital and revenue bids
Capital Investment Strategy will link to key corporate strategies dn
documents.(e.g. commercial strategy, property strategy, priority
projects plan)

The capital programme is not
affordable and essential schemes need
to be funded from additional borrowing

High

High

All schemes are monitored through the 10 year Capital
Development Reserve

Capital contingency reserve provides a balance to mitigate against
overspends on capital schemes

Regular monitoring and reporting to ensure potential overspends
highlighted as early as possible

Closely monitor coast protection schemes and Council
contributions

Asset Management property backlogs considered in the Capital
Investment Strategy

Poor planning with decisions being
made without proper consideration /
consultation

Low

High

Develop a long term Financial Strategy

Set out a clear budget timetable

Regular updates to Members

Effective consultation process focused on achieving responses
from the full demographic of the borough
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RISK ASSESSMENT

Risk Likelihood | Seriousness | How we will manage the risk
The Budget does not assess equalities | Medium Medium Each savings proposal included in the 2018/19 budget has had an
impact on its population and ‘Equalities and Diversity Assessment’ carried out.
community groups
There are insufficient resources to High High Asset management schemes will be considered when the Capital
meet the needs of asset management Investment Strategy is developed
Borrowing has been factored.into earlier year Strategies to fund
essential asset management works (e.g. Spa Roof)
The Council is undertaking a review to rationalise its assets
An asset management strategy has been developed
Businesses fail and empty premises Medium High Monthly monitoring in place to look at discounts awarded and

lead to lower NNDR collection rates

overall tax base

Council focused on economic growth

Council is part of a pilot 75% business rates retention scheme in
2019/20 which should reduce the risk of a shortfall and maximise
the retention of any surplus.
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The table below outlines the movement from the 2018/19 base budget to the 2019/20 budget by directorship.

REVENUE BUDGETS 2019/20

APPENDIX |

Movements between Base and Proposed Budgets Proposed
. . Base Budget Approved
Directorship 2018/2019 | Growth | Inflation | Savings | Soso® | Financing | Switches Budget
2019/ 2020
Chief Executive 2,653,354 93,094 - (27,143) - - (83,752) 2,635,553
Director (Nick Edwards) 9,275,771 634,701 - (431,254) - - 839,606 10,318,824
Director (Lisa Dixon) (795,779) 346,198 - (152,316) - - 292,250 (309,648)
Director (Richard Bradley) 2,998,406 214,587 - (941,814) - - 571,288 2,842,468
E‘c’)tr‘]it'ra”dgets under specific Director 14,131,752 | 1,288,580 - | (1,552,527) ; -| 1,619,393 15,487,197
Corporate 264,874 173,414 200,000 |  (152,607) - (22,409) | (1,619,163) (1,155,892)
Total Net Budget 14,396,626 1,461,994 200,000 | (1,705,135) - (22,409) 229 14,331,306
Financed by:
Local Government Finance Settlement (5,562,346) - - - - 410,076 (229) (5,152,500)
Borough Council Precept (8,663,000) - - - - (350,509) - (9,013,509)
Borpggh Council Collection Fund (171,280) i i ) i 5983 ) (165,297)
Deficit
Total Financing (14,396,626) - - - - 65,550 - (14,331,306)
| Overall Total -| 1,461,994 | 200,000 | (1,705,135) - 43,141 - | - |
1,661,994 43,141

This information is outlined in greater detail in the next section of this appendix.
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Chief Executive Budget Split by Service

REVENUE BUDGETS 2019/20

APPENDIX |

Budgets Under Director Control

Base Movements between Controllable Base and Proposed Budgets Proposed Proposed
. Corporate Approved
Service Controllable Controllable
] 8 Reserve . . . Budgets Budget
Budget Growth Inflation Savings Funded Financing | Switches Budget 2019 / 2020
2018/ 2019 unde 2019 / 2020
Electoral Services 238,184 18,091 - - - - 1,886 258,161 51,584 309,745
Land Drainage and Coast 349,965 - ] - ¢ -1 (78,000) 271,965 | 2,032,720 | 2,304,685
Protection
HR and Health and Safety 355,074 9,226 - - - - 10 364,310 (364,310) -
Capital and Procurement Unit 91,762 9,477 - (12,000) - - 2,023 91,263 (91,263) -
Internal Audit 134,475 6,361 - - - - 961 141,798 (141,798) -
Public Relations 54,602 944 - - - - - 55,546 1,577 57,123
gﬁg:{;’;r't\"a”ageme”t Team & 167,922 2,894 - - - - - 170,815 |  (170,815) -
ICT Services 1,000,917 15,116 - (15,143) - - 3,710 1,004,601 | (1,004,601) -
Corporate 35,033 30,985 3 S - - - 66,017 (102,017) (36,000)
Total Budget 2,427,934 93,094 4 (27,143) - - (69,409) 2,424,476 211,077 2,635,553

| can confirm that the above represents the non-corporate budgetary requirements for 2019/20 for the Services for which | am

responsible.

Chief Executive
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Chief Executive Budget Split by CIPFA Code

REVENUE BUDGETS 2019/20

APPENDIX |

Income & SUpREs Transfer el Capital Support PrEpes
Service Employees | Premises and Transport Party Funds P PP 2019/ 2020

Recharges - Payments Charges Services

Services Payments Budget

Electoral Services (2,468) 174,870 816 148,526 344 - 3,350 (64,850) - 49,156 309,745
Land Drainage and - | 242232 144 4,129 : 33,854 81,050 | 1,839,350 | 103,025 | 2,304,685
Coast Protection
g:f;;d Health and (519,293) | 429,767 395 16,421 3,043 i 28,078 : 610 40,979 -
Capital and
Procurement Unit (454,164) 372,481 - 10,558 10,402 - 2,000 - 700 58,023 -
Internal Audit (201,976) 160,269 - 3,924 963 - - - - 36,820 -
Public Relations - 48,405 - 6,975 750 - - - - 993 57,123
Senior Management (211,612) 160,425 . 9,845 2,300 - - - 720 38,322 -
Team & Support
ICT Services (1,244,078) 579,773 1,932 484,544 - - 6,500 - 113,570 57,760 -
Corporate (105,068) 102,017 - 1,029 - - - (36,000) - 2,022 (36,000)
Total Budget (2,738,659) 2,028,008 245,375 681,966 21,931 - 73,782 (18,900) | 1,954,950 387,100 2,635,553
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REVENUE BUDGETS 2019/20

Director (Nick Edwards) Budget Split by Service

APPENDIX |

Budgets Under Director Control

Proposed

cervi Base Movements between Controllable Base and Proposed Budgets Proposed Corporate Approved
ervice Controllable Controllable
] ] Reserve . . . Budgets Budget
Budget Growth Inflation Savings Funded Financing | Switches Budget 2019 / 2020
2018/ 2019 unde 2019 / 2020
Corporate Management 170,450 - - (18,000) - - S 152,450 156,621 309,071
Local Taxation (68,206) 18,724 - (33,000) - - 2,864 (79,618) 150,529 70,911
Public Clocks and Fountains - - - - = - - - 2,960 2,960
cand Drainage and Coast 85,631 : : . : | (85.559) 72 82,516 82,588
rotection

Environmental Initiatives - 80,000 - S - - - 80,000 - 80,000
property Services Operational (34172) | 11,418 | (5,599 ) : 2,203 (26,149) 53,450 27,301
Decorative Lighting (2,156) - - - - - 2,156 - 42,120 42,120
Housing Benefits Subsidy (400,532) < S - - - 42,663 (357,869) - (357,869)
Scarborough Harbour (345,347) 16,124 - (18,208) - - 50 (347,380) 259,349 (88,031)
Whitby Harbour (300,190) 24,614 - (21,690) - - 0 (297,266) 409,594 112,328
Depots and Admin Buildings 73,129 31,128 - - - - 4,063 108,320 (108,320) -
Home Improvement Agency 3,822 15,388 4 = - - (383) 18,827 82,394 101,221
Accountancy 347,903 8,677 - . - - (680) 355,900 | (355,900) -
Accounts Receivable and 198,120 7,786 . : : : (250) 205,655 |  (205,655) :
Payable
Cash Collection and 108,128 1,832 - : . : : 109,960 |  (109,960) :
Administration
Choices 4 Energy (2,242) 1,157 - (579) - - - (1,665) 303 (1,362)
Emergency Planning 21,445 - - - - - - 21,445 58,233 79,678
Energy Management 105,000 - - - - - - 105,000 4,163 109,163
Environmental Health and 77,221 1617 : : : : : 78,838 23,156 101,995
Safety
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REVENUE BUDGETS 2019/20

APPENDIX |

Budgets Under Director Control

Proposed

_ Base Movements between Controllable Base and Proposed Budgets Proposed Corporate Approved
Service Controllable Controllable
] ] Reserve . . . Budgets Budget
Budget Growth Inflation Savings Funded Financing | Switches Budget 2019 / 2020
2018/ 2019 u 2019/ 2020

Estates and Asset 264,402 10,282 : (143) ; : 3,273 277,814 | (277,814) :
Management
Housing and Homelessness 803,636 85,947 - - - - (3,807) 885,776 245,345 1,131,121
Housing Benefits 781,424 34,094 ; 5,008 ; - (60,077 760,539 588,051 | 1,348,590
administration
Redevelopment Projects - - - - - - - - 13,487 13,487
Ef’ef;ﬁ;r?go”ec“on and Street 3,616,307 | 134,873 .| @12577) Y : 9,027 3,647,631 | 479701 | 4,127,332
Rental Properties 5,909 - - - - - - 5,909 4,923 10,832
Senior Management Team 125,564 2,009 : : - : 10,949 138,523 |  (138,523) :
and Support
Street Seats, Lighting and 390 ) ) : ) i i 390 138.808 139.198
Name Boards
Transport and Vehicles (293,720) 12,319 ] - - ] (8,374) (289,775) 290,825 1,050
Maintenance
Transport S106 Agreements - - - - - - - - 246 246
Public Conveniences 137,582 10,065 - (95,748) - - - 51,899 299,471 351,370
Parks and Open Spaces 2,050,005 111,856 - (58,038) - - 10,464 2,114,288 409,237 2,523,525
Total Budget 7,529,504 619,911 0 (358,483) 0 0 (71,417) 7,719,515 2,599,310 10,318,824

| can confirm that the above represents the non-corporate budgetary requirements for 2019/20 for the Services for which | am

responsible.

Director (Nick Edwards)
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REVENUE BUDGETS 2019/20

Director (Nick Edwards) Budget Split by CIPFA Code

APPENDIX |

Income & Sl Transfer Ul Capital Support P PEEEE
Service Employees | Premises and Transport Party Funds - 2019/ 2020
Recharges Services Payments Payments Charges Services Budget
Corporate Management (1,550) - - 7,080 - - 146,920 - - 156,621 309,071
Local Taxation (1,147,093) 464,275 - 48,113 480 - 21,446 - 910 682,780 70,911
Public Clocks and ) i 566 i ) y 2304 i i i 2.960
Fountains
Land Drainage and ; .| 45072 - . . 5,669 . . 31,846 82,588
Coast Protection
Environmental Initiatives - - - - - - - 80,000 - - 80,000
Property Services (1,366,544) 349,951 6,904 | 618,948 75,467 - | 300,000 - 9,550 33,025 27,301
Operational Unit
Decorative Lighting - - 24,864 - - - - - 3,760 13,495 42,120
gggz:gs Benefits (33,575,999) : : : - | 33,218,130 : : : .| (357,869)
Scarborough Harbour (971,696) 278,217 146,758 34,855 2,379 - 49,420 108,289 119,990 143,757 (88,031)
Whitby Harbour (1,131,903) 549,491 162,344 82,092 100,033 - 25,410 16,000 233,860 75,000 112,328
[B)Sﬁ’;fgind Admin (735,290) 30,664 | 566,471 19,911 ) - 30,000 - 53,360 25,884 -
ngnni;mproveme”t (457,316) 390,193 - 36,832 31,068 - - 22,735 - 76,809 101,221
Accountancy (406,062) 317,925 - 41,384 337 - - - 1,450 44,966 -
Accounts Receivable (266,476) 193,084 - 6,869 - - 8,000 - - 58,523 -
and Payable
Cash Collection and (167,233) 49,151 - 8,696 - -| 56,844 - 770 | 51,772 -
Administration
Choices 4 Energy (31,547) 25,796 - 1,927 2,463 - - - - - (1,362)
Emergency Planning - - - 5,272 - - 16,173 - - 58,233 79,678
Energy Management - - - 105,000 - - - - - 4,163 109,163
Environmental Health (9,425) 61,643 - 2,697 10,131 - 33,528 - 3,420 - 101,995

and Safety
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REVENUE BUDGETS 2019/20

APPENDIX |

Income & SLfprElEs Transfer Uliile Capital Support Plrecosed
Service Employees | Premises and Transport Party Funds P PP 2019/ 2020
Recharges - Payments Charges Services
Services Payments Budget
Estates and Asset (351,462) 273,674 . 7,287 4,767 - - - 810 64,924 -
Management
Enge"l’gsgggss (2,093,743) 838,405 - 97,287 18,877 -| 350,927 | 116,011 | 1,479,390 | 323,967 | 1,131,121
Housing Benefits (1,647,881) 959,639 16,000 59,269 1,000 - 216 - 2,470 | 1,957,877 | 1,348,590
administration
Redevelopment Projects - - 2,257 - - - - - 11,230 - 13,487
Refuse Collection and (1,697,619) | 2,910,768 9,346 | 229;391( 1,481,446 -| 578,116 85,025 88,400 | 442,458 | 4,127,332
Street Cleansing
Rental Properties (5,855) - 2,129 10,204 - - - - 130 4,224 10,832
Senior Management (160,429) 135,647 - 2,359 1,740 = - - - 20,683 -
Team and Support
Street Sealts, Lighting - .| 10208 390 . . 21,474 i 11,750 3,343 | 139,198
and Name Boards
1ransport and Vehicles |, 559 150) | 405,770 711 25234 | 785,077 : : 1,050 | 752,330 90,029 1,050
aintenance
Jransport Section 100 - - - - - .| 150,000 | (150,000) : 246 246
greements
Public Conveniences (162,571) 192,653 | 196,367 | (36,358) 15,695 - 1,560 - 85,030 58,994 351,370
Parks and Open Spaces | (2,961,193) | 2,066,343.| 1,921,581 | 420,776 | 409,360 -| 107,198 9,304 | 152,800 | 397,266 | 2,523,525
Total Budget (51,408,035).| 10,502,288 | 3,203,610 | 1,835,515 | 2,941,221 | 33,218,130 | 1,905,296 | 288,413 | 3,011,500 | 4,820,885 | 10,318,824
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REVENUE BUDGETS 2019/20

Director (Lisa Dixon) Budget Split by Service

APPENDIX |

Budgets Under Director Control

Proposed

_ Base Movements between Controllable Base and Proposed Budgets Proposed Corporate Approved
Service Controllable Controllable
; 8 Reserve . . . Budgets Budget
Budget Growth Inflation Savings Funded Financing | Switches Budget 2019 / 2020
2018/ 2019 unde 2019 / 2020
Local Land Charges (21,641) 1,010 - - - - b (20,631) 23,197 2,566
Parking Off Street (4,165,836) (20,882) - - - - 59,544 (4,127,174) 759,919 | (3,367,255)
Parking On Street (783,534) - - - p - (66,126) (849,660) 849,660 -
CCTV 201,681 7,455 - (17,000) - - - 192,137 47,783 239,919
Cemeteries and Crematorium (887,578) 9,562 - (22,673) - - (475) (901,164) 526,842 (374,322)
Licensing (196,688) 5,148 - - - - (2,577) (194,117) 275,273 81,156
HR and Health & Safety - - - - - - - - 79,511 79,511
Cash Collection and 68,381 2,953 : : : : : 71,334 | (71,334) :
Administration
Community Centres (25,053) 2,156 - (18,544) - - - (41,441) 127,216 85,775
Corporate Costs 6,888 ¢ s - - - - 6,888 666,809 673,697
Eg}’e"t;”me”ta' Health and 671,980 | 16264 : (252) : | (7,248 680,745 |  (130,377) 550,368
Legal Services 277,351 9,469 - (3,127) - - (214) 283,479 |  (283,479) -
vember and Mayoral 340,956 5,303 ' : : : 380 346,639 45,102 391,742
Xpenses
Qutdoor Playing Fields and (17,162) : : : : .| 11188 (6,004) | 168,686 162,682
menities

Print Plus 194,047 1,976 - (27,927) - - 2,000 170,095 |  (170,095) -
Procurement Unit 47,664 - - - - - 5,732 53,396 (53,396) -
Regulatory, Governance, 572,466 14,604 | (47,038) - - 15,020 555,052 20,665 575,717
Performance and Admin
Rental Properties (67,571) 17,679 - - - - - (49,892) 25,162 (24,730)
Soppartgement Team & 61,727 2,009 : : . : (754) 62982 |  (62.982) :
Beaches 203,978 5,221 - - - - (40,504) 168,694 140,435 309,130
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REVENUE BUDGETS 2019/20

APPENDIX |

Budgets Under Director Control

Base Movements between Controllable Base and Proposed Budgets Proposed Proposed
Corporate Approved
Controllable Controllable
; n Reserve . . . Budgets Budget
Budget Growth Inflation Savings Funded Financing | Switches Budget 2019 / 2020
2018/ 2019 unde 2019 / 2020
Beach Chalets (171,697) 10,000 - (3,300) - - 47,657 (117,340) 54,551 (62,789)
127,581 2,183 - - - - (95,946) 33,817 248,891 282,708
Outdoor Leisure Sites (386,080) 68,151 - (12,454) - - (14,110) (344,493) 338,122 (6,371)
Marketing and Events 83,039 2,641 - - - - 3,068 88,748 2,103 90,851
Total Budget (3,865,103) 162,901 - (152,316) - - (83,393) (3,937,911) 3,628,263 (309,648)

| can confirm that the above represents the non-corporate budgetary requirements for 2019/20 for the Services for which | am

responsible.

Director (Lisa Dixon)
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REVENUE BUDGETS 2019/20

Director (Lisa Dixon) Budget Split by CIPFA Code

APPENDIX |

Income & Szl Transfer Uiie Capital Support CTEpEEEs
Service Employees | Premises and Transport Party Funds P PP 2019/ 2020
Recharges - Payments Charges Services
Services Payments Budget
Local Land Charges (95,216) 32,479 - 11,098 - - 34,000 - - 20,204 2,566
Parking Off Street (6,395,642) 846,036 | 1,147,470 121,326 26,025 - 167,590 (64,000) 66,920 717,019 | (3,367,255)
Parking On Street (2,230,952) 192,401 10,319 235,955 15,839 - 929,897 - - 846,541 -
CCTV (115,556) 240,906 2,084 69,448 - - - - 19,140 23,898 239,919
cemetories and (1342,262) | 166,230 | 349,412 58,484 900 -| 63733 -| 87,490 | 241681 | (374,322)
rematorium
Licensing (516,758) 133,087 - 18,488 3,637 - 1,000 - - 441,802 81,156
HR & Health and Safety - - - = - = - - - 79,511 79,511
Cash Collection and (73,543) 55,803 - 1185| . 16,555 - : : : : :
Administration
Community Centres (137,943) 61,810 111,606 31,788 764 - - - 17,750 - 85,775
Corporate Costs - - = 6,921 4 4 - - - 666,776 673,697
Errl‘;"g’ar}rgts”ta' Health (709.107) | 567,118 12,572 24,764 24,976 : 63,838 19,551 .| 546657 | 550,368
Legal Services (506,760) 377,722 - 16,338 450 - 53,000 - 1,000 58,249 -
Member and Mayoral - 1,751 - | 296,743 47,152 - 1,128 - - 44,967 391,742
Expenses
Outdoor Playing Fields (12,274) - 55,689 6,150 i . . . 11,400 | 101,717 162,682
and Amenities
Print Plus (276,772) 79,102 - 148,934 1,729 - - - 6,920 40,088 -
Procurement Unit (133,386) 112,226 - 6,713 3,800 - - - - 10,647 -
Regulatory,
Governance, (676,474) 503,106 - 78,630 420 - 974 - 13,330 | 655,731 575,717
Performance and
Admin
Rental Properties (95,000) 14,258 12,985 30,202 - - - - 8,130 4,695 (24,730)
>enior Management (149,665) | 112,527 : 3,132 963 . . . . 33,043 .
Team & Support
Beaches - 53,962 4,521 7,873 - - 214,134 - 28,640 - 309,130
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REVENUE BUDGETS 2019/20

APPENDIX |

Income & Sz Transfer e Capital Support PrEpesed
Service Employees | Premises and Transport Party Funds P PP 2019/ 2020

Recharges - Payments Charges Services

Services Payments Budget

Beach Chalets (182,821) 60,537 36,951 3,794 - - - - 18,750 - (62,789)
Theatres (426,619) 46,093 64,214 71,471 - - 344,575 - 134,150 48,824 282,708
Outdoor Leisure Sites (809,884) 221,720 214,133 106,961 10,006 - 29,376 17,500 55,610 148,208 (6,371)
Marketing and Events - 72,417 - 37,197 - - - (20,000) - 1,237 90,851
Total Budget (14,886,635) 3,951,299 | 2,021,956 | 1,393,595 153,116 - | 1,903,245 (46,949) 469,230 | 4,731,495 (309,648)
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Director (Richard Bradley) Budget Split by Service

REVENUE BUDGETS 2019/20

APPENDIX |

Budgets Under Director Control

Proposed

Sonvi Base Movements between Controllable Base and Proposed Budgets Proposed Corporate Approved
ervice Controllable Controllable Bud
] 8 Reserve . . . udgets Budget
Budget Growth Inflation Savings Funded Financing | Switches Budget 2019 / 2020
2018/ 2019 u 2019/ 2020
Grants 244,631 - - (8,000) - - - 236,631 165,669 402,300
gg}[‘;{;‘“”'ty Partnerships and 331,515 10,748 - - y - (3,890) 338,373 81,242 419,615
Economic Development 300,628 7,119 - (8,950) = - 13,830 312,627 59,747 372,374
Industrial Units (97,179) 60,000 - - . - (1,000) (38,179) 29,468 (8,710)
Planning 321,729 21,219 - (5,000) - - (188) 337,760 321,117 658,877
Land D_ralnage and Coast i ) - i - - i ) 171,260 171,260
Protection
Decorative Lighting 48,000 - - - < - - 48,000 - 48,000
Markets (191,026) 31,763 - - - - (1,000) (160,263) 75,745 (84,518)
Community Centres 10,813 1,998 - (5,089) - - - 7,722 74,774 82,496
,\EAStates and Asset 171,293 3,436 | (22,156) - - 130 152,704 |  (152,704) ;
anagement

Outsourced services 1,556,681 11,185 = (320,000) - - 6,920 1,254,786 1,292,519 2,547,305
gg;ﬁ;fgo"ec“o” and Street (822,071) 1,500 | (153,275) - - (5.703) (979,549) 2606 |  (976,943)
Rental Properties (1,972,829) 5,000 - | (368,824) - - | (222,337) (2,558,989) | 1,035,497 | (1,523,492)
Senior Management Team 123,777 2,009 - : - - 2,837 128,623 |  (128,623) :
and Support
Sports Development 41,075 1,901 - - - - - 42,976 29,180 72,156
Theatres - - - - - - - - 176 176
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REVENUE BUDGETS 2019/20

APPENDIX |

Budgets Under Director Control

Base Movements between Controllable Base and Proposed Budgets Proposed “EREEEE
. Corporate Approved
Service Controllable Controllable
] ] Reserve . . . Budgets Budget
Budget Growth Inflation Savings Funded Financing | Switches Budget 2019 / 2020
2018/ 2019 d 2019/ 2020
Indoor Leisure Sites 15,000 - - - - - - 15,000 194,813 209,813
Marketing and Events 252,328 31,456 - (40,000) - - (30,045) 213,739 121,850 335,589
Customer Services 436,768 19,764 - - - - 3,002 459,534 (459,534) -
Tourist Information Centres 35,928 2,805 - (10,520) - - (1,218) 26,995 89,174 116,169
Total Budget 807,062 211,904 - (941,814) - - (238,661) (161,509) 3,003,977 2,842,468

| can confirm that the above represents the non-corporate budgetary requirements for 2019/20 for the Services for which | am

responsible.

Director (Richard Bradley)
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Director (Richard Bradley) Budget Split by CIPFA Code

REVENUE BUDGETS 2019/20

APPENDIX |

Income & SUEEIlES Transfer vlie Capital Support PlEpeeet
Service Employees | Premises and Transport Party Funds p PP 2019/ 2020

Recharges - Payments Charges Services

Services Payments Budget

Grants - - 9,854 236,815 - - - - 64,550 91,081 402,300
Community
Partnerships and (141,600) 418,420 1,934 47,201 9,857 - 11,000 - - 72,802 419,615
Safety
Economic Development (71,305) 337,625 600 14,401 10,528 - 24,000 - - 56,526 372,374
Industrial Units (180,585) - 47,654 2,943 - - 34,155 40,000 35,140 11,982 (8,710)
Planning (736,589) 930,120 - 59,530 14,647 - 81,580 - 3,070 306,519 658,877
Land Drainage and . . . : . S : | 171,260 .| 171,260
Coast Protection
Decorative Lighting - - - 48,000 - - - - - - 48,000
Markets (239,321) 32,960 56,564 9,383 - - 8,740 - 27,030 20,127 (84,518)
Community Centres (60,778) 59,304 37,405 5,607 - - - 2,868 38,090 - 82,496
Estates and Asset (346,587) | 169,982 . 4,661 4,000 . 6,174 . 390 | 161,380 .
Management
Outsourced services (41,316) - 171,460 538,399 - - 751,148 20,000 | 1,047,220 60,394 2,547,305
Refuse Collectionand | ) g9 476) 76,281 S| 17,592 : | 609,000 : : 1,660 | (976,943)
Street Cleansing
Rental Properties (2,599,817) - 115,347 4,636 - - 12,204 - 684,420 259,718 | (1,523,492)
Senior Management (175,937) | < 119,287 3 9,596 963 - - - - 46,090 .
Team and Support
Sports Development (500) 40,351 - 2,438 1,815 - - - - 28,051 72,156
Theatres - - 176 - - - - - - 0 176
Indoor Leisure Sites - - 64 5,025 - - 10,000 - - 194,724 209,813
Marketing and Events (239,077) 320,183 - 87,103 3,425 - 195,950 | (150,000) 440 117,566 335,589
Customer Services (624,317) 444,001 4,743 19,230 500 - 1,500 - 11,960 142,383 -
E‘;‘#};‘fgs'”forma“on (36,530) 50,046 16,472 13,207 - - 500 - 3,490 68,985 116,169
Total Budget (7,175,736) 2,998,560 462,274 | 1,125,767 45,735 0| 1,745,951 (87,132) | 2,087,060 | 1,639,988 2,842,468
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REVENUE BUDGETS 2019/20

Corporately Controlled Budget’s by Service

APPENDIX |

Budgets Under Director Control b .
ropose
_ Base Movements between Controllable Base and Proposed Budgets Proposed Corporate Approved
Service Controllable R Controllable Budgets Budget
Budget Growth Inflation Savings Feiearv&a Financing | Switches Budget 2019 / 2020
2018/ 2019 unde 2019 / 2020
Treasury Management 265,228 29,000 - - - - 3,640 297,868 (505,492) (207,624)
Core Funding (681,462) (30,356) - - - (222,409) 0 (934,227) - (934,227)
Corporate Costs (5,664,984) 153,947 200,000 (106,157) - 200,000 | 1,795,684 (3,421,509) 7,649,171 4,227,661
Capial Financing and . . . . : . : - | (6.164,677) | (6,164,677)
ccounting
Corporate (2,557,286) - - - - -| 2,557,286 229,875 1,693,101 1,922,976
Total Budget (8,638,504) 152,591 200,000 (106,157) 0 (22,409) | 4,356,610 (3,827,994) 2,672,102 | (1,155,892)
Corporately Controlled Budget’s by CIPFA Code
Supplies Third . Proposed
. Income & . Transfer Capital Support
Service Employees | Premises and Transport Party Funds - 2019/ 2020
Recharges Services Payments Payments Charges Services Budget
Treasury Management (601,624) - - (3,000) - - - 397,000 - - (207,624)
Core Funding (1,497,041) - - - - - 888,187 (325,373) - - (934,227)
Corporate Costs - 2,247,058 30,404 467,371 4,338 - - | (5,980,420) | 7,455,216 3,695 4,227,661
gap'ta' Financing and ] ; ; > ; - - - | (6,165.420) 743 | (6,164,677)
ccounting
Corporate - - - - - - - 229,875 | 1,691,240 1,861 1,922,976
Total Budget (2,098,665) 2,247,058 30,404 464,371 4,338 - 888,187 | (5,678,919) | 2,981,035 6,298 | (1,155,892)
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SCARBOROUGH BOROUGH COUNCIL

Pay Policy Statement
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INTRODUCTION

Section 38 - 43 of the Localism Act 2011 requires the Council to produce a policy
statement that covers a number of matters concerning the pay of the Council's
employees. This Policy sets out the arrangements for salary and related allowances
paid to employees of the Council. It details the arrangements for the determination of
salary, how salary levels are determined, the method for pay progression (where
applicable) and the payment of allowances.

WHO DOES THE PAY POLICY STATEMENT APPLY TO?

This pay policy statement is required to cover the following posts:-
a) Head of the Paid Service, which in this authority is the post of Chief Executive.
b) Statutory Chief Officers, which in this authority are the posts of:-

)] Director (NE).

i) Director (LD).

C) Deputy Chief Officers, which in this authority are the posts of:-
)] Director (RB).

DETERMINATION OF PAY

Chief Officers

The Council's‘policy on remunerating Chief Officers is set out below and in Appendix
J1. For the'purpose of the policy a Chief Officer is defined as the Chief Executive and
Directors. It is the policy.of the Council to establish a remuneration package for each
Chief Officer post that is sufficient to attract and retain staff with the appropriate skills,
knowledge, experience, abilities and qualities that is consistent with the authority’s
requirements of the post in question at the relevant time. The terms and conditions of
employment for such Chief Officers are as specified in the Joint Negotiating
Committee Conditions of Service for Chief Officers for Local Authorities as
supplemented by Local Agreements.

Other Aspects of Chief Officer Remuneration

Other aspects of Chief Officer remuneration are appropriate to be covered by this
policy statement, these other aspects are defined as recruitment, pay increases,
additions to pay, performance related pay, earn back, bonuses, termination payments,
transparency and re-employment when in receipt of an LGPS pension or a
redundancy/severance payment. These matters are addressed in the schedule that is
attached to this policy statement at Appendix J2.
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The Relationship between Chief Officer Remuneration and that of other Staff

The highest paid salary in the Council is £112,892.00 which is paid to the Chief
Executive. The average salary in the Council is £24,963.00 per annum. The ratio
between the two salaries is 4.52:1. The Council does not have a policy on
maintaining or reaching a specific ‘pay multiple’, however the Council is conscious of
the need to ensure that the salary of the highest paid employee is not excessive and
is consistent with the needs of the Council as expressed in this policy statement. The
Council’'s approach to the payment of other staff is to pay that which the Council
needs to pay to recruit and retain staff with the skills, knowledge, experience, abilities
and qualities needed for the post in question at the relevant time, and to ensure that
the Council meets any contractual requirements for staff including the application of
any local or national collective agreements, or authority decisions regarding pay.

The Lowest Paid in the Workforce

The Council applies terms and conditions of employment that have been negotiated
and agreed through appropriate collective bargaining - mechanisms (national or local)
or as a consequence of Council decisions, these are then incorporated into contracts
of employment. The lowest pay point in this authority is Scale 1, point 6 (Scale 1A),
which currently equates to an‘annual salary of £17,364.00 (i.e. £9.00 per hour). This
pay point and salary was determined by the Council as part of a pay scale for
employees employed on Local Government Services’ Terms and Conditions with
effect from 1 April 2019.

Salary on Appointment

The post will be advertised and appointed to at the appropriate approved minimum
point of the grade for the post in.question unless there is good evidence that a
successful appointment of a person with the required skills, knowledge, experience,
abilities and qualities cannot be made without varying the remuneration package. In
such circumstances incremental advancement within the grade range is appropriate
under the Council’s policy.

Flexibility to Address Recruitment Issues for Vacant Posts

In the vast majority of circumstances the provisions of this policy will enable the
Council to ensure that it can recruit effectively to any vacant post. There may be
exceptional circumstances when there are recruitment difficulties for a particular post
and where there is evidence that an element or elements of the remuneration
package are not sufficient to secure an effective appointment. This policy statement
recognises that this situation may arise in exceptional circumstances and therefore a
departure from this policy can be implemented without having to seek full Council
approval for a change of the policy statement. Such a departure from this policy will
be expressly justified in each case and will be approved through an appropriate
authority decision making route.

Salary on Promotion

On promotion employees should normally be placed on the minimum point of the
grade of the post. However, managers, in consultation with the Human Resources



PAY POLICY STATEMENT

3.8

3.9

3.10

3.11

4.0

4.1

Manager, has discretion to award higher starting points within the grade range where
justified by skills and experience of the candidate.

Pay Progression/Increases

The Council will apply any pay increases that are agreed by relevant national
negotiating bodies and/or any pay increases that are agreed through local
negotiations. The Council will also apply any pay increases that are as a result of
authority decisions to significantly increase the duties and responsibilities of the post
in question beyond the normal flexing of duties and responsibilities that are expected
in senior posts. Beyond this the Council would not make additional payments outside
those specified in the contract of employment.

Approval of Salary Packages in Excess of £100k

The Council will ensure that, at the latest before an offer of appointment is made, any
salary package for any post that is in excess of £100k will be considered by full
Council. The salary package will be defined as base salary, including any bonuses,
fees, routinely payable allowances and benefits in Kind that are due under the
contract.

Amendments to the Policy

As the policy covers the period 1 April 2019 to 31 March 2020, amendments may
need to be made to the policy throughout the relevant period. As the Localism Act
2011 requires that any amendments are approved by the Council by resolution,
proposed amendments will be reported to the Appointments Committee for
recommendation to the Council.

Policy for Future Years

This policy statement will be reviewed each year and will be presented to full Council
each year for consideration in order to ensure that a policy is in place for the Council
prior to the start of each financial year.

FURTHER INFORMATION

Further information on this policy can be obtained from the Human Resources
Manager in the first instance.
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APPENDIX J1

Post Base Expenses Bonuses PRP Earn Back Honoraria Ex Gratia Election Joint Severance
Salary Payments Fees Authority | Arrangements
(nearest Duties
1K)
Chief £113K Travel and | The terms of | The terms of | The terms of | Honoraria There are Election There are | The Council's
Executive other the contract | the contract | the contract | payments for no plans for | duty fees no normal policies
expenses of of of any increased | the are in payments regarding
are employment | employment | employment | duties and postholder | accordance | related to redundancy
reimbursed | do not do not do not responsibilities | to receive with normal | joint and early
through provide for provide for provide for do not apply any ex- authority authority retirement
normal the payment | PRP an element gratia procedures | duties apply to the
authority of bonuses of base payments postholder. No
procedures salary to payments were
held back made in the
related to last year and
performance none are
anticipated
next year.
Director (NE) £79k Travel and | The terms of | The terms of | The terms of | Honoraria There are None. There are | The Council’'s
including other the contract | the contract | the contract | payments for no plans for no normal policies
payment expenses of of of any increased | the payments regarding
for are employment | employment | employment | duties and postholder related to redundancy
Section reimbursed | do not do not do not responsibilities | to receive joint and early
151 through provide for provide for provide for do not apply any ex- authority retirement
duties. normal the payment | PRP an element gratia duties apply to the
authority of bonuses of base payments postholder. No
procedures salary to payments were
held back made in the
related to last year and
performance none are
anticipated

next year.




Post Base Expenses Bonuses PRP Earn Back Honoraria Ex Gratia Election Joint Severance
Salary Payments Fees Authority | Arrangements
(nearest Duties
1k)

Director (LD) £79k Travel and | The terms of | The terms of | The terms of | Honoraria There are None. There are The Council’'s
including other the contract | the contract | the contract | payments for no plans for no normal policies
payment expenses of of of any.increased | the payments regarding
for are employment | employment | employment |<duties and postholder related to redundancy
Monitoring | reimbursed | do not do not do not responsibilities | to receive joint and early
Officer through provide for provide for provide for do not apply any ex- authority retirement
duties. normal the payment | PRP an element gratia duties apply to the

authority of bonuses of base payments postholder. No
procedures salary to payments were
held back made in the
related to last year and
performance none are
anticipated
next year.
Director (RB) £79k Travel and The terms of | The terms of | The terms of | Honoraria There are None. There are The Council’s
other the contract |-thecontract | the contract | payments for no plans for no normal policies
expenses of of of any increased | the payments regarding
are employment | employment | employment | duties and postholder related to redundancy
reimbursed | do not do not do not responsibilities | to receive joint and early
through provide for provide for provide for do not apply any ex- authority retirement
normal the payment | PRP an element gratia duties apply to the
authority of bonuses of base payments postholder. No
procedures salary to payments were
held back made in the
related to last year and
performance none are
anticipated

next year.
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Other Aspects of Chief Officer Remuneration

Recruitment The post will be advertised and appointed to at the
appropriate approved salary level for the post in
question unless there is good evidence that a
successful appointment of a person with the required
skills, knowledge, experience, abilities and qualities
cannot be made without varying the remuneration
package. In such circumstances a variation to the
remuneration package is appropriate under the
Council’s policy and any variation will be approved
through the appropriate authority decision making
process.

Pay Increases The Council willapply any pay increases that are
agreed by relevant national negotiating bodies and/or
any pay increases that are ‘agreed through local
negotiations. The Council will also apply any pay
increases that are as a result of Council decisions to
significantly increase the duties and responsibilities of
the post in question beyond the normal flexing of
duties and responsibilities that are expected in senior
posts.

Additions to Pay The Council would not make additional payments
beyond those specified in the contract of employment.

Performance The Council does not operate a performance related
Related Pay pay system as it believes that it has sufficiently strong
performance management arrangements in place to
ensure high performance from its senior officers. Any
areas of underperformance are addressed rigorously.

Earn-Back The Council does not operate an earn-back pay
(Withholding an system as it believes that it has sufficiently strong
element of base pay | performance management arrangements in place to
related to ensure high performance from its senior officers. Any

performance) areas of underperformance are addressed rigorously.
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SCARBOROUGH BOROUGH COUNCIL

EFFICIENCY PLAN 2016 TO 2020

1.0 This Plan has been developed so that the Council can apply for a four-year funding

2.0

3.0

4.0

4.1

4.2

settlement from the Government and also benefit from some flexibility in the use of
capital receipts. The acceptance of the four-year settlement will improve financial
planning and will aid the medium term financial stability of the Council. The plan is
included within this Financial Strategy for reference purposes only, and has not been
updated since 2016 as the core themes are now incorporated within the Council’s
revenue budget strategy, which is set out within Appendix A of this report.

This Efficiency Plan is a summary of the appropriate sections of the Council’s
Financial Strategy 2016 — 2026 and Property asset Management Strategy 2016 —
2020, which were approved by the Council.in February 2016. These documents can
be found below:

Financial Strategy 2016 — 2026

http://democracy.scarborough.gov.uk/ecSDDisplay.aspx?NAME=Financial%20Strate
aQy%202016-2026&ID=1348&RP1D=5947680&sch=doc&cat=636&path=551%2c636

Property Asset Management Strategy 2016 — 2020

http://democracy.scarborough.gov.uk/ecSDDisplay.aspx?NAME=Property%20Asset
%20Management%20Strateqy%202016-
2020&ID=1349&RPID=5947685&sch=doc&cat=636&path=551%2c636

This Plan includes three themes:

Our approach to delivering the levels of savings required to balance the
budget in each year of the Efficiency Plan;

Our policy on reserves;

How new flexibilities in the use if capital receipts will be considered; and
Prudential Indicators for 2016/17 to ensure the Council’s borrowing is
affordable in the medium to long term

Balancing the Budget

The Council’s policy has always been to be as efficient as possible and protect front
line services and since 2010 the Council has delivered savings of £14.9m from its
annual revenue budget. Over that same period performance in many areas has
increased. Going forward the Council is facing a projected funding gap of £4.982m
over the 3 year period from 2017/18 to 2019/20.

Despite the funding reductions imposed in recent years the Council has continued to
be been pro-active in stimulating and facilitating economic regeneration and housing
growth within the Borough. This investment has delivered significant benefits
including boosting the tourism offering across the Borough, job creation, the
attraction of significant inward investment and will upskill the local workforce for
years to come. In return the Council has seen an upturn in business rates income



4.3

4.4

4.5

45.1

4.5.2

4.6

4.6.1

4.6.2

4.6.3

4.6.4

APPENDIX K

and has retained a proportion of that income through the localised business rates
retention scheme.

Efficiencies and investment in regeneration will continue to play a significant part in
the Council’s budget strategy going forward.

The proposed strategy to address the Council’s funding gap for the period to 2020 is
as follows:

Review of existing budgets and previous year’s outturn position

The Council’s financial outturn position for 2015/16.showed a significant underspend.
It is important that the Council is not overly prudent in its budget setting approach
and unnecessarily reduces service levels to bridge the funding gap when some
budgets are overstated and could simply be reduced.

An exercise will be undertaken to review the savings that contributed towards the
underspend with a view to including overstated areas as savings where they are
expected to recur and haven'’t already been taken into account. A high level review of
the areas has already been undertaken and. it is anticipated that as much as
£0.5million could be found from within existing annual budgets from this piece of
work.

Transformational Efficiencies and Commercialisation

The Council has established a Transformation Working Group, which aims to
challenge existing working practices and put new processes and systems in place to
create future efficiencies. The Transformation programme will form the cornerstone
of the Council’'s budget savings agenda over the efficiency plan period.

The Transformation Working Group-is led by the Council’s Chief Executive and,
alongside a project lead officer, includes Services Unit Manager representatives from
finance, audit, human resources, customer services and IT. A Transformation Board
consisting of officers and members has also been established and will oversee the
work of the group.

A number of business analysts have been seconded from service areas within the
Council to assist the Transformation Working Group and undertake service reviews.

The overarching themes of the transformation programme are as follows:

Digitalisation (to reduce the costs and administration associated with paper
storage);

Customer self-service (by offering easy to use, 24 hour access to online
information and request forms for those customers that wish to use them);
End to end paperless solutions (ensuring that online customer requests
seamlessly integrate with back office systems to avoid the re-keying of
information);

Single Truth databases (to stop duplicate, contradictory information being
maintained across the Council);
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Improved Customer Service (by keeping customers informed when they
request information or services from the Council and make more services
available online);

Commercialisation / Joint working (to determine whether service areas
could increase existing income sources or sell their services to external
customers)

Investment to support economic growth

The Council will continue to prioritise and invest in econemic growth and this will play
a key role in the Council’s budget strategy over the efficiency plan period. This in turn
should deliver significant financial benefits for the Borough in terms of retained
business rates income and job creation.

Exciting projects and schemes which the Council has beeninvolved in and, where
relevant, will continue to pursue include:

Offshore Wind

Potash

Middle Deepdale housing development and regeneration
Leisure Village

Sands Development

Coventry University development

University Technical College development

Development of the Business Parks at Whitby and Scarborough
Redevelopment of the Futurist Theatre site

These schemes demonstrate the Council’s long term commitment and investment in
economic growth. It isthoped that this investment will continue to derive long term
financial benefits to.the Council in.terms of increased business rates income over the
efficiency plan period and beyond.

Any business rate growth over and above the levels already accounted for within the
Council’s revenue budget will be earmarked to provide investment in the Council’s
regeneration programme or Investment Fund (see section 5.7 below for further
details). This will assist the Council in delivering its key transformational and
economic growth aspirations.

Strategic review of the Council’s role in the delivery of services and use of
assets

The Council has been pro-active in recent years in reviewing the delivery of its
services and working in partnership with other public sector bodies and external
partners to change the way in which services are delivered. Given the uncertainties
relating to the devolution agenda across the Yorkshire area the Council will continue
to pursue these opportunities over the efficiency plan period.

The Council is not averse to outsourcing services to third party operators where it
delivers benefits in terms of financial savings and service improvements. This is
demonstrated by decisions taken in recent years to outsource the museums service,
entertainment venues and leisure facilities. Outsourcing opportunities will continue to
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be considered over the efficiency plan period where there is a potential to derive
tangible benefits; however experience from past outsourcing exercises suggests that,
on occasion, minimal interest was expressed by service providers due to the
Borough’s geographic location and distance from major conurbations.

The Council already works in partnership with a range of public sector bodies to
deliver services. Examples include the North Yorkshire Building Control Partnership,
North Yorkshire Procurement Partnership, County-wide parking scheme, Home
Improvement Agency and police and health multi-agency teams. Partnership working
will continue to be reviewed and prioritised however it is.recognised that political and
geographical constraints with neighbouring authorities .can impact on the Council’s
ability to pursue this option.

The Council generates an important income stream from its commercial asset
portfolio and has increased income, usage and the occupation of public buildings by
actively exploring co-location opportunities with public sector partners such as the
Clinical Commissioning Group, police and health multi-agency teams, and coroner’s
court. These opportunities will continue to be explored over the Efficiency Plan
period. In addition the Council will review.its operational property portfolio with a view
to rationalising its asset holdings by disposing of any that are surplus to requirements
to generate efficiency savings in future years.

Given the extent of recent and future funding cuts a general downsizing of Council
run services is considered inevitable. The Council will continue to review the types of
services it delivers over the efficiency plan period, particularly where those services
are not statutory and do not deliver significant economic development benefits. Cuts
in service will however be considered as a last resort and will only be pursued after
all efficiency and partnership working opportunities have been reviewed.

The Council will strive to work with local organisations and support them in taking on
the operation of Council run services where it could be beneficial for them to do so.
This will be supported by the Council’s established Community Asset Transfer Plan.

Use of Reserves and Investment Fund

Financial projections show that the funding gap for 2017/18 is significantly higher
than the funding gap identified for the following two years. Given that the
transformation review programme will take time to evolve and identify savings it is
proposed that £0.5m reserves be utilised in 2017/18 to reduce the level of savings
required in that year and equalise the savings targets over the 3 year period.

The 2016 Financial Strategy established an Investment Fund to provide one off
funding for schemes that will help the Council to deliver revenue savings in 2016/17
and beyond, and further contributions were made to the reserve from the 2015/16
year-end underspend. The £0.5m draw from reserves proposed for the 2017/18 yaer
will be funded from this reserve.

Each year the Council reviews its earmarked reserves to free up monies that are no
longer required. Given the scale of efficiency savings that will be required over the
next 3 years any monies identified through this process will be transferred into the
Investment Fund.
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Reserves Policy

The Council’s reserves policy is set out within the Council’s Financial Strategy and
includes criteria for the optimum ranges of specific categories of reserves.

The Council has no plans to change the currently applied optimum ranges over the
Efficiency Plan period.

Use of capital receipts

The Government has announced greater flexibility for.Councils in how they can make
use of capital receipts (i.e. money received when an asset such as land or buildings
are sold). Historically Councils were only allowed to spend such receipts on capital
investment but the new flexibility allows the receipts to be used on any expenditure
that could reform future service delivery, be‘it revenue or capital in nature.

The Council’s currently available capital resources are fully committed however this
type of investment will be considered in future should capital receipts become
available.

Prudential Indicators

The Treasury Management Strategy and Prudential Indicators set out the Council’s
prudential indicators for 2016/17 and are included within the Council’s Financial
Strategy 2016 - 2026 document, which was approved in February 2016.

These indicators are designed to ensure that the Council’s capital borrowing is
affordable and does not place undue burden on the Council’'s revenue budget or
Council'Tax payers.



