DINAS A SIR CAERDYDD
CITY AND COUNTY OF CARDIFF

COUNCIL SUMMONS Thursday, 26 February 2015

GWYS Y CYNGOR Dydd lau, 26 Chwefror 2015,

You are summoned to attend a meeting of the COUNTY COUNCIL OF THE CITY AND
COUNTY OF CARDIFF which will be held at Council Chamber - City Hall on Thursday, 26
February 2015 at 4.30 pm to transact the business set out in the agenda attached.

NSy

MARIE ROSENTHAL County Hall
County Clerk & Monitoring Officer Cardiff
CF10 4UW

20 February 2015

Promotion of equality and respect for others | Objectivity and propriety | Selflessness and stewardship
Integrity | Duty to uphold the law | Accountability and openness



Item Approx Max
Time Time
Allotted

1 Apologies for Absence
To receive apologies for absence.

2 Minutes 430 pm | 5 mins
To approve as a correct record the minutes of the previous
meeting.

3 Declarations of Interest 4.35 pm 5 mins
To receive declarations of interest (such declarations to be
made in accordance with the Members Code of Conduct).

4 Announcements 440 pm | 5 mins
To receive announcements from the Chair.

5 Petitions 445pm | 5mins
To receive petitions from Elected Members to Council.

6 Rhiwbina Community Poll 450 pm | 15 mins
(Pages 1-6)
Report of the Chief Executive

7 Budget Proposals 2015/16 5.05 pm 180
(Pages 7 - 334) mins
To receive the Cabinet Budget Report.

8 Senior Management Review 8.05 pm | 20 mins
(Pages 335 - 338)
Report of the Chief Executive

9 Urgent Business 8.25pm | 5 mins










Unopposed Council Business

10

Decisions Taken Under Scrutiny Procedure rule 13(a)
in relation to Eastern High School
(Pages 339 - 348)

Decisions taken by the Chief Executive and Director of
Education under Scrutiny Procedure Rule 13(a) of the
Cardiff Constitution are attached for Information.

Report of the County Clerk and Monitoring Officer.

8.30 pm

5 mins

Written Questions — In accordance with Council Procedure Rules Written Questions
received for consideration and response will be published on the Council Website in
advance of the meeting and will be included as a record in the minutes of the meeting
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CITY & COUNTY OF CARDIFF
DINAS A SIR CAERDYDD

Agenda Item 6

; CARDIFF
COUNCIL: 26 FEBRUARY 2015 CAFRDYDD
CABINET PROPOSAL AGENDA ITEM: 6

RHIWBINA COMMUNITY POLL

Reason for this Report

1.

To allow the Council to consider what action the should be taken in
response to the Rhiwbina Community Poll held on 5 February 2015.

Background

2.

A Community Poll is a ballot of local government electors in a Community
on a question affecting that Community. The provision for Community
Polls is made by law and is intended to allow local communities to
express their views on a local issue. A Community Poll may be requested
by electors at a Community Meeting (or by Community Councillors in an
area with a Community Council), and if it is supported by 150 or 10% of
the electors for the Community, the Council is legally obliged to comply
with the request and hold a Community Poll.

At a Rhiwbina Community Meeting held on 8" January 2015, electors
called for a Community Poll to be held on the following question:

“Should Cardiff Council continue full funding for Rhiwbina Library?” (‘the
Poll Question’).

In accordance with its legal obligations, the Council held the Community
Poll on 5" February 2015.

Issues

5.

The result of the Community Poll is appended as Appendix A. Members
will note that, in response to the Poll Question (“Should Cardiff Council
continue full funding for Rhiwbina Library?”), the majority vote was ‘Yes'.

The legislation provides that, where a majority of those voting at the
Community Poll were ‘in favour’ of the Poll Question, and the Monitoring
Officer has served notice to confirm that the Poll Question relates to the
functions of the Council, the Council must respond in one of a specified
number of ways.

The Monitoring Officer has served notice on the Council to confirm that
the Poll Question relates to functions of the City of Cardiff Council, as the
library authority for Cardiff, pursuant to the Public Libraries and Museums
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10.

11.

12.

13.

Act 1964. The Monitoring Officer's notice was served on 6™ February
2015.

The response required from the Council is to perform one of the following
actions:

(a)  Exercise the Council’s functions so as to comply with the Poll ;

(b)  Consider, at a meeting of full Council, what action (if any) to take
in response to the Poll;

(c) Initiate a public consultation exercise about what action (if any) the
Council should take in response to the Poll;

(d)  Hold a public meeting to seek views about what action (if any) the
Council should take in response to the Poll;

(e) Initiate research to assist the Council to decide what action (if any)
it should take in response to the Poll; or

() Refer the question of what action (if any) the Council should take
in response to the Poll to a Scrutiny Committee with a request that
the Scrutiny Committee reports back its conclusions to the
Council.

The action must be taken within 2 months from receiving notice from the
Monitoring Officer, that is, by no later than 6™ April 2015.

After the 2 month period for action has expired, the Council is required to
give notice, describing the action it has taken and any further action
proposed and to publish this notice on the Council’'s website for a period
of at least 6 months.

Members will be aware that the funding of Rhiwbina Library was part of
the draft budget proposals 2015/2016, which were issued for public
consultation on 21% November 2014. Further, that the Budget Proposals
2015/16 are the subject of a separate report to this Cabinet meeting, and
will thereafter be considered by full Council on 26" February 2015.

The recommendation of this report is that the Cabinet consider the
results of the Community Poll as part of its deliberation on the budget
proposals 2015/16; and take option (b) in paragraph 8 above, that is, to
refer this matter to full Council, to consider, as part of the budget debate,
what action, if any, to take in response to the Community Poll.

Members may also wish to note that a Community Meeting in the
Community of Fairwater was held on 9™ February 2015 to discuss the re-
opening of Waungron Road Recycling Centre and a Community Poll on
this matter has been demanded. A Community Meeting was held on the
11 February 2015 in the Community of Cyncoed to discuss the future of
Rhydypenau Library. The meeting decided not to call a Community Poll
at this time.
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Legal Implications

14.  The law governing Community Polls is set out in the Local Government
Act 1972, Schedule 12, Part V (as amended by the Local Government
(Wales) Measure 2011) and the Parish and Community Meetings (Polls)
Rules 1987). The relevant legal provisions are set out in the body of the
report.

Financial Implications

15. There are no direct financial implications arising from the
recommendations of this report, but further advice will be provided on
any specific action which may be recommended.

CABINET PROPOSAL

Council is recommended to consider the results of the Rhiwbina Community

Poll held on 5" February 2015 as part of its deliberation on the budget

proposals 2015/16.

THE CABINET
19 February 2015

The following Appendix is attached

Appendix A - Declaration of Result of Poll, Rhiwbina Community Poll, 5"
February 2015

The following Background Papers have been taken into account:

Monitoring Officer's Notice of Determination, dated 6" February 2015
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Appendix A

Declaration of Result of Poll

Datganiad Canlyniad y Bleidlais

Rhiwbina Community Poli
Pleidlais Cymuned Rhiwbeina

A Poll of the Local Government Electors of the Community of Rhiwbina was taken on 5 February
2015 on the following question:
Cynhaliwyd Pleidlais ymhlith Etholwyr Llywodraeth Leol Cymuned Rhiwbeina ar 5 Chwefror 2015

ar y cwestiwn canlynol:

 Should Cardiff Council continue full funding for Rhiwbina Library?
A ddylai Cyngor Caerdydd ddal ati i ariannu Llyfrgell Rhiwbeina’n gyfan gwbl?

| give notice that the number of votes recorded was as follows:
Hysbysaf bod nifer y pleidleisiau a gofnodwyd fel a ganlyn:

. : Yes No
Question/Cwestiwn Dylai Na ddylai
Should Cardiff Council continue full funding for Rhiwbina ASAS (9
Library?

A ddylai Cyngor Caerdydd ddal ati i ariannu Llyfrgell
Rhiwbeina’n gyfan gwbl?
The number of ballot papers rejected by me was as follows:
Roedd y nifer o bapurau pleidleisio a wrthodwyd gennyf fel a ganlyn:
Reason/Rheswm Ngmberl
Nifer
(a) Want of an official mark/Angen marc swyddogol '
(b) Voting both Yes and No/Pleidleisio am le a Na
(c) Writing or mark by which the voter could be identified/Ysgrifen neu farc lle gellir &
adnabod y pleidleisiwr
(d) Unmarked or void for uncertainty/Heb farc neu’n ddi-rym ar gyfer ansicrwydd KS
(e) Rejected in part/Gwrthodwyd yn rhannol il
Total/Cyfanswm S
| therefore declare that the question is *carried/not carried*
Rwyf felly yn datgan fod y cwestiwn wedi'i (*gario / heb ei gario®)
Eligible Electorate Ballot Papers Issued Turnout
Etholwyr Cymwys Nifer y Papurau Pleidleisio Canran a Bleidleisiodd
G | :

9330 26 (9 o500 e
Dated 5 February 2015 Christine Salter
Dyddiedig 5 Chwefror 2015 Returning Officer/Swyddog Canlyniadau

Drintad and rithlichad hu the Ratirnina Officer Raam 206 Countv Hall. Atlantic Wharf. Cardiff CF10 4UW
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CITY & COUNTY OF CARDIFF

Agenda Item 7

e~
=
1

DINAS A SIR CAERDYDD BN
CARDIFF
COUNCIL: 26 FEBRUARY 2015 CAERDYDD

CABINET PROPOSAL

AGENDA ITEM: 7

BUDGET PROPOSALS 2015/16

Reason for this Report

To enable the Cabinet to:

(i)

(ii)

(iii)

(iv)

(v)

(vi)

Having considered and reflected on the responses to all aspects of the
consultation, submit to Council their proposal for the estimates of
expenditure and income in order to set the Council Tax in accordance
with the Local Government Finance Act 1992.

Recommend to Council the strategy and plan for the control of the
Authority’s borrowing and investments for the year 2015/16 (the Annual
Treasury Management Strategy).

Recognise the financial challenges facing the Council as set out in the
Medium Term Financial Plan, to approve the Libraries Strategy and to
note the opportunities for savings over the medium term, both identified
separately and as part of themes within this Report.

Recommend to Council the Prudential Code, capital expenditure and
treasury indicators for 2015/16-2017/18 and the Council's Minimum
Revenue Provision Policy for 2015/16.

Set the rent levels for Housing Revenue Account properties, service
charges and management fees for leaseholders for 2015/16.

Agree the rates of fees and charges for Council services for 2015/16.

Background

1.

The Council’s key strategic documents are the Corporate Plan and the
Budget. Cabinet Members and officers have worked to ensure that a
clear alignment exists between the Corporate Plan, the Council’s service
priorities and the budget setting process. This also demonstrates how
the Council will interact with the statutory What Matters 2010/2020
Strategy and its update which is currently in progress.

For 2015/16, the Corporate Plan has been reset as a more strategic,
outcome focussed document which will be considered by Cabinet and
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Council in March 2015. The draft Corporate Plan priorities have been
determined as:

Education and skills for people of all ages

Supporting vulnerable people

Sustainable economic development

Working with people and partners to design, deliver and improve
services

The Corporate Plan captures the Council’s strategic direction while the
Directorate Delivery Plans demonstrate how the Corporate Plan will be
achieved and also contain details about other significant activities
undertaken by the Council. Both plans will need to be resourced where
relevant within this budget proposal.

The Council recognises that cities are the centre of economic activity and
social change. Therefore, whilst working within the severe financial
constraints on resources the Council continues to develop new initiatives
to develop the City and the region. The Great Western Cities initiative
was announced in February 2015 with the cities of Cardiff, Newport and
Bristol agreeing to work together in key areas such as connectivity, green
energy and inward investment. The Council is also exploring the
possibility of entering into a City Deal for the region. These
developments align with opportunities that the Council is considering in
respect of investing in future energy projects subject to acceptable
returns being identified alongside technical and commercial due
diligence.

Cabinet received a report on Organisation Development in May 2014
which outlined the steps required to respond to the critical financial
challenge and increasing demand for services facing the Council. This
report outlined the steps needed to implement a new organisational
model including:

¢ Reviewing the shape and scope of the organisation and the way in
which services are delivered to meet demand;

e Widening opportunities for people and communities to shape
services around their needs;

¢ |dentifying delivery models that may be established to meet demand
pressures and reflect budgetary realities;

e Identifying opportunities for further efficiency savings through better
internal and external collaboration, integration of service delivery and
reducing duplication of effort and resources;

e Accelerating reviews of operational and non-operational property to
ensure best use of our buildings;

e Significantly strengthening performance management, workforce
development and engagement arrangements;

e Promoting openness through increased citizen engagement and
information sharing, enabling transparent decision making and
providing clearer opportunities for people to participate in those
processes.
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10.

It was agreed that these steps would be delivered through a three year
Organisation Development Programme so that the fundamental changes
required would be made to ensure sustainable services for the future.
Options for appropriate work streams have been considered and the
following programme arrangements are now operational:

Organisation Development Board

Investment Review Board

Enabling Technology & Strategic Commissioning Programme
Reshaping Services Programme

Cabinet received a Budget Strategy report in July 2014 which advised of
the worsening financial position as a result of both expected reductions in
Welsh Government (WG) funding and also increasing financial pressures
being experienced by the Council. Following approval of the report the
Council wrote to the WG and Welsh Local Government Association
(WLGA) expressing concern at the worsening funding scenarios
emerging from the WG and also that the additional pressures
experienced by Cardiff as the capital for Wales did not appear to be fully
recognised in its financial settlements.

The content of the Medium Term Financial Plan (MTFP) approved as
part of the 2014/15 Budget Report has been incrementally updated
during the year as further negative announcements were made by both
the UK government and the WG. The July Budget Strategy Report
detailed changes to the assumed level of Revenue Support Grant (RSG)
which increased the anticipated budget gap from £34.2 million as
reported in February 2014 to circa £45.5 million in July 2014. The
2015/16 Provisional RSG settlement announced in October 2014 was
slightly better than the planning assumption mainly as a result of
increases in population. The final RSG settlement in December 2014
was consistent with this position so that overall the Council's cash
position is a reduction of £12.516 million against that received in 2014/15
resulting in the second year of an absolute cash reduction.

As part of the Budget Strategy Report it was decided that the budget
savings proposed for 2015/16 would need to be delivered by following a
targeted budget savings approach and that the classification introduced
in 2014/15 would be continued. Consequently targets were developed
under the headings of:

e Policy led savings
o Business Process led corporate efficiency savings
e Discrete Directorate led savings

Given the significant level of savings required in 2015/16 following the
unprecedented level required in the current year, it is more important
than ever that the proposals identified are robust and deliverable.
Following submission, the proposals from directorates have been
progressively challenged to give Council confidence that all savings:

¢ Included within a directorate are owned by the relevant director
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11.

12.

13.

14.

Identify residual risk as well as an achievability risk rating

Are technically feasible from a financial perspective

Are recorded as to their current planning status

Have been subjected to a robust equality impact assessment where

relevant

Are categorised as to the theme of the saving

e Include wherever possible the full-time equivalent employee
implications of the saving proposal

e Identify cross directorate opportunities or risks that have been
discussed by all relevant senior officers and portfolio members

e Demonstrate transparency to ensure clarity at scrutiny committees

and with other stakeholder groups

The Budget Strategy Report also considered the approach to the
development of the Capital Programme as this is an integral part of the
Council’'s budget. The report restated the position that the Council’'s
General Fund Capital Programme for 2014/15 - 2018/19 demonstrated
the cumulative need for additional borrowing and general capital receipts
of £45.3 million and £5 million respectively but also the significant WG
capital funding cuts over the medium term.

It was recognised that a review of all schemes included within the current
Capital Programme would be carried out as part of the budget process
alongside robust consideration of new schemes. New schemes would
need to relate to corporate plan priorities, contribute to the rationalisation
of buildings and services and, where possible, be self-financing or attract
a significant level of partner or external grant support.

As highlighted previously the impact of the inadequate level of support
from WG for capital resources has been that local government has had
to find a greater share of the capital funding requirement to meet
essential investment. The Council continues to undertake unsupported
borrowing as part of the Capital Programme and the schemes within the
period 2015/16 to 2019/20 are included later in this Report and set out in
detail in the appendices. Affordability indicators are included in relation to
the Council's borrowing and the Section 151 Officer must consider
whether the amounts contained are prudent and affordable. The 2014/15
Budget Report included a Section 151 Officer statement that the Capital
Programme whilst not considered to be unaffordable would require
careful monitoring over the life of the Capital Programme and this should
include, wherever possible, considering options to lower borrowing levels
as a result of reductions in the Council’s asset base.

Since that report date the Council’s borrowing has increased as have the
local affordability indicators that demonstrate that capital financing costs
as a percentage of the Council’'s controllable revenue budgets are
increasing year on year. The cut in the WG revenue budget funding
means that even with no new borrowing this percentage would increase
as the revenue base budget reduces. Against this backdrop the condition
of the Council's assets is of concern as evidenced by increasing
maintenance backlogs.
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15.

16.

It is clear from the above that as Section 151 officer | consider that
further action is required to accelerate a reduction in the Council’s asset
base within a limited timeframe with demonstrable progress to be
evidenced in 2015/16. Unless assurance of progress in this regard can
be demonstrated the affordability of the existing Capital Programme will
need to be reviewed. Within this financial climate of reducing revenue
resources all action necessary must be taken to minimise both initial
capital expenditure and the subsequent need to borrow.

In addition later sections of this report review the Council’s financial
position across the life of the Medium Term Financial Plan and identify
both the challenges ahead and the radical nature of the actions required.
Council-wide solutions across this time frame will need to be holistic and
could include consideration of both revenue and capital spend.
Therefore whilst approving the Capital Programme for the period up until
2019/20 Cabinet should be aware that the later years of the Programme,
together with the entering into material commitments in respect of these
later years, will be subject to an ongoing review of the Council’s financial
standing and resilience.

Consultation and Engagement

17.

18.

19.

20.

In October 2014, the Cabinet agreed a renewed set of Co-operative
Values for the organisation, focusing on fairness, openness and working
together. The values mention specifically the importance of being “open
and honest about the difficult choices we face, and leading a debate
where people can have their say on what’s important to them and their
communities.” Greater consultation, engagement and joint working with
citizens are at the heart of these values, particularly being an Open
Council.

To this end, the Cardiff Debate was launched in June 2014 with the
Public Services Summit in City Hall. The Cardiff Debate is an on-going
programme of engagement and collaboration between public, private and
third sector organisations and most fundamentally, the citizens and
communities of Cardiff. As part of the Cardiff Debate the Council has
established an extensive programme of engagement built upon previous
engagement work which will provide an ongoing conversation with our
citizens, communities and partners. This will ensure that our services are
responsive to local need and will encourage innovation and community
ownership in shaping services.

In consultation with both the public and partners a range of ideas have
been explored as to how savings and income can be maximised,
however the scale of cuts required means that consideration must be
given to the level of services provided and in some instances whether the
resources remain to enable them to continue. The reality of this is that to
maintain or improve some services, reductions will need to be made in
other areas.

The consultation on the Changes for Cardiff Budget Proposals ran for
seven weeks from 21 November 2014 until 12 January 2015. It was the
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21.

22.

City of Cardiff Council's most far reaching consultation on budget
proposals to date.

A number of mechanisms were used to ensure that the public
consultation was as accessible as possible:

Hard Copy Questionnaire - 6,500 hard copies of the questionnaire
were distributed throughout Cardiff to the City’s public buildings
including; libraries, hubs, leisure centres and community halls.
Electronic Questionnaire - The online version of the questionnaire
was made available on the budget page of the City of Cardiff
Council's website, as well as on www.askcardiff.com and
www.cardiffdebate.co.uk. It was distributed to over 65,000 email
addresses, and links were sent out through the Council, Cardiff
Debate and partner twitter accounts.

Community Engagement Events — 10 community engagement

events were held across the City during the course of the

consultation period. These included a session held in each of the six

Neighbourhood Partnership Areas, a city centre event and targeted

workshops with the Cardiff Youth Council, 50+ Forum and the Cardiff

Access Forum. The objectives of the events were to:

- Provide an opportunity for the public to receive information
regarding the current challenges being faced by the City of
Cardiff Council.

—  Present findings and feedback from the previous 37 Cardiff
Debate neighbourhood/ward events held over the summer of
2014.

- Provide information surrounding the proposals put forward for
the 2015/16 budget.

- Provide an opportunity for any concerns regarding the impact of
the proposed changes to be recorded and ideas for possible
solutions to be explored with representatives from the
appropriate directorates.

- Provide information on how local people can become more
involved in service delivery.

- Provide an opportunity to complete the consultation document
relating to the draft budget proposals.

The consultation received 4,191 completed questionnaire returns, and
over 500 people attended the community engagement events. From this,
a number of key themes emerged:

The financial reality: An overwhelming 88.7% (3,498) of respondents
recognised that a £48.3 million budget gap for 2015/16 meant that
difficult budget choices are required.

Support for new ways of working: 75.1% (2,950) support the Council
in exploring new ways of working to deliver its services.

Quality and cost of service: Throughout the Changes for Cardiff
consultation and previously as part of the Cardiff Debate, residents
have told the Council that ‘quality of service’ and ‘cost of service’ are
the most important factors in service delivery. In comparison, ‘who’
delivers the service is not considered an important factor.
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23.

24.

25.

Community involvement: 33.3% (1,295) of respondents agreed that
community groups and the third sector should be asked to run more
local services - 33.6% (1,309) said ‘No’; 33.1% (1,290) said ‘Not
sure’.

Whilst some practical concerns were expressed about community
groups and third sector organisations being asked to run more local
services and facilities, there is a clear support (74.6%) for volunteers
assisting in a new approach to library services.

Valued public services: Overall, the results of the Changes for Cardiff
consultation emphasises the importance people place on their local
public services, but also demonstrate a growing understanding of the
tough choices that need to be made. In most instances there is
support for the Council’s approach to meeting its budget challenge,
although it must be stressed that many respondents expressed
concern about what this budget shortfall means for their communities
and for their services.

In addition to the formal responses to the questionnaire, there were also
16 petitions received with over 14,500 signatories and two community
polls, one of which is still to be held, in opposition to a number of the
proposals that were put forward as part of the Changes for Cardiff
document.

The full findings of the consultation on the City of Cardiff Council’s
2015/16 budget proposals can be found in Appendix 1.

In addition, as part of regular budget preparation, consultation has taken
place through:

Scrutiny Committees — both overall briefings and consideration of
the detailed proposals were undertaken in February 2015 while some
committees also invited stakeholders to discuss particular topics at
their January meetings. Responses received to date in respect of
the Cabinet’s draft proposals are attached within Appendix 1.

Trade Unions — consultation has taken place with the trade unions
and any comments will be considered in advance of the Cabinet
meeting. In addition, detailed negotiations in respect of the Budget
Strategy planning assumption in relation to reductions in employee
costs were completed in January 2015 with the agreement of the
Partnership for Change Memorandum of Understanding. This
document was considered by Cabinet on 26 January 2015 and will
prepare the way for continued negotiations between the Council and
trade unions to conclude by 31 July 2015.

Employees — consultation has taken place both generally through
staff meetings and particularly with employees impacted by individual
saving proposals.

School Budget Forum - following a number of briefings over the
budget formulation period, the Forum met on 21 January 2015 to
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consider the Cabinet’'s budget proposals as it affected their remit.
Their response is attached in Appendix 1.

e Audit Committee — the Treasury Management Strategy was

considered at its meeting on 19 January 2015 as part of their scrutiny
function. Comments received have been incorporated into the
relevant parts of this report.

Issues

26.

27.

28.

29.

30.

It is a statutory requirement under Section 33 of the Local Government
Finance Act 1992, for the Council to produce a balanced budget. This
Budget Report will set out in detail the financial issues facing all councils
and the City of Cardiff Council in particular. It will outline the setting of the
2015/16 revenue budget against the context of the medium term and the
continuing outlook of financial austerity, the Capital Programme and the
Council’'s choices in respect of capital borrowing during a time of
increasing difficulty in affording the historic and additional capital charges
within reducing revenue budgets. It will also consider the Council’s
overall financial standing in respect of risks, reserves and resilience. The
current and ongoing financially challenging conditions require a
composite response to complex services including reshaping services,
service realignment and service removal.

Given the challenges ahead the following statement from the Section 151
Officer is of significance:

“As set out in the July Budget Strategy Report it is important to reiterate
the materiality of the service choices ahead of the Council. In particular,
anything other than a radical reduction and reset of the Council's
services will over the life of the MTFP term lead to financial resilience
issues for the Council. Against this backdrop members will need to
consider whether the choices made to date and planned for the future
are commensurate with the scale of the financial challenge over the
medium term. Cabinet will need to consider these choices again as part
of the 2016/17 Budget Strategy Report in July 2015.

As well as highlighting the financial challenges in the medium term the
role of the Section 151 Officer is to advise members if the Council risks
setting an unbalanced budget. | do not consider this to be the case in
2015/16 and the following sections on Financial Standing, Risks and
Financial Resilience will set out in more detail the evidence gathered in
reaching this opinion. ”

The following sections of the report provide an update on the current
year, set out the impact of the WG Financial Settlement and then
develop the components of the proposed budget for 2015/16.

Budget Update 2014/15

31.

The Council’s Budget Report for 2014/15 identified significant operational
and financial challenges and risks in the current and medium term.
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32.

These are reviewed as part of the Council’s financial resilience testing
and monitoring processes including updates to the Corporate Risk
Register. The topics included:

Continuing demographic demand for social care services if trendlines
vary significantly from the anticipated position.

The impact of welfare reforms on the ability of individuals to
contribute to the cost of services provided where relevant.

Reducing demand for services where the Council has historically
charged for the activity and so creating an income shortfall.

The necessity to deliver budgeted savings from service redesign and
other change proposals that are not currently fully defined.

The potential impact on insurance costs for the Council as a result of
savings proposed.

The need to deliver significant levels of savings during a period of
prolonged financial austerity.

The service impact of the continuing reduction in headcount expected
over the medium term.

The ability to react to new demands resulting from welfare reforms as
they are progressively implemented together with financial risks in
respect of the Council Tax Reduction Scheme (CTRS).

The level of additional borrowing undertaken in previous years and
proposed will require more revenue resources to be used for capital
financing in future years.

Capital schemes that are approved on the basis of generating
savings, increasing income or capital receipts but which fail to do so
will also increase pressure on the revenue budget.

The impact of the potential adoption of alternative models of service
delivery and the requirement to test consequential costs and benefits
of the change.

The impact of continuing to increase the support of revenue budgets
from the Civil Parking Enforcement (CPE) reserve.

The impact on Cardiff Bus, which is wholly owned by the Council
should the WG make significant reductions to the reimbursement rate
in respect of concessionary fares.

The ongoing uncertainty in respect of the establishment of a
permanent CTRS scheme.

The impact of functions delivered as part of collaborative
arrangements should the planned benefits not be as predicted.
Financial exposure should the Council breach its partial exemption
calculation in respect of Value Added Tax (VAT).

The impact of the WG’s intention to move forward and replace the
existing Housing Revenue Account (HRA) Subsidy System from April
2015.

The Council's Month 9 revenue budget monitoring position shows a
balanced position. This includes an exceptional level of Non Domestic
Rates (NDR) refunds that are non recurring together with savings on
capital financing, additional funding from the Outcome Agreement Grant
and a surplus on Council Tax collection. However, the directorate
position is somewhat different with a significant overspend position of
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33.

34.

£8.797 million projected. Within this figure financial pressures continue
to be evident in a number of areas and particularly within the Health &
Social Care, Children’s Services, Education & Lifelong Learning, Sport,
Leisure & Culture and Environment Directorates. The position includes
the effect of a potential shortfall of £7.175 million against the 2014/15
budget savings of £43.833 million.

It is vital that expenditure is restricted as much as possible during the
final quarter of the year in order that the Council achieve a balanced
position and consequently further control measures have been
introduced in all directorates to support this position.

The Month 9 Budget Monitoring Report also includes an update in
respect of the Capital Programme. This shows a projected outturn for
2014/15 of £87.9 million resulting in a total variance of £54.4 million.
Within this the General Fund projected variance of £54.1 million and is
due to a net underspend against capital schemes of £1.8 million and
capital slippage of £52.3 million. The most significant area of slippage
was £27.8 million in the Education and Lifelong Learning Directorate with
the Schools Organisation Planning Programme the major factor. The
Directorate have accepted a number of recommendations made
following a lessons learned review which should improve the position in
future. Across the Council all officers responsible for managing capital
schemes are regularly reminded of the importance of effective profiling
and reporting against schemes.

Revenue

The 2015/16 Settlement

35.

The Final Local Government Revenue and Capital Settlement for
2015/16 was announced by the Minister for Public Services in December
2014. This followed the publication of the Provisional Settlement in
October 2014 and took into account responses that had been received
during the consultation period. The main points to note from the
Settlement at an all Wales level are:

e A range of change in Aggregate External Finance (AEF) comprising
a decrease in RSG and NDR of between minus 2.4% and minus
4.5% with an average of minus 3.4%.

o Restatement of the requirement for local authorities to protect the
budget for schools by 1% more than the overall change in the WG
budget for 2015/16.

e The impact of a damping mechanism to ensure that overall no
authority will have a reduction in their year on year funding of more
than minus 4.5%.

e The amalgamation with a reduced quantum of a number of Education

specific grants.
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36.

37.

38.

39.

¢ No indication of future year settlement figures.

Responding to the Final Settlement, the WLGA spokesman for Finance
said:

“Local Government is no stranger to austerity, with some local services
already experiencing budget cuts of more than 30%, but the further £200
million that will be cut from council budgets next year will return core
funding for some service areas to levels last seen in the early years of
devolution. The scale of these continued cuts means local councils have
no option but to look seriously at generating income in different ways and
charging for some services” ... “we will still have to make difficult
decisions about withdrawing from some services in a way that does least
harm to the well-being of our citizens.”

The position for Cardiff within the range of change in AEF set out above,
shows a funding decrease of 2.9% and a cash decrease of £12.516
million in comparison with 2014/15 which includes the impact of the
damping mechanism of £371,000. However, the actual decrease in
spending power for Cardiff will be £12.968 million as a result of the
funding mechanism for the 21%' Century Schools Local Government
Borrowing Initiative (LGBI) because of the treatment used by the WG
within the settlement.

In addition, as part of the overall settlement for Wales, information on
specific grants amounting to £787.519 million was published although
this is not a final list and details are still indicative in some areas.
Appendix 2 lists the currently known grants at an all Wales level. At the
individual authority level the position is less clear with very little
information currently available for Cardiff.

Once known these specific grants will be available to the particular
directorate as additional resources subject to the relevant terms and
conditions. As a significant number of grant allocations have yet to be
declared by WG there is a risk of further announcements resulting in a
lower level of funding.

Resources Available

40.

41.

The unhypothecated resources available from the WG through the Final
Settlement are set out in the following table:

Resources £000
AEF (RSG & NDR) 424 104
Outcome Agreement Grant 2,482
Unhypothecated resources from WG 426,586

The arrangements for the Outcome Agreement Grant (OAG) were
changed for the activities undertaken during 2014/15 to become more
outcome focussed, the results of which will be seen in the level of grant
to be received in 2015/16. Within the Settlement communication, the
Minister for Public Services stated that:
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42.

43.

44,

45.

46.

“ ... the Outcome Agreement Grant funding has been distributed on the
same basis as in previous years. | want to emphasise, however, that the
funding individual Authorities will receive is subject to the satisfactory
delivery of the agreed outcomes, improvement and corporate health
measures.”

The grant terms include the following scale of grant award:

Points Matched To Outcomes Achieved % Grant
25-30 100
20-24 75
15-19 50
0-14 0

As maximum grant will only be awarded in accordance with the above
criteria, the budget continues to include a prudent approach and
assumes that 75% of the grant will be achieved in respect of 2015/16.
This repeats the assumption included in the 2014/15 budget. Any
material variance in the outcomes achieved will result in either additional
or reduced grant being received during 2015/16.

The report to Cabinet in December 2014 in respect of the Council Tax
Base implied a marginal increase in the number of band D equivalent
properties expected by the end of March 2016. As part of that report, the
ultimate Council Tax collection rate was increased to 98.3% in
recognition of the sustained improvement in collection statistics as
evidenced over recent years. This position would be impacted negatively
should current arrangements to support CTRS claimants change. The
present arrangement is that the WG provides funding for 100% of the
liability. As this funding forms part of the settlement it does not take
account of the impact of the scheme in the increase of Council Tax of 5%
not does it take account the increase in the number of claimants. In both
cases these will need to be managed during 2015/16 by the Council.

The following table sets out the total resources available to finance the
budget before any increase in the rate of Council Tax.

Total Resources Available £000
Resources from WG 426,586
Council Tax (at nil increase) 135,841
Use of reserves to support budget 1,000
Total resources available 563,427

The Budget Strategy report included the assumption that £1 million
would be achieved through a review of the Balance Sheet. The review
resulted in a resetting of the provision for Council Tax bad debts partly
due to the recognition of the success of increased recovery activity over
recent years. This has enabled £595,000 to be released to support the
budget. The review of earmarked reserves together with an exercise to
confirm their purpose undertaken as part of budget preparation has
enabled the release of £405,000 to support the budget. Both of these
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elements are included in the above table. Further information in respect
of earmarked reserves can be found in the section on Financial Standing,
Risks and Financial Resilience.

Resources Required

47. The following table summarises the resources required to cover base
expenditure, commitments and budget realignments.
Total Resources Required £000
2014/15 adjusted base budget (after transfers) 573,877
Employees (increments, pay award etc) 7,124
Directorate expenditure and income realignment 7,667
Demographic pressures 5,100
Special inflation 1,660
Commitments 1,293
School growth (net) 3,573
Total resources required 600,294

48. An expanded breakdown of the above including the total amount of
savings is shown in Appendix 3.

Funding Gap

49. A comparison of the resources available to the Council (with no increase
in the rate of Council Tax) with the resources required results in the
following shortfall.
Funding Gap £000
Resources required 600,294
Resources available 563,427
Shortfall before savings and new pressures 36,867

50. In preparing this budget proposal, the Cabinet has been aware of the
need to balance Corporate Plan priorities and service requirements with
the impact on Council Tax payers particularly during the current
extensive period of financial constraint. The responses to the Cardiff
Debate, as described elsewhere in this report have also been
instrumental in informing Cabinet's views on the final shape of the
budget.  Consequently, the Cabinet together with officers have
considered carefully the need to provide for new financial pressures
alongside savings options proposed by directorates. This work
concluded that for 2015/16 the financial challenge was such that only
minimal additional directorate pressures could be supported and that
others would need to be managed within base budgets or
accommodated through alternative sources of funding. A list of
pressures including comments in respect of those not supported is set
out in Appendix 4.

51.  Total savings included within this budget proposal amount to a significant

total of £35.780 million which, equates to 15.2% of the Council’s overall
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controllable budget. The position in respect of schools is set out later in
this report. The detailed savings schedule is attached as Appendix 5.

52. The following table concludes that the amount to be raised from
additional Council Tax in 2015/16 is £5.37 million after allowing for the
adjustment in respect of CTRS amounting to £1.422 million. This will
result in a Council Tax increase of 5%.

Budget Shortfall £000
Shortfall before directorate pressures & savings 36,867
New directorate pressures 4,283
Sub Total 41,150
Less

Total Savings 33,280

Use of capitalisation 2,500
Net amount to be raised from additional Council Tax 5,370

53.  Further details in respect of the savings included in the above table are
set out later in the report within the section on Service Implications of the
Revenue Budget.

54. In November 2014 Cabinet approved the release of savings for
consultation as part of the 2015/16 budget proposals.

55.  The report in November identified a figure of £48.294 million in respect of
savings proposals and budget strategy assumptions. This figure related
to savings of £35.232 million and budget strategy assumptions, which
had yet to be approved, of £13.062 million.

56. The budget shortfall of £41.15 million identified within this report reflects
the updated figures in relation to the final settlement and confirmation of
the council tax base. It also reflects the outcome of the ongoing
technical review of budget pressures and the impact of the final decisions
taken in relation to the Budget Strategy Assumptions.

57. The table below sets out the sums identified in each of these categories.

£000

2015/16 Budget as per consultation

Savings proposals 35,232

Budget strategy assumptions 13,062

Savings proposals and budget strategy assumptions 48,294

Changes:

Updated final settlement and council tax base (1,123)

Outcome of technical review (2,003)

Confirmation of budget strategy assumptions (4,018)

2015/16 Budget Shortfall 41,150
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58.

59.

60.

The outcome of the technical review included adjustments in relation to
capital financing, insurance, carbon reduction commitment and pay
awards.

The confirmation of budget strategy assumptions included the impact of
changes approved in relation to the Council's voluntary severance
scheme of £2 million, the decision to reduce the level of commitments
provided to schools by 30% of £1.018 million and the identification of
savings from reserves of £1 million.

The remaining budget strategy assumptions are reflected in the outcome
of the Partnership for Change Memorandum of Understanding and the
proposed council tax increase that supports this budget.

Financial Standing, Risks and Financial Resilience

61.

62.

63.

64.

65.

In considering the Council’'s budget proposals, members must have
regard to the financial standing of the Council and the impact of their
budget decisions on services, citizens, customers and communities. The
financial challenge facing the Council in meeting its Budget Reduction
Requirement of £41.150 million this year on top of the £91.345 million in
the last three years is such that the significance of reviewing the financial
standing, risks and financial resilience of the Council can not be
understated.

As part of this process the Council’'s Section 151 Officer has, as the
Responsible Finance Officer (RFO), a number of statutory duties
including under Section 25 of the Local Government and Finance Act
2003 a responsibility to report to members on the budget including the
adequacy of reserves.

To report on these matters the Council’'s Section 151 Officer has to have
regard to the overall financial context of the Council against which the
budget and the adequacy of reserves is being considered. The financial
standing of the Council is informed by a number of factors including: the
Council’s financial position in the previous year's audited statement of
accounts (particularly the balance sheet), the in year position as set out
in the Month 9 Budget Monitoring Report, the financial risks and issues
attached to the budget for the forthcoming year and the Council’s
financial resilience and sustainability going forward as detailed in the
MTFP.

The financial outlook over the medium term remains a matter of concern
and the MTFP section will detail these challenges in respect of ongoing
financial austerity, increasing financial pressures and the difficulty of
setting and realising year on year budget savings.

The paragraphs below set out the Council’s financial position at present
and that contained within the 2015/16 budget. It will also detail the work
that has been undertaken to provide further assurance in respect of the
budget setting process and the Council's reserves together with the
context in which this work has taken place.
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66.

67.

68.

69.

70.

71.

A key contextual factor is the Corporate Assessment Report published by
the Wales Audit Office (WAQ) in September 2014 following a corporate
assessment in March 2014. The Report made one proposal for
improvement which was that the “Council ensures that the
implementation of its Organisational Development Plan resolves a range
of issues identified within the assessment”. The WAO will conduct a
further inspection in the Summer of 2015 to assess progress. The
Organisation Development Plan will be key in supporting the Council to
realign its services to a lower, financially sustainable base.

In addition an issue identified in the Report was the Auditor's concern in
respect of the uncertain prospect for achieving proposed savings from
2014/15 and responding to future funding levels. The Council’s response
to these concerns has been to review the impact of non-achievability in
respect of the savings included in the 2014/15 budget, undertake an
additional due diligence exercise on the 2015/16 proposed savings and
establish a thematic presentation for savings over 2016/17 and 2017/18
alongside specific savings for these later years which link to savings
proposals contained in the 2015/16 budget.

The Month 9 Budget Monitoring Report identifies a projected directorate
overspend at outturn of £8.797 million albeit within an overall balanced
Council position. This reflects the use of the £4 million General
Contingency which was established when the 2014/15 Budget was set
together with other positive corporate variances. Within the directorate
overspend position there are projected shortfalls of £7.175 million against
the £43.833 million savings included in the 2014/15 budget. Of this in-
year shortfall it is anticipated that £5.3 million will be achieved in 2015/16
with a further £1.8 million of the 2014/15 shortfall having been identified
as an area of concern. This will be closely monitored as part of the
2015/16 budget monitoring process. In addition following a review an
amount of £217,000 has been written back into the budget as being
technically unachievable in 2015/16.

The 2015/16 budget process has been undertaken in accordance with
the high level principles set out in the July 2014 Budget Strategy Report.
The budget process has been rigorous and robust and has utilised the
expertise of officers in directorates across the Council.

In particular an additional due diligence exercise has been undertaken as
part of the Council’s developing approach to the management of budget
risk. This resulted in the savings released for consultation in November
2014 being subsequently reduced by a net figure of £2.228 million
following reductions to or removal of savings in directorates and a limited
number of additional savings being added.

The following provides a detailed list identifying the processes to manage
risk that have been undertaken as part of setting the 2015/16 Budget:

e A Budget Strategy Report was presented to members in July 2014
setting out the budget principles and timetable that would be followed.
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The Budget Strategy Report included a list of budget strategy
assumptions to aid early consideration of how the anticipated budget
challenges might be met.

Detailed budget documentation and guidance was prepared for
directors to complete to identify their savings and pressures and to
identify Capital Programme bids.

The risks attached to all savings and growth pressures have been
considered and scored in accordance with the Council’s risk
methodology.

The equalities impact of all savings and growth pressures have also
been considered and impact assessments completed and updated
following consultation for all those where the rating was red or red-
amber.

The planning status of all savings has been identified to establish
whether they are realised or whether general or detailed planning has
been undertaken to inform the Section 151 Officer's view of the
robustness of the proposals.

A due diligence review was undertaken, which resulted in the
directorate savings being reduced by a net figure of £2.228 million.
The General Contingency amount of £4 million which was established
as part of the 2014/15 budget setting process has been maintained.
The 2015/16 budget has continued to include an Issue Specific
Contingency allocation of £3.815 million. Of this, £1.3 million relates
to issues previously identified in respect of external residential
placements in Children's Services (£950,000) and the market for
recyclates from the Material Recycling Facility (£350,000) in the
Environment Directorate. An amount of £2.515 million is also included
in the allocation to recognise the difficulty of predicting waste disposal
tonnages in the Environment Directorate.

A detailled MTFP has been developed to identify the emerging
pressures that the Council will face in future years.

The budget process has been informed by the development of a
number of themes which have been used to develop the areas from
which savings in later years will be identified. This has enabled
savings in later years relating to 2015/16 savings to be matched to
the themes as the basis for ongoing work.

Cabinet Members have been briefed on the emerging issues
contained within both the Provisional and Final Settlement along with
briefings for all members on the shape of the budget and the budget
process.

Scrutiny Committees have been given the opportunity to review and
scrutinise the budget proposals along with budgetary analysis sheets
for all directorates. In addition further training and development
opportunities on the Council finances including how to scrutinise
budgets have been facilitated.

The School Budget Forum has been consulted on the budget
proposals in general and the proposals for schools budgets in
particular.

The Council’'s Audit Committee reviewed the Treasury Management
Strategy in January 2015 in accordance with their formal scrutiny role
in relation to treasury matters.
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72.

73.

74.

75.

e Draft budget proposals were released for consultation at the end of
November and as set out in other sections of the report, consultation
activity has been undertaken from which a significant amount of
feedback was provided to inform the decision-making process.

e The Section 151 Officer has through Scrutiny briefings and this report
made statements in respect of the financial challenges ahead and the
financial resilience of both the revenue budget next year and on the
medium term and the Capital Programme

e Lastly all Members are fully involved in the budget setting process as
the approval of the Budget and Council Tax setting is a function of
Council.

When setting budgets and reviewing the MTFP, the Council has
considered the reserves that it has established and the maintenance of
those reserves. The decision on the level of reserves has been
considered alongside the strategic, operational and financial risks that
the Council faces. These risks are identified and monitored in the
Council's Corporate Risk Register as well as individual directorate risk
registers and key risks are regularly brought to the attention of Cabinet.
The risks are considered alongside the known financial position including
commitments, spending plans and liabilities.

The directorate savings proposals as listed at Appendix 5 follow a similar
format to last year and identify risk assessments in relation to residual
risk, achievability and equality impact assessment. Appendix 6 sets out
at a directorate level the breakdown of each of these ratings with the
following table reflecting the breakdown at a Council level.

Risk Residual Risk Achievability
Assessment

£000 £000
Red 4,773 2,628
Red Amber 7,715 7,752
Amber Green 13,037 16,733
Green 7,755 6,167

As initiated last year a Planning Status category has been included in the
budget savings set out in Appendix 5. This identifies that savings of
£1.691 million have already been realised, £25.735 million are in the
detailed planning stage and £5.854 million have a higher degree of risk
as only general planning has been undertaken to date. This general
planning category accounts for 18% of the total savings proposed of
£33.28 million and is broadly equivalent to last year's percentage of
19.8% albeit the quantum of savings this year is lower.

In recognition of both the quantum of savings required and the risk and
planning status of savings put forward a General Contingency sum of £4
million was established in 2014/15. A review of the planning status and
risk position has been undertaken to consider the amount that should be
included in the 2015/16 General Contingency budget. The analysis
compared the equivalent position at this stage last year, the overall
quantum of savings and associated risks and the challenge of carrying
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76.

77.

forward savings into 2015/16 that are projected not to be achieved in
2014/15. On the basis of this information the General Contingency sum
of £4 million has been maintained within the 2015/16 Budget.

The pressures and savings, shown in Appendix 4 and 5 respectively, set
out for each item a consideration both of residual risk and achievability.
In addition the following points identify a number of significant general
and specific Council risks which in summary are:

The challenging financial position in respect of reducing WG
resources, increasing financial pressures against a reducing
controllable base budget and increasing volatility and uncertainty in
respect of hypothecated grants.

Continuing demographic demand for social care services if trendlines
vary significantly from the anticipated position.

The impact of welfare reforms, in particular the phased
implementation of Universal Credit during 2015/16, on the ability of
individuals to contribute to the cost of services provided where
relevant.

Reducing demand for services where the Council has historically
charged for the activity and so creating an income shortfall.

The necessity to deliver budgeted savings from reshaping services
and other change proposals that are not currently fully defined.

The potential impact on insurance costs for the Council as a result of
savings proposed.

The need to build capacity within the community to support the
empowerment of communities to take greater responsibility for the
delivery of services.

The need to make tangible progress on the Partnership for Change
by the 31 July 2015 as outlined in the Reform Agenda -
Memorandum of Understanding.

In addition, other general risks to be managed include:

The need to deliver significant levels of savings during a period of
prolonged financial austerity particularly given the impact that delays
to delivery of the proposal has on the budget monitoring position

The cumulative impact of achieving the savings, within this budget in
addition to the non-achievable 2014/15 savings which remain to be
realised in 2015/16.

The service impact of a significant reduction in headcount expected
to take place over the medium term.

The Council’s ability to meet the costs of voluntary severance, albeit
the discretionary element of the scheme will be reduced from April
2015, as the Council reshapes itself in line with available resources
in these times of continuing financial austerity.

The ability to react to new demands resulting from welfare reforms as
they are progressively implemented together with financial risks in
respect of the CTRS.
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78.

The level of additional borrowing undertaken in previous years and
proposed will require more revenue resources to be used for capital
financing in future years.

Capital schemes that are approved on the basis of generating
savings, increasing income or capital receipts but which fail to do so
will also increase pressure on the revenue budget.

The potential for additional capital receipts to not reach the amount
modelled in the budget in respect of the in-principle capitalisation
direction.

The impact of the potential adoption of alternative models of service
delivery and the requirement to test consequential costs and benefits
of the change, for example working through any potential TUPE
implications.

The impact of continuing to increase the support of revenue budgets
from the Civil Parking Enforcement (CPE) reserve.

The impact on Cardiff Bus, which is wholly owned by the Council
should the WG make significant reductions to the reimbursement rate
in respect of concessionary fares in 2016/17.

The ongoing uncertainty in respect of the establishment of a
permanent CTRS scheme for 2016/17.

The financial impact of WG allocating education grants directly to the
Central South Education Consortium rather than local authorities.
The deteriorating position in respect of delegated schools’ balances
as detailed later in this report.

The increasing financial exposure to the Council of the SOP
consolidated financial model as the size of the programme and
associated risks increase.

The risk of WG levying fines if the Council fails to realise recycling or
land fill diversion rates.

The potential for the Council to receive less than the budgeted sum
in respect of Outcome Agreement Grant either due to performance
shortfalls or statutory interventions.

The impact of functions delivered as part of a collaborative
arrangement should the planned benefits not be realised.

Financial exposure should the Council breach its partial exemption
calculation in respect of VAT.

The impact of the outcome of the joint review between the Council
and the WG in respect of the next three year funding provision for the
Harbour Authority.

The risk associated with the final settlement sum in respect of all
remaining landlord councils exiting the existing HRA subsidy system
from April 2015 as set out later in this report.

The impact of the ongoing uncertainty in respect of the outcome of
local government reorganisation.

Given the risks identified above, particularly in relation to reductions in
head count, care will continue to be required to ensure that the significant
changes to business processes or personnel do not impact on the
financial control environment in a negative manner.
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79.

80.

81.

The Council needs to continue to operate within a framework that
ensures that it is able to maintain its current position in regard to VAT.
The Council is able to recover all the VAT incurred in making exempt
supplies provided that its exempt income does not exceed 5% of the total
amount of VAT incurred. This calculation is known as the partial
exemption calculation and applies to the Council as a Section 33
organisation. If the Council was to exceed the 5% limit in any one
financial year all the input tax previously recovered on exempt supplies
would need to be repaid to Her Majesty’'s Revenue and Customs
(HMRC).

Over recent years the Council’s partial exemption calculation has been
either at or close to this limit and therefore the headroom in this
calculation for the Council is limited. Clearly the Council needs to do all it
can to minimise the risk of this 5% threshold being breached and careful
management of the Council’s activities, particularly in relation to the
delivery of schemes included within the Capital Programme is required.

For example the tax position in respect of the new school in East Cardiff
has proved particularly difficult to manage given the structure of the
development in relation to the provision of facilities for the Cardiff and
Vale College as part of this arrangement. Discussions are ongoing to
find the most effective structure to both deliver and operate the facility.
Future challenges are likely to arise with risks to manage and mitigate in
respect of the development of alternative delivery models.

Council Reserves

82.

83.

84.

The Council maintains a General Reserve as a contingency to help
cushion the impact of unexpected events or emergencies. The Council’s
General Reserve as at the end of the 2013/14 financial year was £11.413
million.

The Council also holds earmarked reserves to meet known or predicted
requirements. These earmarked reserves are held for specific purposes
including amounts set aside to help fund future capital developments, for
example the SOP Reserve, Insurance Reserves to meet the self
insurance responsibilities of the Council, HRA and Schools Balances.
The Council’'s General Fund earmarked reserves, which excludes the
HRA and Schools Balances, stood at £31.243 million at the end of 31
March 2014 and this figure is projected to be £23.208 million as at 31
March 2015.

In October 2014 the Minister for Public Services wrote to all councils
requesting a full breakdown of all earmarked reserves, details of the
strategy for holding and utilising reserves as well as highlighting the need
for engagement with members on the holding of reserves. This was in
part to highlight the need for all councils to consider all options open to
them, including utilising reserves appropriately, when refining their
budget plans for 2015/16.

Page 21 of 124



85.

86.

87.

88.

89.

90.

The Council responded that it was already taking a proactive role in
relation to the use of its reserves and had in July 2014, as part of its
2015/16 Budget Strategy, identified that a figure of £1 million would be
considered for release subject to the outcome of a balance sheet review.
The Council has been able to identify this sum for release as set out
below. As members are aware there is no set statutory minimum level of
reserves and decisions made should reflect the individual position of
each council.

Research undertaken by the WLGA showed that as at 31 March 2014
Cardiff had the lowest level of general reserves as a percentage of gross
revenue expenditure across all councils in Wales (1.4% against an all
Wales average of 2.7%) and earmarked reserves as a percentage of
gross revenue expenditure of 6.5% against an all Wales average of
19.2% at that date.

Following consideration of the Council’s current position in relation to
risks and the advice of the Section 151 Officer it is the intention of
Cabinet to retain the Council’s General Reserve at its 31 March 2014
level.

The Council has completed its Balance Sheet review and has identified
that £595,000 is likely to be able to be released at the end of the current
financial year from the council tax provision for bad debts. The Council
Tax Bad Debt Provision is required to provide for the expected amount of
Council Tax that will not be recovered in the future. The continued
improvements in collection rates has allowed the current method to be
reviewed and £595,000 released as it is evident that debts continue to be
recovered beyond the current collectable years cut off. In addition a
review of earmarked reserves has identified £405,000 that can be
released from the Major Projects earmarked reserve as there are no
identified commitments against it. These sums have been used to
support the 2015/16 budget.

The Council instigated a practice of borrowing against earmarked
reserves to fund the substantial costs of voluntary severance in 2014/15.
These amounts have been re-profiled as part of this year's budget to
take account of the reduction in the discretionary element of the
voluntary severance costs as a result of changes to the scheme and the
potential to capitalise the statutory element of these costs as a result of
an in principle capitalisation direction for 2015/16. To minimise the
impact of these costs on budgets the Council will continue to borrow
cash from the Council's Earmarked Reserves to cover the initial cash
payments required and then replenish these reserves in time for their
planned original use. The planned profile for this borrowing from
earmarked reserves is set out in Appendix 7.

General Fund Earmarked Reserves are shown in Appendix 8(a) and the
projected balance as at 31 March 2016 is £24.404 million. This includes
the impact of the movements stated above as well as the contributions to
and from other earmarked reserves in line with the purposes set against
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91.

92.

93.

94.

95.

96.

each reserve. The balances in respect of the HRA and Schools reserves
are set out in Appendix 8(b) and 8(c) respectively.

School balances form part of the overall balance sheet for the Council.
Therefore, the risk of any liability or debt crystallising within the school
balance sheet does have the potential to impact on the overall financial
standing of the Council. Whilst schools do have delegated
responsibilities and budgets these are subject to the Council’'s scheme of
financing and the Financial Procedure Rules being adhered to.

School balances are highlighted as projecting a significant negative
balance of circa £4 million as of 31 March 2015 with balances reducing
further over the next five years. This is primarily a result of significant
deficits being carried by a minority of secondary schools but it also
shows the considerable movement in reserves held by primary schools
over the last two financial years.

The negative balance sheet for schools is also a result of £1.5 million of
residual severance costs incurred by schools in 2014/15 which will be
charged to delegated school budgets over the next five years. This
decision was made in order to spread the costs of a significant
severance cost incurred in 2014/15 of in excess of £3.1 million. The
alternative would have been for individual school budgets to have
absorbed the £1.5 million cost which would have increased the number
of schools in deficit. This approach of spreading severance costs over
five years is similar to the approach taken for severances incurred within
the General Fund.

Work will continue to be carried out with those schools causing
significant financial concern with a view to reducing those deficits over
the next few years. As detailed later in the report, delegated school
budgets will increase by 3.2% in 2015/16 which is a reflection of both the
increasing inflationary and demographic pressures facing schools both
individually and collectively. All schools will need to ensure that
spending plans are in alignment with their budget and wherever possible
deficit balances are avoided or reduced.

Where the Council’'s Section 151 Officer determines that the provisions
contained within the schemes or procedure rules have been substantially
or persistently breached or a budget share has not been satisfactorily
managed then intervention powers can be taken by the Council to
suspend delegations for that school.

The judgement of the Council’'s Section 151 Officer, taking into account
the budget monitoring forecast at Month 9, the corporate budget position,
the General Reserve as well as the General Contingency budget of £4
million is that the projected level of both general and earmarked reserves
up until 31 March 2016 as set out in Appendix 8(a) is adequate when
considering the 2015/16 Budget. The position therefore allows for the
drawdown from reserves to fund the budget of £1 million and also allows
for the ongoing use of earmarked reserves to meet the updated profile of
planned borrowing and repayments to meet the costs of voluntary
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severance as set out in Appendix 7. It should however be noted that the
one off release of £1 million from the Balance Sheet increases the
Budget Reduction Requirement by an equivalent sum in 2016/17. In
relation to voluntary severance costs the actual amount and profiling will
dictate the timing of the use of and repayment to these earmarked
reserves and that the impact of timing of these costs as a result of
changes in the voluntary severance scheme is unclear at present.

The financial challenges ahead are such that the Section 151 Officer will
further highlight the financial standing of the Council on a regular basis
as part of members overall awareness of financial matters. As such
officers are developing snapshots of financial health that can be reported
to senior management and Cabinet on a regular basis. Similarly WG is
also considering these matters and it is likely that in the future accounting
ratios between councils will be collated to provide comparative analysis.
This information will provide further insight into the historic financial
performance of councils. Whilst acknowledging that financial accounting
ratios are not a direct measure of performance they do highlight the
financial impact of the decisions made by councils. They are particularly
important as all councils face the ongoing financial challenges of
adapting to continuing to deliver services in an environment of reduced
public resources.

Overall the position in respect of risk and reserves will require careful
monitoring throughout the financial year, particularly in light of the
achievability of savings and further financial interventions may need to be
considered.  Beyond this, given the information and uncertainty
contained in the MTFP, the position with regard to reserves will continue
to be carefully monitored alongside the Council’s general standing in
respect of financial resilience.

Partnership for Change — Reform Agenda

99.

The planning assumptions set out in the Budget Strategy Report in July
2014 included a review of employment costs to deliver savings at an
assumed level of £5.75 million in 2015/16. This was reiterated in the
November 2014 report which set out the 2015/16 budget proposals for
consultation. This followed the agreements made in relation to the
previous financial year as part of the Workforce Package with the
following commitments given by Cabinet at its meeting on 16 January
2014, namely:

e Protect the current corporate Voluntary Severance Scheme until 31
March 2015

e Continue to work with the Trade Unions to avoid compulsory
redundancies where possible

o Protect Single Status Green Book Terms & Conditions for overtime,
night working, shift allowances to remain as per 2012 Single Status
Collective Agreement until 31 March 2015

e Retain national terms & conditions for sick pay for 2014/15

e Guarantee payment of any national pay award agreed for 2014/15 for
the staff groups impacted
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e Undertake a review of the Corporate Voluntary Severance scheme
and to implement from April 2015

e Agree to further detailed talks to consider additional savings options
for 2015/16 and to present these to Cabinet in September 2014.

Whilst the current Workforce Package will remain in place until 31 March
2015, more recent discussions with the Trade Unions have concluded
that a longer term, sustainable approach needs to be in place in relation
to any savings related to the Council’'s workforce. Although the Council
put a number of confidential options to the Trade Unions for
consideration, the Trade Unions reinforced their position that they are not
prepared to negotiate detrimental changes to terms and conditions of
employment for their members. Further discussions with the Trade
Unions have however resulted in a better, shared understanding of the
current financial position and a willingness and commitment by both
sides to work in partnership in order to achieve any future changes
required. This approach was set out in the recent report which was
considered by Cabinet on 26 January 2015. This set out the
commitments of the Council and Trade Unions to work collaboratively to
address a programme of reform. This will include the cost and
management of current working arrangements to ensure that in future
they are fit for purpose for the management of a modern workforce.

The Partnership for Change document which was signed by all parties on
the 15 January 2015 and appended to the Cabinet report on the 26
January outlines the challenges faced by the Council, public perception
and scrutiny regarding expenditure, acknowledges the headcount
reductions already achieved over the last 2 years, highlights the changes
that the Council will necessarily need to go through as its role continues
to evolve and change, and acknowledges that staff are an integral part of
how those changes will be achieved. It also sets out a series of Council
commitments which have emerged from discussions and include the
reinstatement of working hours and the equivalent 2.7% pay contribution
from 1 April 2015, continued support for the Living Wage, protection of
jobs where possible, adherence to national pay awards, protection of
incremental progression, reduction in layers of management, etc.

Additionally, the Council also committed to extending new ways of
working, retaining enhanced in-house service delivery where possible in
terms of there being a business case to do so, establishing a Joint
Partnership Board to support the programme for reform and
organisational change. It was also agreed that the trade unions would
join the council in making joint representations to WG to argue the case
for sustainable and fully funded public services.

In terms of the Partnership for Change, the future direction of the Council
is to move towards a Total Reward approach. By focussing on pay,
benefits, career development and work environment, the Council will be
able to address current employee costs in a more creative and financially
manageable way whilst highlighting the wide range of softer benefits
available to employees already in place.
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From 1 March 2015, the existing range of voluntary and flexible working
arrangements relating to sabbatical leave, voluntary reduction in hours,
flexible retirement and home working will be more widely publicised in
order that savings can be achieved from increasing their take up. There
will also be a new Purchase of Additional Annual Leave Scheme (where
staff can purchase up to 10 days additional annual leave). The current
review of the Attendance & Wellbeing Policy will also be concluded and
will now include a Health & Wellbeing Strategy to more actively support
employees and supporting the achievement of the WG’s Gold Corporate
Health Standard.

As part of the Partnership for Change, it was proposed that the planning
assumption of £5.75 million would be found by a combination of
measures including:

¢ Revised Voluntary Severance scheme (approved by Cabinet on 26
January 2015)

Reduction in amount of Agency Spend

Introduction of Recruitment Freeze

Reduction in amount of Discretionary Overtime

Management De-layering

Promotion of Voluntary schemes

The Trade Unions agreed to work with the Council towards the
achievement of these savings. The Trade Unions and Council have also
committed to embark on discussions and negotiations around a
programme for reform. These discussions would be concluded by 31 July
2015 and put to staff for implementation from 1 April 2016.

Detailed work was undertaken in relation to the options available for
meeting the planning assumption of £5.75 million in 2015/16. This
required consideration of options which had significant service
implications and a high level of risk in terms of achievement. This
changed however following the notification on 30 January 2015 that the
Council’s request for a capitalisation direction of £4.821 million had been
given in principle approval by the Minister for Public Services. Although it
should be emphasised that this is an in-principle direction only at this
stage it has provided an opportunity to build in to the planning
assumption an in-year saving based on the capitalisation of employee
costs. There are a number of restrictions and principles that must be
adhered to in relation to the capitalisation and these are set out in greater
detail further in this report. At this stage however it is considered prudent
to build in a level of capitalisation equating to £2.5 million of employee
costs in 2015/16 and this has contributed to the overall saving of £5.75
million thereby reducing the potential service implications and level of
risk previously associated with this saving. The proposed savings to
achieve the £5.75 million planning assumption are set out below:
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Proposals to meet £5.75m Planning £000
Assumption

Revision of the voluntary severance 2,000
scheme

Reduction in agency spend 200
Reduction in discretionary overtime 150
Management de-layering 200
Voluntary schemes eg purchase of 300
leave

Refine pay award calculations 400
One off capitalisation 2,500
Total 5,750

The 2015/16 budget and MTFP identifies a combination of base budgets,
additional budget allocations and borrowing from earmarked reserves to
meet the costs of voluntary severance as the Council’s staffing numbers
reduce. This model was developed as part of the 2014/15 budget setting
process to identify likely severance payment expenditure and funding
requirements over the period up to the end of 2017/18. The changes to
the Council’'s Voluntary Severance Scheme approved by Cabinet on 26
January 2015, has reduced the funding requirement within the model
enabling budget savings of £2 million to be identified in relation to
2015/16 with a further saving of £1.6 million available to support the
budget in 2016/17.

Budget savings of £200,000 arising from a reduction in agency spend,
£150,000 from a reduction in discretionary overtime and £200,000 from
management de-layering are also proposed. These will impact on
directorate budgets and will need to be managed, however at the levels
now proposed it is considered that these can be achieved without
significant risk in terms of service impact and achievability. The
proposals also include a saving of £300,000 from voluntary schemes
including a new scheme based on purchase of leave. Further promotion
will also be undertaken in relation to existing schemes such as sabbatical
leave and voluntary reduction in hours. Further refinement of the pay
award calculations has also been undertaken utilising updated
establishment lists and improved data on funded posts and this has
released £400,000 in support of the overall savings required.

Capitalisation

110.

The Council submitted a request for a capitalisation direction of £4.821
million to the WG on the 15 December 2014 in relation to both statutory
voluntary severance costs and the costs of organisational reform. The
WG guidance specifically stated that potential projects to support early
voluntary mergers may be favoured. The guidance also stated that the
total that could be issued as part of this capitalisation direction across the
whole of Wales in 2015/16 was £5.7 million.

Page 27 of 124



111.

A capitalisation direction allows revenue expenditure in relation to the
categories prescribed in the guidance to be charged to capital rather than
revenue. The terms of this specific direction guidance was that
expenditure charged to capital could only be funded from additional
capital receipts and therefore the value to be capitalised would be
restricted by the disposals generated during 2015/16.

112. The Council’'s submission against the all Wales sum of £5.7 million was
£4.821 million and the following table summarises the amounts that were
bid for.

Capitalisation Bid for Service Reform Revenue One- 2015/16

off Costs One-off Costs

£000

Organisational development costs to deliver service 1,194

reform

One-off technology driven project costs 524

Project costs of facilitating office accommodation 222

rationalisation

One-off costs of moving to alternative delivery models 163

Council-wide statutory severance costs in respect of 2,718

service reform

Total service reform bid 4,821

113. On the 30 January the Council received an in principal capitalisation
direction of £4.821 million from the WG. The letter stated that this in
principle direction will be the subject of a formal direction once the
Council has paid out costs in 2015/16 and then confirmed to the WG the
amount to be capitalised. Further guidance will also apply, for example
the statutory voluntary severance amount will be subject to an
affordability test whereby the statutory costs of redundancy must exceed
the costs of both 5% of available reserves and 0.25% of budgetary
expenditure.

114. The receipt of the in-principal capitalisation direction is undoubtedly
welcome however a prudent approach must be taken to how this sum is
considered. The initial consideration is in respect of the amount of
additional capital receipts that the Council can expect to receive in
2015/16. A figure of £2.5 million has been included and the realisation of
this increased capital receipt figure will be dependent upon the Council
achieving these receipts in accordance with its property strategy.

115. The setting of this amount does not preclude the Council from reaching
capital receipts of up to £4.821 million which, if matched by appropriate
expenditure as detailed in the table above, could be capitalised thereby
easing the in year position or reducing the planned use of earmarked
reserves.

116. It should be noted as above that the capitalisation direction is in principle

and therefore an element of risk will remain until the final direction is
issued once the costs have been paid. As the capitalisation direction
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approval is for one year only then this will be an additional amount to be
found as part of the 2016/17 budget reduction requirement.

Service Implications of The Revenue Budget

117.

118.

119.

120.

121.

In compiling the revenue budget for 2015/16 the Cabinet has recognised
the continuing challenge for the general public in managing their finances
through the extended economic crisis. Consequently the budget
includes savings of £35.78 million but despite this and in accordance with
Corporate Plan priorities, the Cabinet has achieved a balanced budget
by reducing expenditure and increasing income generation in the
following manner:

e reducing management costs and back office functions and by
working smarter

e increasing external income and identifying alternative funding
streams

e exploring different and more effective ways of delivering services

¢ identifying and progressing opportunities to work in collaboration with
others.

For 2015/16, the national pay award for employees other than teachers
was agreed as part of the award to cover the period December 2014 to
March 2016. The pay related increases for teachers are contained within
the Individual Schools Budget (ISB) as described in the Schools section
of this report. The total cost increases for employees other than teachers
included in this budget plan are shown in the following table.

Employee Cost Increases £000
Pay inflation 1,883
Incremental progression 1,126
Reinstatement of 2014/15 Workforce Package 3,900
Other 215

A list of posts deleted or created as part of the budget is shown in
Appendix 9. The Appendix shows that there will be a net reduction of
586.48 full-time equivalent (fte) Council posts overall made up of the
deletion of 588.48 ftes offset by the creation of 2.0 ftes.

The budget assumes that the post deletions will result from:

Reason Fte

Voluntary severance 72.90
Vacant posts 75.95
Redeployment 5.00
Potential TUPE transfers 216.23
To be confirmed 219.40
Total number of deleted posts 588.48

The extent of the savings required to balance the budget means that
further reductions in employees working for the Council is inevitable as
shown in the above table. Details of restructures are not yet finalised in
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many areas and this has resulted in the currently high number of post
reductions to be confirmed. This figure is also impacted by saving
proposals involving employees but which still have a general planning
status. The figure relating to TUPE transfers is mainly in respect of
leisure centres and is a potential impact only at this stage until the
outcome of the procurement process is known. The creation of the Joint
Regulatory Service is effective from April 2015 and as such the transfer
of employees from Cardiff to the Vale of Glamorgan Borough Council as
host authority has not been reflected in the above table.

In addition to the employee savings reflected in the directorate proposals
and those planned in respect of the Partnership for Change agreement
the following also impacts on employees:

¢ Review of the Council’'s management structure as set out elsewhere
on the agenda for this meeting will deliver savings of £650,000.

e An efficiency saving in respect of external spending on training
across all directorates will achieve £150,000.

A further Council-wide efficiency exercise on operational expenditure will
achieve savings of £358,000 from areas such as printing, telephones and
postage.

As in recent years, no allowance for general inflation has been allocated
to directorates. However, research undertaken has identified budgets
that should be increased where there is evidence of particular pressures
and so an inflationary allowance for the following items has been
included in the budget:

Health & Social Care fee increases
Non-domestic rates

Energy and fuel

Schools out of county placements

The continuation of the Office Rationalisation project, which aims to
reduce the amount of Council occupied office space and focus
occupancy in the Council’'s core administrative buildings is expected to
deliver revenue savings of £400,000 as well as achieving capital receipts
through the disposal of Council interests in buildings that are no longer
necessary. Further income achieved following rent reviews of non-
operational buildings is expected to achieve £100,000.

An allowance of £200,000 has been included in the budget to reflect the
NDR increase on council buildings.

As expenditure on energy and fuel is significant for the Council, research
is undertaken using the expertise of the energy and procurement teams
across the Council. Although prices are at a favourable position currently
this is not a sustainable planning basis and so a budget increase of
£470,000 has been included but will be held centrally until the price
levels become clearer during the year.
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This budget proposal does not include an allowance for a general
increase in fees and charges. Directors were advised that they should
consider the particular circumstances for which they charge for their
functions and reflect any such changes in their savings proposals. The
list of proposed revisions to fees and charges in 2015/16 is shown in
Appendix 10.

Contained in Appendix 5 are budget savings proposals that suggest
either the ceasing of services or their alternative delivery. At the point
that these changes occur then the fees and charges specific to those
services are likely to cease to be the responsibility of the Council.

Some savings have looked at securing a wider market share such as
Alarm Receiving Centre (£250,000).Other areas have looked at
achieving additional income such as Highways (£10,000), Cardiff
International White Water facility (£30,000) and parking (£85,000). In
addition Bereavement & Registration will increase their income by
£200,000 as will a review of cleansing collections and enforcement.

For 2015/16, the School Catering Unit will increase primary school meals
by £0.20 per day thus taking the charge to £11.00 per week. The cost of
Secondary School meals will increase by £0.25 per day to £2.65. This
will result in an additional income of £300,000 thus reducing the cost of
catering to the council.

Reviewing rent income (£120,000), fee income from workshop estates
and property income from disposals will achieve a further £20,000. The
full year impact of the Moving Traffic Offences is expected to generate a
further £450,000 income thus allowing transport infrastructure costs to be
funded from income in 2015/16.

Whilst recognising the continuing difficult economic conditions, it is
important that the Council is able to react quickly and appropriately to
changing events both in terms of opportunities and to address shortfalls.
To aid this it is proposed that the Council continues to delegate to the
appropriate officer the ability to introduce and amend prices as and when
needed. This decision will be taken in conjunction with the Section 151
Officer and the Cabinet Member for Corporate Services & Performance.
Where appropriate a report will need to be considered by the Cabinet
within a reasonable timescale of the decision.

The capital financing budget reflects both the repayment of principal and
interest on loans for capital expenditure together with receipt of interest
payments from short-term investment of surplus cash. For 2015/16 this
has required an additional £135,000 although over the medium term
based on the current level of capital spending additional budget of
£779,000 will be required. The budget for 2015/16 assumes that a
dividend payment of £250,000 will be received from Cardiff Bus and this
position will need to be kept under review.

It is proposed that the approach to Council Tax Reduction Scheme
should remain unchanged from 2015. The scheme will continue
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to comply with the relevant Welsh Government regulations. In addition
the scheme will continue to provide additional help for war pensioners by
disregarding the income from war pensions including War Widows
Pensions, War Disablement Pensions and income from the Armed
Forces and Reserve Compensation Scheme. This is in line with the
Council’'s commitment to support veterans and their families. The cost of
this disregard is estimated at £34,000. The income from these benefits
will also continue to be disregarded for Housing Benefit purposes at an
estimated cost of £14,000.

School transport is regarded as a corporate activity in Cardiff with
responsibility for policy being held by the Cabinet Member for Education
& Skills, while responsibility for delivery of the policy is within the purview
of the Cabinet Member for Transport, Planning & Sustainability. Savings
in this area of £488,000 have been included in the budget plan and
cover:

e Replacement of non-statutory primary school transport with
commercial operator led services (£102,000)

o Full year effect of the withdrawal of non-statutory secondary school
transport approved as part of the 2014/15 budget (£183,000)

e Full year effect of bus service re-tendering approved as part of the
2014/15 budget (£153,000)

¢ Optimising the provision of taxis for pupils with special education
needs (£100,000)

The Equality Act 2010 places a general duty on the Council to eliminate
unlawful discrimination and promote equality according to the nine
equality characteristics. To comply with this duty, directors have
undertaken Equality Impact Assessments for each of their savings and
financial pressure submissions. Following moderation by the Council's
Equality team these assessments have informed the budget setting
process.

The following paragraphs provide a commentary on significant areas of
change within the budget. The overall changes to directorate budgets
between 2014/15 and 2015/16 are shown in Appendix 11. While
Appendix 12 shows the 2015/16 Revenue Budget related to Cabinet
portfolios.

Amendments Post Consultation

Revenue Budget

139.

In response to the consultation exercise, Cabinet have identified the
following changes which have been reflected in this report:

e Removal of savings in respect of branch libraries to allow a
measured approach to the implementation of the Library Strategy.

¢ Reduction to the saving in respect of Play Centres by £231,000 to
allow for the redeployment of staff and to enable the Council to
continue to work closely with interested community groups to work up
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robust business and implementation plans, so that they will be able
to take over the operation and management of premises. In the first
instance this may include an element of pump-priming finance from
the Council.

¢ Reduction to the saving in respect of the Youth Service by £150,000
to enable the completion of the redesign of the Street Based Youth
Worker Service and to recognise the potential delay in moving to the
new operating model including the impact in the Music Studio at
Howardian.

¢ Reinstatement of a budget of £30,000 to ensure Park Rangers
continue their work with Friends Groups while work on a new model
of operation is completed.

In addition further savings have been introduced which have been added
to the savings listing in Appendix 5.

e An increase of £50,000 to the additional income anticipated from
Planning Fees (SPH15).

e An increase of £50,000 to the savings to be achieved from the
ongoing review of Taxis for pupils with special educational needs
(line 209).

e A new saving of £20,000 against the total amount spent by the
Council on subscriptions to organisations (line 200).

Creation of Council Community Redesign of Services Resource

141.

142.

A further change post consultation was to create a Council Community
Redesign of Services Resource in 2015/16 from an earmarked reserve of
£474,000. This reserve will provide a resource to create capacity for the
Council to support the involving and empowering of the community. In
particular it will work with community groups to support them in taking on
greater responsibility in their local area as part of the redesign of
services. Capacity building support will be provided in line with the
requirements set out in the "Stepping-Up Community Support Toolkit"
with the objective of assisting groups in effectively responding to the
following questions:

e Has your organisation established clear and agreed ‘objectives’ for
your community project?

o Does your organisation have the ‘capacity’ to see your community
project through?

e Has your organisation proved that the proposals for your community
project are ‘feasible’?

e Does your organisation’s ‘business case’ for your community project
stack up?

e  WIill your proposed community project deliver real benefits to your
community?

The reserve will provide the Council with temporary resources to ensure
that Community Organisations are supported in the processing of
applications and queries in relation to the community developing and
managing services and assets. For example legal, buildings and HR
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advice to provide support for progressing potential community asset
transfers or provision of redesigned services may be required.

In addition this resource will also be used in 2015/16 to provide capacity
building to develop further the volunteer counsellor base relating to the
Community Alcohol and Drug Service and to ensure a supervision and
support mechanism for volunteer counsellors is in place for sustaining
the service in the future.

The Capital Programme will include £200,000, (£100,000 in 2015/16 and
£100,000 in 2016/17) to pump prime essential capital works for
community buildings.

Children’s Services

145.

146.

147.

The pressures evident in Children’s Services in the current financial year
have been recognised through the allocation of an additional £2.4 million.
This includes funding to meet the increased cost of external placements
including both fostering and residential placements. This is partly offset
by a transfer of £500,000 to Health & Social Care which reflects the
anticipated cost of transitions from Children’s Services in 2015/16.
Additional budget of £200,000 has also been provided to reflect the
growth in the number of special guardianship and residence orders since
January 2013. The budget has also been increased by £280,000 to
reflect the transfer into the Settlement of the funding for Integrated
Family Support which was previously funded through a specific grant. As
in the current financial year a specific contingency allocation of £950,000
will also be maintained for 2015/16 in order to fund any additional growth
in external placements should this become evident during the year.

Savings of £2.695 million representing 6.07% of the net controllable
budget are proposed. This includes £674,000 from a new Payment by
Results contractual arrangement aimed at providing support to enable
children placed in residential care to step down into a family placement
thereby providing savings and improving outcomes for this cohort of
looked after children. A saving of £200,000 will also be achieved by the
implementation of a new methodology based on market and demand
management of commissioned residential services with a further saving
of £65,000 arising from the block purchasing of residential beds. Other
savings of £261,000 are also proposed against commissioned services
including £100,000 from a partnership review of spend across the
Council in relation to a specific provider. Cost reductions of £120,000 are
also anticipated in respect of leaving care support. This will be achieved
through a combination of efficiencies, volume discounts and through a
joint commissioning approach with the Communities, Housing &
Customer Services Directorate.

Overall, the proposals include a reduction of £1.285 million to employee
budgets. This includes £569,000 from a review of business support costs
using lean review techniques to identify efficiencies across a range of
operational processes. The proposals also include a saving of £216,000
against training provision across Children’s Services and Health & Social
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Care, realigning the provision to maximise the use of grant funding. A
saving of £100,000 is proposed in relation to a restructure and reduction
of posts in the Youth Offending Service with a further £41,000 arising
from the transfer of 65% of the senior manager in that Service to utilise
grant funding. Other employee savings amounting to £359,000 are also
identified across the directorate based on the loss of specific posts. A
saving of £86,000 is anticipated from the withdrawal of market
supplements for social workers. This proposal will require notice and is
therefore based on a six month saving in 2015/16.

Amendments have been made to the savings proposals submitted for
consultation in November to take into account additional clarity on the
level of savings that could be achieved through a review of business
processes as set out in proposal CHD 17. A saving of £984,000 was
originally identified in the consultation papers however following further
detailed work and analysis this was reduced to £327,000. The difference
met via a series of additional saving proposals, mainly in relation to
proposals CHD19 to CHD24 and these have been reflected in the
previous paragraphs.

Communities, Housing & Customer Services

149.

150.

The savings proposed within this directorate total £2.031 million
representing 16.17% of the net controllable budget. They include
£240,000 of additional income based on a review of the Community
Alarm Service including an increase of £1 per week for the mobile
response service and the sourcing of additional clients. Charges have
not increased for a number of years and a benchmarking exercise has
been undertaken to compare the charges with those of other local
authorities. A further £250,000 of additional income is anticipated through
the creation of an Alarm Receiving Centre. A saving of £300,000 is
proposed in relation to Neighbourhood Regeneration with the revenue
spend being replaced by funding within the Capital Programme. The re-
profiling of the Neighbourhood Partnerships Fund will also release a
saving of £155,000. This has not been fully utilised in the past and the
proposal includes the retention of £565,000 to create a Community Co-
ordination function which it is anticipated will enhance the level of support
provided to community groups. This support is in addition to the new
earmarked reserve created to support the Council Community Redesign
of Services Team.

A saving of £349,000 is proposed in relation to the development of a city
centre superhub based in the Central Library enabling savings to be
achieved by bringing services together. In addition, the implementation of
the Community Hub Strategies will save £100,000 through co-delivering
services and other changes such as mobilisation that reflect demand for
services. Savings have been identified across a range of external funding
budgets including £93,000 following a review of infrastructure grants
given to external agencies, £50,000 through the deletion of the Grants
Transition Fund which was only intended as a temporary measure and
£50,000 from Community Safety which reflects reductions to budgets
that have not been fully spent in the current year. Other savings include
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£83,000 through a reduction in the budgeted spend within the
Homelessness Service with the anticipation that this will be replaced by
additional grant funding in future years and a saving of £5,000 against a
contingency budget within the Advice Service. The remaining savings,
amounting to £356,000 reflect reductions to employee budgets. This
includes £137,000 based on a restructure within the Benefit Service,
£110,000 from a restructure of the way the Council manages its
partnership working and £55,000 from a review of Supporting People
Administration. It also includes £35,000 from a realignment of employee
budgets within Into Work Services and £19,000 from a reduction to the
staffing budget within Regeneration.

The proposed saving of £283,000 from a review of Libraries Services has
been withdrawn following consideration by the Cabinet of the outcome of
the consultation process.

Corporate Management

152.

153.

The savings proposed in Corporate Management amount to £1.028
million and represent 39.6% of the net controllable budget. The
proposals include £310,000 from the deletion of the top up from the
Council Tax Pensioner Reduction Scheme, £250,000 from the Cardiff
Bus Dividend based on the anticipated performance in the 2014/15
accounts and £200,000 from the re-profiling of the capital charges
budget based on timing of schemes in relation to the Cardiff Enterprise
Zone. A saving of £82,000 is also proposed in relation to
Communications & Media based on reductions to the campaigns budget.
The balance of the savings within Corporate Management relate to
efficiencies and budget reductions in areas such as Corporate IT, audit
fees, banking charges and management support budgets.

The overall position in Corporate Management also includes a reduction
of £349,000 in precepts, levies and contributions. This is based on a
target reduction of 2% against budget.

County Clerk & Monitoring Officer

154.

155.

Budget savings of £218,000 are proposed representing 12.79% of the
net controllable budget. The savings include a £181,000 reduction to
employee budgets to be achieved through a restructure within
Democratic and Protocol Services. This will reduce the level of
administrative, legal and protocol support within the Directorate. This
saving was increased by £40,000 to replace the previously identified
saving on Members IT which was considered unachievable as a result of
the due diligence exercise. A further £37,000 is to be saved by removing
Dictabank services and through reductions in training and mayoral
expenses.

The Budget includes a realignment of £66,000 to reduce the level of
unachievable income budgets in Scrutiny Services.
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Economic Development

156.

157.

158.

Budget savings totalling £881,000 have been proposed, representing
32.57% of the net controllable budget. A total of £87,000 is anticipated to
be saved as the result of a restructure within the Economic Development
management team. An additional £28,000 has been proposed in relation
to a restructure of the Economic Development support service and a
further £13,000 is proposed in connection with a slight reduction of hours
in the night time economy taxi marshal service. In addition, a total of
£259,000 has been put forward as part of a proposal to capitalise the
costs of a number of posts within Strategic Estates and Major Projects.

A number of savings proposals relate to increased income generation,
including £120,000 in connection with future rent reviews within Strategic
Estates. Also, within Strategic Estates, there is a proposal to generate
£18,000 from increased charges to the Harbour Authority and HRA, as
well as £20,000 from increasing professional fee income in relation to
property disposals. In addition, there is a proposal to increase the rent
received in respect of the workshop estate by £20,000.

It is proposed that the implementation of an alternative delivery model in
respect of the Tourist Information Centre offer will achieve savings
totalling £120,000. Furthermore, a review of the City Centre Mobility
delivery model, and removal of the current subsidy, is proposed to
achieve a saving of £17,000. In respect of Cardiff Business Council,
£160,000 is expected to be achieved as a result of reducing the Council’s
contribution towards the organisation. In addition, the removal of the
Events Park & Ride subsidy is expected to achieve £13,000 and a
general reduction in the Strategic Estates operational budget will achieve
a saving of £6,000.

Education & Lifelong Learning

159.

160.

161.

School protection requirements mean a budget increase of 0.6% which
equates to £1.2 million. This budget allocates an additional £3.573
million to delegated school budgets in recognition of inflationary
pressures such as pay awards, teachers superannuation, increments
and free school meals. The inflationary pressures were identified at
£4.591 million but were reduced by 30% of the amount that exceeded the
protection level of £1.2 million in accordance with the Budget Strategy
Planning assumption.

In addition, demographic pressures in relation to pupil numbers (and their
associated needs) have required extra resources of £3.5 million. These
demographic pressures are primarily represented by pupil increases in
both mainstream and special school settings but also include the
resulting increase in free school meals, breakfasts and pupils with
complex needs.

Whilst additional funds have been allocated to delegated school budgets

the Education directorate has had to identify budget savings totalling
£2.728 million which represent 14.49% of the net controllable budget.
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162.

They include £1.1 million saving in respect of remodelling the Youth
Service with the aim of moving to a new model of delivery in 2015/16.
The Council will continue to support the delivery of youth provision
throughout the City, directly supporting provision with targeted Council
run services for young people and communities in greatest need and
providing an open access centre in each of the City’s six neighbourhood
areas. By reviewing new and existing out of county placements the
Directorate anticipates delivering £250,000 savings whilst putting in place
an infrastructure which will allow further savings to be made in future
years. In relation to Education Other Than At School a saving of
£150,000 is anticipated by procuring tutors more efficiently through an all
Wales framework. The Pupil Referral Unit will deliver a £100,000 saving
through a combination of controlling provision and cost sharing with
schools.

A £390,000 saving is proposed in respect of restructures across the
Education Directorate with specific savings further expected within
Childcare strategy (£150,000) and Admissions & Education Welfare
(£50,000). Additional income will generate £300,000 savings through
increasing school meal charges and further efficiencies of £100,000 will
be delivered through amalgamating the two cleaning units in the Council.
Efficiencies within the area of Wellbeing & Compliance will deliver a
£50,000 saving whilst the reduction of WG Grants presents the
directorate with the opportunity of reducing proportionate match funding
by £88,000.

Environment

163.

164.

Additional resources of £1.656 million have been allocated to this
Directorate. £500,000 has been allocated to support the waste strategy
changes for 2015/16 through strengthening communications, C2C
support, on the ground education and enforcement activities. An amount
of £891,000 has been allocated to support the processing of non
kerbside recyclable materials in order to achieve Statutory Local
Authority Recycling Targets of 58% in 2015/16. The Sustainable Waste
Grant has been cut and a pressure of £150,000 has been allocated in
order to sustain recycling processing and initiatives previously eligible for
the grant. In addition, £91,000 has been allocated to waste collections in
order to meet the additional costs arising from the increasing number of
households in Cardiff.

A base budget realignment of £300,000 has been proposed in respect of
Licensing in order to ensure that these activities are funded according to
the needs of legislation where costs of certain activities can not be
recovered from income. Other budget realignments include £270,000 to
meet the shortfall of income against budget at the Material Recycling
Facility and £354,000 in respect of the Carbon Reduction Commitment.
There is also a £46,000 budget realignment in respect of income that had
been anticipated from partner authorities in respect of non-Cardiff
residents using Cardiff Household Waste Recycling Centres.
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165.

166.

167.

Budget savings totalling £7.058 million have been proposed representing
43.44% of the net controllable budget, however this includes £3.572
million savings arising from the interim waste disposal contract and
Prosiect Gwyrdd. In addition, £557,000 savings are anticipated in respect
of collections, cleansing and enforcement which are the full year effect of
savings made in 2014/15. Savings of £600,000 have been proposed
from Neighbourhood Services and in house improvements which will be
realised from a range of Council functions across Council directorates
working together through a ‘One Council’ approach. A further £450,000
saving will be achieved by the redesign of cleansing across Council land
on an area delivery basis through the neighbourhood services approach.

Through the revised Waste Strategy approach savings of £267,000 will
be achieved through restricting black residual waste collection with
£300,000 being delivered through increasing the controls on green and
food bag distribution. The expansion of wheeled bins being deployed
allied with an ‘opt in’ reusable garden sack collection will deliver a
£55,000 saving, alongside domestic recycling and residual waste
collection efficiencies delivering a further £160,000 saving. The
management of the Waste Disposal post sort function will achieve a
£316,000 saving which will be accommodated through the
implementation of the waste strategy restricting residual waste in
collections. A further £42,000 will be achieved through changing
operations of the Household Waste Recycling Centres.

The Regulatory Collaboration is expected to achieve £434,000 savings in
2015/16 with £100,000 being achieved through the restructuring of the
management and performance function of the directorate. The early
termination of the Automated Public Conveniences contract will deliver a
part year saving of £30,000 for 2015/16. Income of £85,000 will be
achieved through a number of renewable energy schemes becoming
operational during 2015/16. In addition, a Council wide focus on
controlling energy consumption will deliver £90,000 savings across
directorates.

Health & Social Care

168.

Significant demographic pressures have been identified in the current
financial year including increased costs in relation to domiciliary care,
direct payments, residential and nursing care, college placements for
people with learning disabilities and pressures arising from the transfer of
former continuing health care placements from Health. This has been
recognised through the allocation of an additional £3.2 million which
offsets the demographic pressures included in the projected overspend
in 2014/15 together with the full year effect of these costs in 2015/16.
Additional resources of £1.6 million for new demographic pressures and
£625,000 for fee increases in 2015/16 has also been provided together
with £380,000 to meet the full year costs of in-year transitions from
Children’s Services in the current financial year. A budget transfer of
£500,000 will also be actioned from Children’s Services in order to meet
the cost of new transitions occurring during 2015/16. Following a review
of the projected savings shortfalls in 2014/15 an amount of £80,000 has
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169.

170.

171.

been provided in order to reflect the likelihood of an on-going shortfall in
2015/16 arising from the delayed transfer or closure of the Cathedral
View Residential Home with the position still to be finalised in terms of
the negotiations with Hafod Care. It is anticipated that all other savings
shortfalls in the current financial year will be achieved in 2015/16
although this will need to be carefully monitored. The budget has also
been increased by £40,000 to reflect the transfer into the Settlement of
the funding for Autism Spectrum Disorder which was previously funded
through a specific grant.

Funding of £1.54 million has also been allocated in order to meet a
number of specific financial pressures in Health & Social Care. This
includes £500,000 in order to meet new legal requirements in relation to
Deprivation of Liberty Safeguards and the Mental Health Act and Mental
Capacity Act. Funding of £500,000 has also been allocated to meet the
impact of changes to regulations governing the rates paid to staff
covering sleep-in duties. This mainly impacts on the external contracts
for supported living arrangements for people with learning disabilities.
Additional budget of £190,000 has also been provided to offset the
impact of a cut in Supporting People Grant funding, this also affecting
supported living arrangements and impacting on both internal and
external schemes. Further pressures of £350,000 are also anticipated in
relation to continuing health care arising from the transfer of clients
previously funded by Health. No allocation was made in respect of the
Independent Living Fund as it is understood that any additional
responsibilities arising from changes to the funding arrangements will be
met by the WG in 2015/16. Overall, including budget realignments,
transfers from Children’s Services for transitions and specific financial
pressures the budget for Health & Social Care has received additional
budget of £7.965 million for 2015/16.

Savings of £6.215 million are proposed representing 6.57% of the net
controllable budget. This includes employee savings of £3.066 million
with a number of internal services being restructured or realigned. This
includes a saving of £761,000 based on a review of care management
across the Directorate. This will involve a review of care management
roles and responsibilities and assessment processes in order to support
more effective delivery of the service including implementation of mobile
working and improvements in the support planning function. A saving of
£550,000 is also proposed in relation to re-shaping the Internal Day
Opportunity Service for people with learning disabilities. This may involve
meeting needs in the community rather than through building based day
care provision with savings made from a reduction in agency staffing and
a reduction in posts.

It is also proposed to re-commission day services for older people with a
move away from the current, largely building based day service to
developing a model of service provision using existing community
resources and the third sector. It is anticipated that this will deliver
savings of £400,000 in 2015/16 of which £323,000 relates to a reduction
in employee costs. The original £800,000 saving in this area was
reduced to £400,000 as part of due diligence enabling the changes to be
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172.

implemented with savings required over a longer period and for
alternative arrangements to be developed where appropriate. Other
savings based around changes to internal service provision include
£250,000 from re-shaping the Internal Supported Living Service for
people with learning disabilities, £255,000 from service efficiencies and
changes to the management structure in the Reablement Service,
£75,000 from re-organising the way community meals are delivered and
£50,000 from reshaping the Mental Health Day Service. A saving of
£218,000 is proposed through changes to the Community Alcohol & Drug
Team Counselling Service. Paragraph 143 refers to the temporary
funding to develop further the volunteer counsellor base and to ensure a
supervision and support mechanism for volunteer counsellors. Further
employee savings of £369,000 across the Directorate from have been
identified from a variety of management and business support posts.

A saving of £1.926 million is proposed in relation to efficiencies from
strategic commissioning across all Health & Social Care services. This
will be achieved by more efficient commissioning of care, improved
understanding of the care provider market and more effective
competition as well as the development of preventative options to
support people living independently for longer which can reduce demand.
Others savings in external spend include £431,000 from a review of
External Supported Living Services for people with learning disabilities.
This involves a competitive tender process with the existing
arrangements to be replaced in July 2015. A saving of £300,000 is also
proposed in relation to the ‘Closer to Home’ Service for people with
learning disabilities with service users currently living away from the City,
often in high cost residential placements, moving back to the City to
supported housing where their needs can continue to be met. Other
savings include £200,000 from a review of Mental Health Out of County
placements in residential care, £180,000 from a review of Third Sector
Commissioned Services and £100,000 from the re-commissioning of
Direct Payments Support Provision through a re-tendering process. A
saving of £150,000 is also anticipated from increased income following
an increase in the maximum charge for non residential care services.
This is in line with the WG regulations which determine the maximum
amount a service user can be charged for domiciliary care.

Resources

173.

Budget savings of £2.037 million are proposed representing 12.27% of
the net controllable budget. This includes savings of £1.122 million on
employee budgets of which £349,000 relates to Finance with post
reductions and other employee savings in Service Accountancy,
Exchequer & Development, Audit, Revenues and Project & Technical
Accountancy. Other employee savings include £260,000 in Human
Resources, £210,000 from a restructure of the service in Commissioning
& Procurement, £116,000 though a loss of posts in ICT, £52,000 from
the deletion of a vacant post in Enterprise Architecture, £51,000 in Legal
Services, £47,000 from a restructure of the Emergency Management
Service and £37,000 from a restructure of the Corporate Improvement
Team.
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174.

175.

176.

Savings based on income generation amount to £708,000. This includes
£245,000 in ICT based on full recovery of costs from external customers
and recovery of costs linked to support for alternative delivery
mechanisms across the Council. Income generation savings amounting
to £162,000 are also proposed in relation to Revenue Services. This
includes measures to pass the cost of paying by credit card onto
customers, recharging of costs which support appeals against rateable
values on Council properties and also in relation to advice and support
for VAT appeals. In both cases this support is essential and can lead to
significant savings being achieved on behalf of the Council. The savings
proposed by Revenue Services also includes £80,000 to be achieved
through the implementation of a corporate debt approach. This will
involve a more strategic approach to debt management by moving
responsibility for the bailiff collection function for penalty charge notices
to Revenues with consideration also being given to the transfer of the
accounts receivable function. A saving of £110,000 is also identified in
relation to a restructure of the Organisational Development function
reducing the overall cost of delivery with support for projects and related
investment facilitated through the use of reserves initially. Other savings
based on income generation total £191,000 and reflect a range of
measures with proposals from Project & Technical Accountancy,
Commissioning & Procurement, Legal Services, Human Resources and
Performance Management.

Savings based on a reduction in external costs total £207,000 and
include £129,000 through reviewing the level of spend and re-tendering
services in relation to external ICT expenditure. Savings of £53,000 are
also proposed through a reduction of vehicles and the replacement of the
Council’s ageing gritter fleet through the Central Transport Service. Other
savings include £14,000 in relation to private bailiff costs, £8,000 against
expenditure on the law library budget and £3,000 against budgets held
by the Corporate Improvement Team.

Additional budget of £70,000 has been provided to meet increased costs
in relation to IT licenses which are managed by ICT on behalf of the
Council.

Sport, Leisure & Culture

177.

The savings proposed within this directorate total £3.302 million
representing 27.04% of the net controllable budget. The savings have a
significant impact on service delivery with a number of proposals
involving ceasing or reducing services or identifying alternative models of
service delivery. Savings in this category include £519,000 in relation to
a new model for Children’s Play. This will entail more targeted provision
with play being provided by other organisations on various sites.
Disability, Welsh medium and holiday play schemes would all be
protected at the current level. The Council has also agreed to progress
with a procurement process to determine a new operating model for its
leisure centres which will be tested against the current in-house
provision. A budget saving of £435,000 is proposed for 2015/16 however
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178.

179.

180.

the level of saving will be dependent upon the procurement process that
is being run throughout the first half of 2015. A saving of £305,000 is also
proposed in relation to an alternative delivery model for the Cardiff
International Sports Stadium. Other savings proposals based around
ceasing or reducing services or identifying alternative models of service
delivery include £159,000 for the cessation of funding for Callenig, St
David’s Day and Cardiff Country Fair, £80,000 from the planned ending
of tapering funding to Sherman Theatre as previously determined by
Council, £53,000 from the closure of public conveniences and £26,000
from the cessation of Cardiff in Bloom and provision of Christmas trees
unless sponsorship or alternative funding is secured. A saving of £53,000
is also proposed through the identification of a new management
operator for Canton Community Centre with a further saving of £50,000
linked to the transfer of the Cardiff Story Museum to an appropriate body.

A number of savings have also been identified in relation to increased
income or through a reduction in the proposed level of subsidy for
services. This includes £340,000 from a reduced subsidy for leisure
centres to be achieved through a combination of expenditure efficiencies
and additional income generation. In line with the decision taken as part
of the 2014/15 Budget a saving of £50,000 is also proposed from the
removal of the Bowls subsidy. Other proposed reductions in the level of
subsidies include £40,000 in relation to the Cardiff Riding School which is
now able to operate without subsidy from the Council, a £40,000
reduction in the level of support for Outdoor Sport and a £20,000
reduction in the net budget for Flatholm Island. A reduced subsidy of
£8,000 is proposed in relation to allotments. This will be achieved
through increased fees and charges and increased occupancy as part of
the ongoing Council Strategy to make the allotment service self
sufficient. A saving of £200,000 is proposed from an increase in
Bereavement and Registration fees including burial and cremation fees.
Other proposals based on income generation include £40,000 in relation
to the Bute Park Horticultural Nursery by selling hardy stock and bedding
plants throughout the City, £30,000 from increased income at the Cardiff
International White Water facility, £28,000 from an increase in car park
charges at Heath Park and £5,000 from increased income at the Sailing
Centre.

In addition to any impact on employee budgets arising from the changes
to service and alternative delivery models noted above, a saving of
£329,000 is proposed from the deletion of posts in Parks and Leisure.
Other proposed savings include £220,000 in relation to the remodelling
of the Park Ranger Service resulting in reduced staffing and expenditure
on supplies and services and £72,000 from a restructure of the Parks
Apprenticeship Scheme. A saving of £200,000 is also identified in
relation to the temporary closure of Eastern Leisure Centre throughout
2015/16 in order to enable refurbishment works to be undertaken.

The proposed saving relating to the new model for Children’s Play was
reduced by £231,000 following consideration by the Cabinet of the
outcome of the consultation process. A reduction to allow for the
redeployment of staff and to enable the Council to continue to work
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closely with interested community groups to work up robust business and
implementation plans, so that they will be able to take over the operation
and management of premises. In the first instance this may include an
element of temporary pump priming finance from the Council. A
reduction of £30,000 was also made to the savings proposal in relation to
the remodelling of the Park Ranger Service to maintain the outreach
work with Friends Groups. The revised figures are reflected in the
narrative above.

Strategic Planning, Highways, Traffic & Transport

181.

182.

183.

184.

185.

186.

Additional resources of £887,000 have been allocated to this directorate.
£231,000 has been allocated in respect of school transport for those
pupils living more than three miles from school with a further £160,000
provided for those that live more than two miles from their school. An
increase in the number of pupils with SEN has resulted in the need for an
additional resource of £370,000 whilst the reduction in the WG fee for
administering the concessionary fare process has required £126,000 to
ensure the current process remains adequately funded. A base budget
realignment of £25,000 is required in respect of the costs of real time
information in bus shelters.

Budget savings totalling £1.672 million have been proposed representing
33.45% of the net controllable budget.

Additional income is anticipated in respect of £450,000 for Moving Traffic
Offences and £85,000 in respect of parking which will secure alternative
funding for existing costs to the transport infrastructure. Further income
will also be generated through Planning Development fees of £100,000,
highways charges for land searches of £50,000 and other Highways
income of £10,000. A commercialisation focus across the Directorate will
deliver £30,000, replacing main road lighting with LED will deliver a
saving of £50,000 and £126,000 will be achieved through street light
dimming.

A reduction in Council supported bus services will achieve a saving of
£236,000 whilst reducing the level of security at the Central Bus Station
will enable a saving of £54,000. Charging staff time to the bus shelter
advertising contract will deliver a £40,000 saving whilst the completion of
the Transport Strategy will allow a saving of £37,000 to be realised.

A realignment of the school crossing patrol budget will enable a saving of
£45,000 and road safety educational literature will no longer be funded
by the Council with a saving of £7,000. A review of additional staff
payments will generate a £48,000 saving and a change in the operation
of the County Hall Park & Ride will enable an £11,000 saving on casual
staff. Improved working practices will deliver a £48,000 saving in the
design team and a further restructure in the directorate will deliver a
saving of £50,000.

The directorate has proposed efficiency savings which total £215,000.
Efficiencies will be delivered in several areas such as £18,000 in respect

Page 44 of 124



of private circuits, £12,000 in advertising and publicity and a £10,000
reduction in training and subscriptions. Efficiencies will also be delivered
in respect of a £37,000 saving on storage of telematic equipment,
reviewing tunnel costs in order to achieve £72,000 saving and a £8,000
reduction in the Riverwalk bridge maintenance budget.

Protection For Schools

187.

188.

189.

190.

191.

For 2015/16, the WG has continued to protect schools funding by 1%
above the Revenue Block Grant received by the WG from the UK
Government. As in previous years, each council is required to
demonstrate for 2015/16 that Individual Schools’ Budgets (ISB) were
adjusted in accordance with the indicative target set for each year.

The Revenue Block Grant fell by 0.4%, thus 1% protection for schools in
2015/16 is £1.2 million which amounts to a 0.6% increase.

Whilst elements of Pupil Deprivation Grant were able to be used to
demonstrate the protection for 2014/15 this is not the case for 2015/16.
Therefore, the mechanism for 2015/16 is identical to that used for the
period 2011/12 to 2013/14.

However, it is the case that pressures such as pay award, teachers
superannuation increase and increments were such that these totalled
£4.591 million. As reported in the July Budget Strategy, the decision was
that whilst protection will be supported the amount in excess of the
protection will be reduced by 30%. Thus school budgets were to be
increased by the value of protection (£1.2 million), inflationary pressures
of £3.391 million and then reduced by £1.018 million (30% of the £3.391
million) to give an increase of £3.573 million.

The current proposal shows that the estimated schools budget will be in
excess of the target for protection by £2.369 million. The table below
shows the make up of the school budget and the demonstration of
protection.

Estimated Schools Budget £000
figure for 2015/16

Comparative Base Figure for 200,631
2014/15

Inflationary figures (less 30%) 3,573
Pupil Number Demographics 3,000
2015/16 Budget 207,204
2015/16 target for protection 204,835
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192.

193.

194.

195.

The demonstration of the protection of the ISB does not include any
growth as a result of increasing pupil numbers. Cardiff has allocated a
further £3 million to the ISB in respect of a net increase of pupil numbers
(including free school meals, breakfasts and complex needs). Therefore,
school budgets will increase by £6.573 million in order to meet additional
demographic and inflationary pressures.

Whilst the increase is significant, it must be noted that individual schools
are not guaranteed an element of protection as the key factors driving
funding will be pupil numbers as well as deprivation factors such as free
school meals.

WG have also as part of the 2015/16 Budget, created the Education
Improvement Grant which is a consolidation of eleven previous education
grants including Foundation Phase, School Effectiveness Grant and
Minority Ethnic Achievement Grant amongst others. The WG have
determined that this grant will be allocated to each regional consortium
rather than the individual local authority. In addition WG have
announced that the Pupil Deprivation Grant will increase from £918 per
free school meal pupil to £1,050 per free school meal pupil for 2015/16.

At this point, initial allocations have been given to each consortium with a
need to provide a business plan to WG by mid February. Current
indications are that the Grant will be 8.7% lower than the total amount for
each grant before consolidation. The impact on this grant on each school
and each local authority is yet to be determined.

Medium Term Financial Plan and Financial Strategy

Medium Term Financial Plan — Overview

196.

This section sets out, as far as possible through the use of available
information the financial challenges facing the Council for the three year
period between 2016/17 and 2018/19. As set out in the table below, a
budgetary gap of £119 million is estimated over the three year period. An
extended version of the table below is set out in Appendix 13(a).
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Medium Term Financial Plan

Budget Element 2015/16
£000
Adjusted Base Budget B/forward 573,877
Pressures
Employee Costs 7,124
Specific Inflationary Pressures 1,660
Capital Financing 135
Commitments 2,580
Demographic Growth 5,100
Directorate Realignments 7,667
Schools Growth (net)* 3,573
Financial Pressures (assumed 16/17 onwards) 4,283
Budget Reduction Requirement (35,780)
Net Expenditure 570,219
Funding Reductions
Aggregate External Finance (424,104)
Outcome Agreement Grant (2,482)
Use of Earmarked Reserves (1,000)
Council Tax (at 2015/16 Rate) (142,633)
Total Funding (570,219)

2016/17 2017/18 |  2018/19
£000 £000 £000
570,219 556,496 544,344
15,453 7,406 7,306
1,045 1,040 880
515 1,447 (1,183)
5,193 442 (169)
8,183 8,089 7,572
6,000 6,000 6,000
(50,112) (36,576) |  (32,009)
556,496 544,344 532,741
(411,381) (399,229) | (387,626)
(2,482) (2,482) (2,482)

0 0 0
(142,633) (142,633) | (142,633)
(556,496) (544,344) | (532,741)

* realignments are considered as part of each year’s budget setting process

* schools growth is shown under the relevant line items for the years 2016/17 - 2018/19

Budget Reduction Requirement £000
2016/17 50,112
2017/18 36,576
2018/19 32,009
TOTAL 118,697

197. A budget reduction of £119 million over a three year period will clearly be
an enormous challenge. This is especially so given that the Council will
have made cuts of over £200 million in the ten year period 2005/06 to
2015/16 and is therefore starting from an already extremely challenging

position.

198. Until 2013/14, the requirement for annual budget reductions was largely
the product of pressures on services. Funding increases were received
during this period but did not keep pace with demand, demographic
growth and inflation. Consequently, cuts to services were necessary to
redirect into new areas of unavoidable pressure in order to “stand still.”
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During this period however, the Council’s bottom line did not actually
reduce.

199. Since 2014/15, funding settlements from AEF have reduced in absolute
terms with the Council’'s budget contracting year on year. It should be
noted that whilst funding is reducing and significantly so, pressures are
escalating more steeply than before. In short, the problem is one of less
money and more demand as illustrated below.

Cumulative Base Case Position for 2016/17-2018/19
100,000
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200. The budgetary gap will need to be addressed through a fundamental
realignment downwards of directorate budgets along with potential
Council Tax increases. However, given the enormity of the gap, it is
inevitable that in Cardiff, as across \Wales, there will be both a reduction
in service delivery and a requirement to consider alternative delivery
models to enable the organisation to achieve financial stability on a
significantly lower resource base.

201. In recognition of the scale of the challenge the Council has established a

programme of Organisation Change that will review the shape and scope
of the organisation, identify delivery models and opportunities for
efficiency savings and strengthen performance management. Further
detail on bridging the funding gap over the medium term is at paragraphs
252 to 266.

Controllable Savings Base

202. As outlined above, since 2014/15, the Council’'s overall budget has

begun to contract year on year. This issue is compounded by the fact
that is it not possible to make cuts across the whole of the Council’s
budget. In 2014/15 out of a £574 million budget, cuts were only able to
be directed at budgets totalling £227 million. Examples of substantial
budgets where it is currently difficult to make cuts include:-

e £200 million - Schools budget - afforded protection by WG

e £29 million - Council Tax Support budget - required to pay Council
Tax Support (formerly known as Council Tax benefit) to eligible
recipients

Page 48 of 124



e £17.5 million precept and levies budget — level of contributions is set
externally (although the Council is targeting a medium term
reduction)

e £36 million capital financing budget — required to support the
Council's debt obligations. This budget can be influenced in the
longer term by restricting the amount of borrowing within the Capital

Programme.

203. As a result, those areas in which it is possible to make cuts (known as
the controllable savings base) are contracting at a steeper rate and will
continue to do so over the medium term unless policy shifts are made in
some of the areas above. It is also worth noting that some of the services
included in the £227 million are statutory or the subject of escalating
demand, for example, Social Care and Waste Collection Services, further
limiting the scope for targeting cuts.

204. The chart below models the potential impact of this issue over the life of
the MTFP based on current policy and assumptions. This position is
extrapolated to subsequent years later in the report.

Analysis of Council's Budget over Medium Term (Pre-Council Tax
Increases)
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Future Outlook and Inherent Uncertainties

205.

The MTFP covers the period to 2018/19 during which time there are a
number of significant uncertainties both at a UK and more local level that
could impact on the plan. These include:-

e A General Election

e Subsequent Spending Reviews and their impact on the Welsh Block
Grant
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207.

208.

¢ A new Parliament and associated legislative agenda
WG decisions regarding future distribution of the Welsh Block Grant
including further potential protection of the NHS resulting in deeper
cuts for the rest of the public sector

e The White Paper (Reforming Local Government: Power to Local
People) setting out the future of Local Government in Wales
launched by the Minister on 3 February 2015

e The emerging future shape of the organisation as alternate delivery
models are deployed

In recognition of the areas of uncertainty inherent within the plan, the
MTFP includes both a base case and a sensitivity analysis which is
covered further in paragraph 244. However, as this analysis is unable to
fully address the complexity of the emerging position, the MTFP will
continue to be updated over the coming financial year as additional
information becomes available.

The period beyond the MTFP looks equally bleak with the Chancellor’s
2014 Autumn Statement confirming that the austerity period for Local
Government looks set to continue to 2020 and beyond. The Institute for
Fiscal Studies (IFS) has said that the Autumn Statement plans will result
in “massive cuts for public services” and that just £35bn of cuts had
already happened with £55bn yet to come. The Head of the IFS stated
that voters would be justified in asking whether the Chancellor was
planning “a fundamental reimaging of the role of the state warning that” if
we move in anything like this direction, whilst continuing to protect health
and pensions, the role and shape of the state will have changed beyond
recognition.” Similarly, the Office for Budget Responsibility has predicted
that spending on public services is heading for an 80 year low. The OBR
projected that spending on public services would fall from 21.2% of gross
domestic product (GDP) in 2009/10 to 12.6% in 2019/20, which as a
proportion of GDP, would be the lowest spend on public services since
the 1930s.

At a Wales level, no indicative AEF figures are available beyond
2015/16. However, a WG letter to Welsh Local Authorities in June 2014
advised that in the context of pressure on the Welsh NHS, Authorities
should consider how they would respond to funding reductions of up to
4.5% in 2015/16 and to expect further challenging settlements over the
medium term. Whilst the 2015/16 Welsh average reduction came in
slightly lower than this at 3.4%, the letter is a clear signal that settlements
of this nature are to be anticipated for the foreseeable future.

Future Expenditure

209.

210.

The table at paragraph 196 indicates that financial pressures account for
£82 million (69%) of the anticipated £118 million budgetary gap. Within
the £82 million, a total of £31 million relate to pressures identified in non-
controllable or protected areas including Schools.

Local Government pay is a matter for collective bargaining between the
national employers and trade unions through the National Joint Council.
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212.

213.

As it is not possible to pre-empt this process, provision for annual pay
awards of 1% have been built into the MTFP in an effort to balance the
general theme of restraint regarding public sector pay award with
preparedness from a budgetary perspective. In recognition that a
fluctuation in rates could cause a significant in-year budgetary issue if
award in excess of 1% are agreed, the worst case scenario factors is the
possibility that annual pay awards will start to rise to 2% per annum.

The MTFP shows a spike in employee costs in 2016/17, with pressures
more than double the sums identified in later years. This is due to the
changes to National Insurance (NI) contributions that are due to take
effect in April 2016. Under current rules, workers in final salary schemes
can opt out of the earnings-related State Second Pension, known as S2P
and formerly known as SERPS, and pay money into their occupational
pension instead. To reflect the fact that they do not get the second state
pension, both the “contracted out” worker and their employer pay a lower
rate of national insurance. The new single-tier pension will abolish S2P
and the contracting out rules, increasing the Council's Employer's NI
contribution costs. At present, whilst the Council pays NI contributions at
a rate of 10.4% (instead of 13.8%) up to the Upper Accrual Point of
£40,040, under the new rules the 3.4% rebate will cease and a rate of
13.8% will apply an increase of almost 33% on NI Budgets.

The Council’'s Pension Fund is subject to an Actuarial Review on a tri-
ennial basis. Following the last review, the Council's Employer’s
contribution rate was set at 22.9% for the 3 year period ending 31 March
2017. As part of the valuation process it was agreed with the actuaries
that Cardiff’s level of contributions would be monitored and consideration
given to making additional lump sum payments into the Pension Fund if
the deficit element of the contributions fell significantly below the level
assumed in the valuation. Monitoring to date indicates that an additional
payment will not be needed in 2014/15 and is unlikely to be needed in
2015/16. When setting the 2016/17 Budget, the 2016 valuation process
will be underway and preliminary results will need to be factored into
consideration of any extra payments to the Fund. An additional
contribution at the end of 2016/17 would only be appropriate if there had
been a material shortfall in deficit contributions since 2014/15 and the
valuation results showed an increase in the deficit going forward. It is
therefore considered that the contribution rate can be regarded as fixed
for 2015/16 and 2016/17 and no further sums are included in the MTFP
in respect of Employer’s contribution rates for those years.

The next valuation will be as at 31 March 2016 and will set rates for
2017/18, 2018/19 and 2019/20. It is impossible to predict what the overall
valuation result will be, but it is considered reasonable to work with the
existing contribution rate as a base case scenario for 2017/18. In
recognition of the difficulty in predicting future rates, the worst case
scenario reflects the potential that rates will increase incrementally to
23.9% (from 22.9%) over the years 2017/18 and 2018/19. It should also
be noted that other mechanisms exist to manage the impact of any
upward pressure on Cardiff's employer contribution rate following the
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215.

216.

217.

218.

219.

next review, including stepped increases and consideration of deficit
recovery periods.

In terms of Pensions auto-enrolment, Cardiff's auto enrolment date was 1
February 2013. Cardiff chose the deferral option and all employees
qualifying for auto-enrolment as at the start date, were deferred to 1
October 2017. Employees who qualified after that date have to be auto
enrolled immediately and re-enrolled every three years. There are
therefore two key dates for auto-enrolment within the life of the current
MTFP:-

e 1 February 2016 — re-enrolment of any employees who were auto-
enrolled after 1/2/13 but who then opted out
e 1 October 2017 — enrolment of deferred employees who still qualify.

It could be considered likely that most employees who are auto enrolled
will opt out as they have already previously decided not to join or remain
in the Pension Fund. However, it would be imprudent to assume that
there would be no additional LGPS members following auto-enrolment
and therefore the plan includes provision for approximately 20% of those
not currently in the pension scheme to join.

A memorandum of understanding has been signed as part of the
2015/16 budget in relation to the Partnership for Change. The outcome
of this will need to be taken into account over the Medium Term Plan.

Inflation is currently running below the Bank of England’s 2% target
(Consumer Price Index.) In line with the practice of recent years, the plan
assumes that directorates will be expected to absorb the impact of price
inflation within their existing resource base, except in instances that are
deemed to be truly exceptional. The plan includes estimated future
provision in respect of NDR, energy and Out of County placement costs.
The most substantial inflationary impact included within the plan relates
to fee increases within Health and Social Care. However, the introduction
of a new dynamic purchasing system and transfer of existing packages
to new contracts within domiciliary care has reduced the potential impact
in this area compared to previous years.

The assumptions that underpin the capital financing figures included
within the plan are covered in detail elsewhere in the report. However, it
should be noted that, the ratio of net capital financing costs to the
Council’s controllable base budget for 2015/16 is currently at 16.65% and
is predicted to increase over the medium term. It is worth noting that
even if the Council took on no further additional borrowing, this ratio
would continue to increase over the medium term due to the fact that the
Council’'s controllable base budget is contracting at such a significant
rate.

The largest component of the £5.5 million commitment figure identified
over the three years is a £3.643 million pre-commitment figure identified
for 2016/17. This reflects the fall away of one off budget savings and the
funding of previous decisions. The sum includes:-
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223.

224.

225.

e The £2.5 million capitalisation direction granted by WG for 2015/16
which is for one year only. This therefore creates a gap which will
need to be addressed when it falls away in 2016/17

e Reinstatement of the running costs of Eastern Leisure Centre (on a
part year basis) once it re-opens during 2016/17

e £500,000 in respect of Central Enterprise Zone to re-balance the
funding profile following one-off savings taken in earlier years

Other commitments include the impact of the WG'’s treatment of both 21%
Century Schools and Highways LGBI which has in previous years not
correctly taken account of these additional sums.

It should be noted that during the life of the plan the arrangements in
respect of Cardiff International Pool come to an end. The Council’s base
budget includes £1 million to pay an annual subsidy to the International
Pool. The MTFP contains no assumptions as to the release of this
budget due to the fact that future arrangements regarding the pool are as
yet unknown. This will therefore be a factor to be considered as the
MTFP is refreshed and rolled forward.

Commitment figures also include the future modelled impact of
severance costs.

Of the £82 million financial pressures identified over the next three years,
almost 30% is attributable to pressure on services as a result of
demographic growth. Between 2002 and 2013, Cardiff's population grew
by 13%; a bigger percentage increase in population than London or any
of the English core cities. This growth trend is set to continue with
projected growth of 26% between 2013 and 2034 — an additional 91,500
people.

The table below indicates that there is substantial growth in age groups
in which demand for services can be more costly. A key factor being an
increase in the school age population places additional financial burdens
on the education service. Similarly, an increase in the older population
can create additional financial pressures on social care budgets as
people become more likely to need services to help them continue to
lead independent lives.

This school age population growth places further pressures on the capital
as well as the revenue budget. The SOP Programme section of this
report has already set out the financial exposure the Council faces as a
result of seeking to meet suitability and sufficiency issues within the
schools estate over the life of the MTFP and into the longer term.
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Age-band Numerical %
Change|
0-4 2,236 9.5
5to 15 10,369 24.8
16 - 17 850 11.0
65 plus 10,843 22.3
85 plus 2,039 28.1
90 plus 1,252 45.5

(Source: Welsh Government

Statistical Directorate 2011 Local Authority Projections)

226.

These demographic trends have been reflected in the Council’s financial
position for a number of years and are also reflected within the data that
underpins the Council’'s Standard Spending Assessment (SSA) as
illustrated below. The SSA is a formula based calculation of “relative
need to spend” that is used by the WG to determine funding distribution
across Wales. Demographic growth is therefore a key reason why Cardiff
has received below average funding decreases over the past few years.
However even though the city’s demographic growth is recognised within
this calculation, it merely protects the Council’'s share of an increasingly
diminishing fund. It does not begin to address the escalating cost
pressures associated with this demographic profile.
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227.

The graph above shows that although there is an annual increase in the level of
the Under 18’s population across the whole of Wales, this annual increase is
outstripped by the level of increase in the Under 18’s population of Cardiff over
the same period.
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228.

The graph above shows that although there is an annual increase in the level of
the Over 65’'s population across Wales, by 2014/15 this rate of increase has
been overtaken by the annual increase in the Over 65’s population of Cardiff.

Demographic increases Predicted Three

Year Pressure
£m

Health & Social Care 6.8

Children’s Services 4.5

Schools 121

Total

23.44

229.

230.

231.

Sums in respect of Children’s Services are also reflective of increasing
complexity of demand. This is very difficult to predict and a small number
of high cost packages can significantly impact on the Council’s budget. In
recognition of this issue, in addition to the sums identified for Children’s
Services, the Council’'s base budget contained £950,000 as a service
specific contingency.

It is also worth noting that the significant demographic growth set out
above, relates to budgets that already account for 60% of the Council’s
overall cash limit, and which are either subject to WG protection (i.e.
schools) or are more difficult to cut due to the nature of the service and
escalating demand. While this remains the case, then subject to policy
decisions to the contrary, the Council’s other controllable services will
need to continue to contract sharply, in order to accommodate falling
funding levels on one hand and growth into these areas on the other.

The MTFP includes a sum of £6 million per annum to address emerging
financial pressures. As noted above, there are a number of areas of
significant uncertainty within the life of the plan. This sum, which
represents just over 1% of the Council’s cash limit, has been included in
recognition that it is impossible to foresee all issues and that in reality
additional burdens may arise due to issues including legislative and
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policy change, specific grant fall out, an issue which is covered in further
detail in the funding section below.

Future Funding

Aggregate External Finance

232.

233.

234.

235.

236.

In the absence of any indicative funding figures for 2016/17 onwards, the
level of AEF reductions within the MTFP have had to be estimated. It is
widely accepted that the current austerity period for Welsh Local
Government is likely to extend beyond the time-frame covered by the
current MTFP. The base MTFP for the financial years 2016/17 — 2018/19
therefore assumes an AEF reduction of 3% per annum, which is
comparable to the funding reduction experienced by Cardiff in 2015/16.

Funding levels are difficult to predict as they involve a number of
unknown variables including a forthcoming General Election and
subsequent Spending Review which in turn will affect future levels of
Welsh Block Grant. Welsh Local Authority funding will also be impacted
by WG’s distribution of the Welsh Block Grant, including the potential for
further funding protection of the Welsh NHS resulting in deeper cuts for
the rest of the public sector.

A 1% funding reduction for Cardiff Council equates to a £4.4 million cash
reduction. Clearly therefore, the absence of indicative funding figures
represents a significant risk to the Council and for this reason funding
reductions in excess of 3% have been modelled within the sensitivity
analysis.

Funding reductions of 3% building on the funding reductions experienced
to date will clearly have a severe impact on the Council. The graph below
models the impact of AEF funding reductions within the base case
MTFP, in both cash and real terms (i.e. taking account of inflationary
effect) since the Council began to receive negative settlements in
2014/15. The graph shows that if funding reductions of 3% come to
fruition, in real terms the Council will have experienced a reduction in
general grant funding of over £100 million for the five year period
depicted.

However in reality the divergence between cash and the real terms
impact is wider. The real terms adjustment removes the impact of
general price inflation, in this case the Consumer Price Index, from the
cash reduction figures. However the reality for local government is that
sector specific pay and price inflation are higher than these general price
indices whilst demographic growth and demand pressures increases this
gap further.
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Specific Grant Funding

237.

238.

239.

The Council receives a significant amount of specific revenue grant
funding. The WG has committed to provide greater flexibility and to
reduce the administrative burden on Local Government by transferring
specific grants into RSG wherever possible. Whilst this is helpful, there is
a risk that upon transfer, the overall quantum and/ or the distribution
mechanism of the grant will be altered. There is also a risk that specific
grants may simply reduce or fall out together.

Future changes to specific grants, either by way of transfer or reduction
are arguably even harder to predict than AEF levels. Within the Local
Government Settlement, information on specific grants is usually in
outline form and no indicative sums are provided beyond the forthcoming
financial year. Uncertainty around grant amounts can also be
compounded by unconfirmed changes to grant arrangements.

The Council has an existing base budget of £250,000 to deal with
specific grant funding issues that occur during the course of a financial
year. There are no specific sums included over and above this within the
MTFP. The assumption within the plan is therefore that any future
specific grant reductions would be dealt with by either reviewing the grant
funded activity (these are areas which are not routinely subject to cuts) or
addressing the issue through the sum set aside for emergent financial
pressures.

Reserves

240.

Due to their finite nature, use of reserves to support the budget creates a
resource gap which must be filled in the following year. General practice
is therefore to avoid the substantial use of reserves as budget funding.
Even setting the above issue aside, the scope for use of reserves as
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242.

243.

budget funding is considered more limited in the current climate.
Notwithstanding that earmarked reserves are set aside for a specific
purpose which would be compromised if routinely utilised for general
budget funding, the existence of reserves improves the Council’s
financial resilience in a period of extreme financial challenge.

There is therefore a careful balance to be struck between holding too
much and too little cash in reserves. If reserves are too small, this
increases the Council’'s exposure to risk and affects its capacity to deliver
its planned priorities in a prudent fashion; too high and funding should be
used on services in times of financial pressure. The levels of reserves
held by Welsh Local Authorities have been subject to recent scrutiny by
the WG for this reason.

Welsh Local Government has experienced a prolonged and worsening
period of significant budget cuts combined with demographic pressures
in demand led services. While prudent, the level of reserves in Cardiff
could be considered to be at just an adequate level for an Authority of
this size. Recent figures produced by WG showed that as at 31 March
2014, expressed as a percentage of gross revenue expenditure, Cardiff
had the lowest level of both general and useable reserves across Wales.

It should also be noted that cash in reserves is not idle. Investment
income is generated on cash balances in line with the Council’s Treasury
Management Strategy, and as an internally borrowed Authority, cash
reserves help the Council avoid the need to undertake short term
borrowing and its associated costs. As noted elsewhere in the report, in
order to manage the impact of severance costs, the Council has
employed a strategy of borrowing from earmarked reserves in order to
cover initial cash payments in respect of voluntary severance. Reserves
are then replenished in time for their original planned use from a base
budget for severance costs. This strategy strikes a balance between
conserving financial resilience over the longer term and ensuring the
initial purpose of reserves is upheld whilst making use of available cash
balances.

Sensitivity Analysis

244.

As outlined in the sections above, it is very difficult to accurately predict
future spending and funding levels three years into the future. Moreover,
minor fluctuations in key variables can have a significant impact as
depicted in the graph below which illustrates the cumulative cash impact
of an annual 1% fluctuation in two key variables — level of pay award and
funding reductions. The graph shows how just a 1% fluctuation in two
key variables can have the effect of increasing the funding gap by £23
million over the MTFP period.
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245.

In previous years, the sensitivity analysis around the MTFP has included
a best case scenario which flexed key variables to the most optimistic
level considered to be within the realms of reasonable possibility; in
other words to the best of the likely scenarios. However, given that
perhaps the most critical unknown variable within the plan is level of AEF
funding, it is considered that it would be overly optimistic at this stage to
assume AEF reductions of less than 3%, given the warnings from WG

referred to previously.

Worse Case Scenario

246. The following table reflects the potential worst case scenario. This

reflects:-

e a 2% pay award over the life of the plan compared to the 1% within

the base case

e annual funding reductions of 4.5% over the life of the plan compared
to 3% within the base case

e aless optimistic outcome of the next actuarial review

Worse Case Scenario 2016/17 | 2017/18 | 2018/19 | TOTAL
£000 £000 £000 £000
Base MTFP position 50,112 36,577 32,009 | 118,697
Changes:
AEF 6,362 6,075 5,802 | 18,239
Pay Award 2,656 3,326 3,278 9,260
Actuarial Review 0 647 647 1,294
Revised MTFP shortfall 59,129 46,625 41,736 | 147,489

247. Clearly the changes in assumptions around AEF levels have the biggest
impact on this scenario. Funding reductions of 4.5% are considered a
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real possibility following a letter that was received by Welsh Local
Authorities from the Minister for Local Government and Government
Business on 24 June 2014. The letter warned that in the context of
pressure on the Welsh NHS, Authorities should consider how they would
respond to funding reductions of up to 4.5% in 2015/16 and to expect
further challenging settlements over the medium term. Whilst the Welsh
average reduction in 2015/16 came in lower than this at 3.4%, reductions
of 4.5% are clearly something that WG considered a possibility.

Future Years Outlook

248.

The chart below illustrates the likely impact on the different components
of the Council’'s budget moving beyond the life of the existing MTFP.
Clearly, for all the reasons noted earlier in this section of the Report, it is
very difficult to predict this far into the future given the inherent
uncertainty in key areas. The graph therefore projects the overall likely
envelope of funding and analyses the resultant budget if recent trends
and current policies are continued over the life of the plan.
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251.

Notwithstanding the difficulty and uncertainty of predicting this far
forward, the severity of the financial climate in Welsh Local Government
has now reached a position where it will no longer be feasible to focus on
a three year forward period without considering the likely impacts beyond
that timeframe. This is because the cumulative impact of decisions taken
now can have a significant impact on the shape of the Council’'s budget
in later years and it may be that current policies are considered
unaffordable when viewed over an extended time-frame.

Moving forward, the Council will need to extend the period over which it
considers financial planning scenarios in order to inform Budget Strategy
assumptions and policies at an early enough stage to have the most
impact. Key areas for consideration would include, future council tax
increases, the level of growth afforded to schools, the affordability of the
capital programme and strategy for social care budgets.

In short, as identified above, over the longer term, cutting the Council’'s
controllable savings base will not be a sufficient antidote to the problem
and solutions outside this will need to be sought. Formulation of the
Council’'s Budget Strategy Report for July will therefore be critical in re-
setting the model identified above and priority based service and budget
assumptions will need to be developed as expanded on below.

Council Response to the Medium Term Financial Plan

252.

253.

254.

255.

256.

The realignment of the Council's services to continue to meet our
corporate objectives but on a lower, financially sustainable level require a
complex, fundamental reshape of how the Council's services are
provided. This process has been initiated at a Council wide level with the
Organisation Development Programme providing the required
governance. At a service level the process is also ongoing and the
consultation exercise referred to a number of strategies around the
delivery of services that have been developed for the future provision.

As part of this process a full review of Cardiff's Libraries service has
been undertaken in response to the financial reduction required to meet
MTFP projections, the changing demand for library services and the
success of the integrated approach to local service delivery as evidenced
through the Council’s Hub Programme.

The review covered all aspects of the library provision and following
initial evidence gathering a Strategy for the future provision of library
services has been developed (see Appendix 13(b)).

The Strategy for reshaping library services is based around 6 key
themes; integration; mobilisation; community involvement; alternative
delivery; better use of technology and commercialisation. The application
of these themes has led to the development of a comprehensive range of
proposals for library provision in Cardiff.

The detailed proposals were consulted on as part of the wide ranging
“Changes for Cardiff’ consultation process and every library card user

Page 61 of 124



257.

258.

259.

260.

261.

was e-mailed the link to the consultation process. Of the respondents
80.8% reported that they were library card holders and detailed
comments were received on the proposals. In addition 11 written and
on-line petitions were received in relation to specific branch library
proposals with 10,605 signatories in total.

As a result of the consultation responses amendments have been made
to the Libraries Strategy. A key area of concern centred on the proposals
for the current stand alone branch libraries. There was significant support
for the integrated approach to service provision through the on-going
delivery of hubs in line with the formal Hub Strategy. However the lack of
Council funding to extend this approach to all branch libraries and the
potential loss of well used and well loved facilities was a major issue. The
recommendations for each branch library have therefore been amended
so that where a public service hub is not a viable option, community
support will be sought to continue a library service alongside either
community or commercial led activity in a community hub. These hubs
will receive continued Council funded support to meet the cost of the
supply of books, ICT equipment (including self service kiosks) training
and professional librarian support from the Neighbourhood Development
Librarian.

The presumption in the amended Strategy is that the neighbourhood
based library service will still be delivered from existing stand alone
library buildings, supported by community or commercial involvement,
except in those circumstances where condition or accessibility of that
building makes this objective unachievable. In these circumstances
alternative venues will be identified as a base for a similar range of
community, commercial and library provision. The individual library
proposals in the Strategy document have been amended accordingly.

The recommendations to this report include the approval of the Library
Strategy and the implementation of the Strategy will be subject to a
specific Cabinet report outlining the business case for change proposal in
respect of each Library building.

The previous section set out the challenges within and beyond the life of
the MTFP. The Plan sets out the financial pressures the Council is facing
over the medium term alongside the estimated funding available. In
doing so it identifies the Budget Reduction Requirement over the medium
term which is the gap that needs to be filled from a combination of
savings and potential Council Tax increases and if appropriate use of
reserves. The July 2014 Budget Strategy Report outlined the Council’s
application of savings drivers to develop a medium term response to
where savings might be identified from to help meet this gap.

Work has continued since July in respect of the Council’s response to the
financial challenges across the medium term. Therefore, whilst
recognising that the MTFP is a dynamic model which is updated
throughout the year, potential opportunities to make savings across the
medium term have been developed further against a number of themes
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in relation to the delivery of services. The themes identified were also
referenced in the budget consultation document and are as follows:

e Being a commercially minded Council — this theme considers how
we can make better use of our assets and how to offer our services
to the public, third sector or private sector organisations. Examples
include opportunities in respect of income generation, new operating
models and alternative delivery arrangements, reshaping services
and commissioning and procurement opportunities in respect of third
party spend.

e Ensuring public services are accessible — this area considers the
accessibility of public services, where appropriate moving from
building based services to those which provide outreach staff or
mobile services. Through the One-Council approach making contact
with the Council will be through the provision of seamless and
consistent customer services encouraging people who are able to
use digital services.

e Greater alignment of our services — the consideration of how the
public and third sector organisations must work more closely. The
opportunity identified is to join up services and consider the sharing
of assets and the use of multi-agency teams whilst also recognising
that these same challenges apply to services delivered within the
Council.

¢ Involving and empowering the community — this is based on a
more focused approach to cooperation and collaboration to ensure
that we work with residents to design new ways of doing things to
give local people more opportunity to get involved and supporting
communities to take greater responsibility within their local area in
redesigned services.

o Reflecting changes in society — this theme considers the Council’s
role given changes in wider society. For example the way individuals
access services is changing due to the use of digital technology and
social media.

e Targeting services and early intervention — the challenge within
this theme is in relation to targeting services that are focused on the
need to support the most vulnerable and disadvantaged in society to
achieve better outcomes for residents and communities.

The outcome of this work is summarised in Appendix 13(c) which sets
out for both 2016/17 and 2017/18 the quantum of opportunities for future
years savings proposals by directorate clusters across the themes
identified above. The directorate clusters are set out below and align with
the proposed directorate restructure which is part of the 2015/16 savings
proposals. It should be noted that the figures total £29.621 million for
2016/17 and £21.06 million for 2017/18 and as such do not identify a full
solution to the Budget Reduction Requirement. In addition they are in
respect of opportunity proposals identified at a point in time and as such
highlight on overall direction of travel in respect of themes identified
rather than a fixed solution.
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e Communities and Wellbeing cluster — Children’s Services, Health
and Social Care, Education & Lifelong Learning and Communities,
Housing and Customer Services

e Place cluster - Strategic Planning, Highways and Transport,
Environment, Economic Development and Sports, Leisure and
Culture

o Corporate cluster — County Clerk and Monitoring Officer, Resources
and Corporate Management

In addition, Appendix 13(d) identifies a subset of these future years
opportunities where they relate to a progression of themes identified in
2015/16. This identification could be the follow through of savings
proposals included in 2015/16 for example a continuation of an income
opportunity such as further income from projected dividend payments
from Cardiff Bus. It could be a later year saving proposal linked to the
consideration of a strategy which is being set as part of the Budget
Report, for example the Libraries Strategy. Lastly it could be an
opportunity for savings linked to ongoing work that has already been
initiated but has as yet not led to a realisable saving. An example of this
would be the work in respect of the consideration of infrastructure
delivery models on which Cabinet has previously received reports and for
which a suite of outline business cases are expected for consideration in
June 2015.

The WAO Corporate Assessment report referred to the Auditor’s concern
in respect of the uncertain prospect of achieving savings in 2014/15 and
responding to future funding levels. The above work therefore provides
evidence of continuous improvement in that opportunities for savings
within these themes have been identified and that certain proposals
within these themes have been identified separately. However the
quantum of savings is materially short of the updated gap identified in the
MTFP and the July 2015 Budget Strategy Report will need to respond
further not only in relation to opportunities identified but also how this
shortfall might be met. Consideration will undoubtedly need to be given
to updating the budget planning assumptions of schools protection,
employee contributions and Council Tax levels as utilised in 2015/16.

The Financial Standing, Risk and Financial Resilience section has
already reminded members of the financial challenge ahead and the
increasing importance of both considering and responding to the matters
in respect of the Council's financial resilience. The Organisation
Development Programme plays a key role and in particular the
Reshaping Services and Enabling Technology and Strategic
Commissioning boards which have been established to meet these
challenges. An iterative process is ongoing with Cabinet and directors to
understand these challenges and consider how the Council can be
realigned at a lower, financially sustainable base.

The realignment of services will require the Council to use all relevant
budgeting tools that are available, such as demand management and in
particular outcomes based budgeting. Outcomes based budgeting
involves scoring elements of service against their contribution to desired
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strategic outcomes. This is in recognition of the Council’s requirement to
identify a more planned approach to ensure that funds are allocated to
deliver agreed prioritised service outcomes. A priority based budget
approach may therefore be adopted to determine future service and cost
commitments and to bridge the funding gap. The July Budget Strategy
Report will provide further detail in respect of this approach and the
progress being made.

Joint Committees and relevant Body

267.

Cardiff is currently the lead Authority for Glamorgan Archives, Prosiect
Gwyrdd and the Welsh Purchasing Consortium; it is also a member of
the Central South Consortium Joint Education Service. In addition the
Council has to meet a number of levies and contributions. The Budget as
set out in Appendix 3 includes the following budgeted revenue
contributions from the Council in respect of these committees and
bodies:

Joint Committees and 2014/15* 2015/16

relevant Body Revenue Revenue
Contribution | Contribution

£ £

Joint Committee

Glamorgan Archives 218,141 218,141

Prosiect Gwyrdd 36,000 58,800

Welsh Purchasing 12,150 **0

Consortium

CSC Joint Education Service 1,534,379 1,534,379

Joint Body

South Wales Fire & Rescue 16,649,714 16,507,721

Service

Caldicot & Wentloog 171,292 140,688

Drainage Board

Cardiff Port Health Authority 158,235 143,629

Newport Port Health Authority 4,456 4,681

* Figure shown for comparative purposes only
** Subject to confirmation by Joint Committee

268.

In addition the councils of Bridgend, Cardiff and the Vale of Glamorgan
have agreed to work together to create a regional regulatory service.
This service will be managed by a Joint Committee with the Vale of
Glamorgan in the role of Lead Authority. The full details of the Joint
Working Agreement between the three authorities is currently being
drafted. Based on the projections presented to Council in October 2014
the contribution paid by Cardiff in 2015/16 will be £3.579 million.

Housing Revenue Account and Rent Setting 2015/16

269.

The HRA is a ring-fenced account which records income and expenditure
in relation to council housing. The Local Government and Housing Act
1989 places a statutory duty on local authorities to maintain a separate
account for the costs associated with the management and maintenance
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of Council dwellings. The ring fencing of the account means that local
authorities may not subsidise any costs relating to council housing from
the General Fund (i.e. from Council Tax or from the RSG).

The main expenditure items within the account include maintenance and
repair costs, management costs (including rent collection, housing
allocations, property and estate management) and capital financing
charges on the HRA'’s outstanding loan debt.

The major income streams include Council house rents and income from
service charges.

Cardiff, along with the other ten Welsh landlord authorities, currently
operates within a centralised HRA Subsidy system in which a negative
subsidy amount is paid over to the UK Treasury each year. The amount
to be paid over is based on a complex calculation using guideline rent
levels and other factors set annually by the WG. Cardiff’'s share of this for
2014/15 is estimated at £14.6 million based on the second interim claim
form submitted to WG.

As reported to Cabinet in July 2014 and to Council in November 2014
and following the arrangement in England in 2012, the UK Treasury and
WG have been working together to reach an agreement that will allow
the remaining eleven landlord Councils in Wales to leave the HRA
Subsidy system through a one off loan settlement payment to HM
Treasury.

The overriding principle of the HRA Subsidy reform is that no Welsh
Authority will be worse off under the new Self Financing arrangements.
The proposed new arrangements will mean that from April 2015, the City
of Cardiff Council will no longer have to pay a negative subsidy. Instead it
will make a single one off settlement payment as a “buy out” to the UK
Treasury on 2 April 2015. It is anticipated that the final outcome of the
negotiations will be known in the next few weeks which may impact on
some of the assumptions within the budget, particularly in relation to the
level of capital financing costs and the settlement payment.

The move to self financing will offer the opportunity for authorities to use
their role as a landlord to help achieve their wider priorities and ambitions
within the context of the ring-fenced HRA. These could include economic
regeneration, improving health and well being, improving community
safety and helping vulnerable people to live independently in the
community. It will mean councils will retain all revenue and capital
income and become responsible for financing their landlord services and
housing investment from their income.

Rent levels have previously been set annually by the WG through the
Final Determination which provided detail on the guideline rent levels for
each authority. Following the Essex Review of affordable housing, a new
national rent policy was introduced for housing associations in April 2014
and this will also apply to Local Authorities from April 2015.
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While the responsibility for setting the rents for individual dwellings rests
with the individual landlords, the new rent policy sets a Target Rent Band
for each landlord which is based on a range of low end, mid point and
high end rents. Landlords will be required to operate within average
weekly rent levels that fall within its Target Rent Band and the WG wiill
set a minimum rent increase each year.

It is proposed that from April 2015 rents for the majority of tenants will
increase in Cardiff by 2.7% plus £2 per week. This is in line with the WG
guidelines which protect individual tenants from large annual increases.
As a result of this change the average rent for a council home will
increase by £3.83 per week.

Consultation about the proposed increase in Council rents took place
between 12 January 2015 and 23 January 2015. Consultation forms
were sent to all Tenants and Residents Associations, Tenants Special
Interest Groups and to 1300 randomly selected individual tenants. The
consultation was also advertised on the Cardiff Tenants website. Forty-
nine responses were received of which ten were negative about the
increase (20%). The main issues raised were around affordability and
cost of living. This was a particular issue for those tenants who have to
contribute to the rent such as those in low paid work and those affected
by Welfare Reform changes. It should be noted that on average rents
charged by private landlords are about 50% higher than council rents.

Tenants were also asked how they would like the Council to use their
rent payments with most opting for “improving existing council housing
and neighbourhoods”, closely followed by “investing in new build council
housing”.

Other factors which make up the HRA budget proposal include the
following main items:

e Provision is made for the approved 2015/16 pay award, employee
increments and energy inflation.

e Provision is also made for the re-instatement of the hour reduction in
the 2014/15 Workforce Package.

e A £14 million budget has been set for housing repairs in 2015/16
reflecting the estimated requirements for both planned and
responsive maintenance.

e The direct revenue financing budget for capital expenditure assumes
a contribution of £5 million in 2015/16.

e Provision is made for the anticipated impact of Welfare Reform under
the Universal Credit Scheme on rent income levels, additional costs
of collection and recovery, an increase in bad debts provision and the
potential impact on void allowances.

¢ Anticipated revenue costs relating to the Housing Partnership Project.

e The HRA's fair contribution to the planned corporate and other
initiatives where HRA activities are involved.

The changes to the HRA charges can be found in Appendix 10(b).
Various increases to service charges for Council tenants which are in line
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with inflationary cost increases, others have been set at a higher level for
full cost recovery while some standstill charges where cost recovery is
being achieved.

For future years 2016/17 to 2018/19, the budget proposals are in line
with the HRA Business Plan as reported to Cabinet in December 2014
and make provision for the following:

Pay awards and employee increments at assumed levels.

General inflation increases for non employee budgets.

Rent increases in line with the new national rent policy guidelines.
Capital financing requirements in line with the proposed HRA Capital
Programme.

e Contributions to HRA balances to meet future investment in the
housing stock and other planned initiatives.

The proposed HRA budget for the financial years 2015/16 to 2018/19 is
shown in Appendix 14.

School Organisation Plan and 21% Century Schools Initiative

285.

286.

287.

288.

The SOP relates to the significant programme of capital investment
which aims to reorganise school places in Cardiff thereby using
resources more effectively and ensuring that schools are fit for purpose.

As part of the 21% Century Schools programme the Council submitted a
Band A funding bid to the WG in November 2011. An indicative Capital
Investment Programme of £137.3 million received in-principle approval,
subject to the successful submission of detailed business cases. An
exercise of reviewing the 21% Century Schools Programme is currently
ongoing and any proposed changes will be reported at a future Cabinet
meeting.

The 21% Century Schools Programme forms part of the overarching SOP
financial model. The SOP is designed to be self-funding and the projects
to be undertaken are included in the Council’'s Capital Programme.

The SOP Consolidated Financial Model brings together Council and WG
supported 21%' Century Schools Band A projects. The Model includes an
updated projection for both capital expenditure and capital funding over
the life of the plan, and subject to the ongoing Programme review and
the submission of business case documents to WG, can be summarised
as follows:
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School Organisation Plan Funding Expenditure
(2011/12 to 2019/20) £m £m
Capital Programme 224 .6
Capital Receipts 34.2

Capital Grants 95.6

Section 106 Contributions 0.7

Capital Programme Allocations 14.7

Welsh Government LGBI 17.3

Additional Borrowing 62.1

Total 224.6 224.6

The capital investment programme within the model during the period
2011/12 to 2019/20 (the life of the 21 Century Schools Programme)
totals £224.6 million. Within this, the 21% Century Schools expenditure is
£162.3 million.

Schemes are first included on the basis of Initial Development Appraisals
(IDAs) and/or current market intelligence adjusted for construction cost
inflation over the life of the model. An additional contingency sum of
10% is added, which is decreased as proposals progress and costs
become more certain. The expenditure projections are regularly
monitored and updated, along with the project funding sources, to
identify changes in either the value or timing of expenditure.

Of the £162.3 million 21% Century Schools programme, 47.0% (£76.2
million) would be grant funded by the WG. This includes £58.9 million of
capital grant. WG will additionally provide revenue grant over 32 years,
to support capital borrowing for the remaining £17.3 million. The £58.9
million capital element is included within the £95.6 million grant figure
above. The grant provision is still subject to full approval by WG. The
Council’'s match funding element is included within the other resources
listed.

The WG has extended the LGBI to support the 21 Century Schools
Programme. This initiative, which started in 2014/15, will accelerate the
WG'’s share of investment in the programme by providing councils with a
revenue stream to support the capital charges. This will not alter the
funding share of WG. The objective of this initiative is to complete
delivery of Band A of the programme by 2018/19.

Funding for the model comes from a number of sources. Where
proposals include the disposal of school land, the capital receipt is
reinvested into the SOP. The model relies upon £34.2 million of capital
receipts, including those already received. Funding is also secured as
capital grants from the WG, with a total of £36.7 million (excluding 21°
Century Schools) in the form of scheme specific grants such as Tranche
3 transitional grant from the WG, which bridges the gap between the
previous SBIG regime, and the start of 21% Century funding. The
Tranche 3 grant approval was £35.6 million, which supported the new
build St Teilos High School and some associated schemes in the East of
Cardiff.
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Funding has also been allocated from the Council's own Capital
Programme and Section 106 Contributions where available. The balance
of funding is provided by borrowing of £62.1 million, over and above the
WG supported LGBI borrowing. The capital charges arising from this
borrowing are funded from revenue release savings as described below.

In addition the SOP includes revenue expenditure. For the period
2014/15-2019/20 this totals £17.1 million and is in connection with
organisational restructure costs attached to the proposals. These
include project management costs, additional costs incurred by schools
which are closing or are in transition, and pump priming for the
establishment of new educational provision. The risks around
organisational restructure costs increasing should be noted and officers
regularly review the potential financial implications attached to the
proposals.

A significant source of funding for capital and revenue expenditure is
from revenue release savings. These include savings from facilities
management budgets as well as efficiency savings and historical
adjustments to delegated schools budgets.

The overall Consolidated Financial Model represents a significant
financial exposure for the Council and the following capital and revenue
key risks have been identified and are continually reviewed:

e Changing scope of works as schemes progress through feasibility
studies and design.

e The management of cost over-runs and fluctuating construction cost
inflation which may lead to expenditure exceeding contingency levels.

e Potential for underachievement of capital receipts within the current
climate, failure to obtain planning consent or changes in Council
policy in respect of land sale.

e Potential for the WG funding levels to be reduced or changed.

e The potential for revenue costs of closing schools and opening others
to be higher than estimated.

e The potential for the underachievement of revenue savings.

A further challenge of the Consolidated Financial Model is the cash flow
impact of the timing of both capital and revenue expenditure and income.
An earmarked reserve has been established for SOP, and the balance
on this reserve is shown in Appendix 15. This reserve is used to manage
these cash flow implications and the risks as identified above. At present
the balance on the reserve is judged to be sufficient in the context of the
overall size of the SOP programme, however careful monitoring will be
required over the period.

Where amendments are made to capital expenditure for re-profiling of
cashflows, and increases are within the level of contingency and inflation
for the scheme then these would be actioned and reported through the
regular capital monitoring reporting process. However, where
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amendments over and above the allocated levels of scheme-specific
contingency are necessary, the Directorate would if appropriate seek
approval in accordance with the Council's Financial and Contract
Procedure Rules.

A Programme Panel meets monthly to consider significant matters
arising in relation to the SOP / 21% Century Schools Programme,
providing robust advice to and governance of the Programme.

A comprehensive SOP revenue budget for 2015/16 has been submitted
to and approved by the Programme Panel for member consideration as
part of this budget, to be funded from the SOP Reserve. A summary
table of the revenue budget is shown below:

SOP Revenue Budget 2015/16 £000

Project Team Costs 1,247
Specific Scheme Costs 989
Pump-Priming of newly established schools 570
Ongoing Commitments 314
Contingency 250
Total 3,370

The SOP Manager has delegated authority to vire between these
budgets in line with the scheme of delegations. The only exception being
the contingency provision which will be managed by the Programme
Panel.

Any overspend to the overall revenue budget will need to be reported to
the Programme Panel and consideration given to any remedial action
required. Material overspends will be included in the Council’s budget
monitoring reports.

Civil Parking Enforcement

304.

305.

Cardiff was designated as a ‘Civil Enforcement Area’ on 5 July 2010 and,
since that date, has undertaken responsibility for enforcing a range of
parking contraventions. In addition, new legislation has been made
available to local authorities in Wales under the Civil Enforcement of
Road Traffic Contraventions (General Provisions) (Wales) Regulations
2013 which allows for the enforcement of bus lanes and certain other
moving traffic conventions. In 2014 Cardiff applied to the WG to acquire
these additional powers to complement the existing parking enforcement
powers and to provide a greater resource to address traffic congestion.
Following WG approval for the transfer of related legal powers to the
Council, the Moving Traffic Offences (MTO) initiative commenced in
Cardiff on 1 December 2014.

The advantage to the Council of operating enforcement powers since
2010 is that it has been given direct day-to-day control of the deployment
of enforcement staff across the highway network thus allowing targeted
enforcement in support of transportation strategies and more effective
responses to local needs.
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CPE is a ring fenced account and any income generated from car
parking fines and fees are used to fund related operational costs and the
enforcement service. Any surplus or deficit generated by the account is
transferred to the Parking Reserve and can only be used for specific
purposes such as supporting transportation services and parking and
highway services in accordance with Section 55 of the Road Traffic
Regulations Act 1984.

The anticipated operating surplus for 2014/15 is £3.959 million. When
this and the eligible expenditure for the current year are applied to the
brought forward figure, the balance in the Parking Reserve at 31 March
2015 is estimated at £154,000.

For 2015/16, income from car parking fees, residents’ permits, penalty
charge notices and moving traffic offences is forecast to be £9.422
million. This represents a net increase of £1.471 million compared to the
forecast position in 2014/15 mainly due to increased income from on
street parking fees and the anticipated full year income stream in relation
to the Moving Traffic Offences scheme.

The increased income targets include additional income arising from
increased tariffs for on-street parking. The Council’s parking strategy is
currently under review and this involves an assessment of existing and
new sites for best practice and rationalisation of charges as appropriate
across the City. These matters form part of the budget savings
proposals anticipated to generate an additional £85,000 to be made
available to the service area for investment in and support of other
transportation services and schemes.

Income of £1.824 million is assumed in relation to the Moving Traffic
Offences scheme. This is estimated to be offset by enforcement costs of
£1,009 million leaving a net income of £815,000. £365,000 of this
income was built into the 2014/15 budget with the additional £450,000
assumed as part of the 2015/16 savings proposals.

Other income targets have been realigned to reflect the full year impacts
of increases implemented in 2014/15 including at Canton and Butetown.
The revised targets also reflect the decision not to proceed with the
removal of the first free hour of parking at Butetown.

Operating costs, which include employees and the cost of the
enforcement service, are estimated to be £4.870 million and this would
provide for a net surplus of £4.552 million in 2015/16.

Eligible expenditure commitments supporting overall transportation,
parking and highway or road improvement projects total £4.491 million.
This includes £535,000 relating to savings proposals within Strategic
Planning, Highways and Traffic and Transportation which reflect the
impact of the proposals to increase income from on street car parking
and Moving Traffic Offences as set out above. A further £30,000 has
also been identified in order to fund work in relation to disabled parking
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bays. It is estimated that the balance in the reserve at 31 March 2016
will be £215,000. On the basis of known levels of operating expenditure
and other commitments, the future balance in the reserve is estimated at
£276,000 by the end of March 2017, £337,000 by the end of March 2018
and £398,000 by the end of March 2019. The current and planned
position on the reserve is set out in Appendix 16.

The margin between the projected annual surplus on the CPE account
and the expenditure commitments for 2015/16 is relatively small in
comparison with the overall level of income targets. This imposes a
significant risk in relation to future maintaining of the reserve and makes
it essential that income targets are fully achieved.

Activities inherited from Cardiff Bay Development Corporation including
Harbour Authority

315.

316.

317.

318.

The Council agreed to take on the role of the Cardiff Harbour Authority in
April 2000 following the winding up of Cardiff Bay Development
Corporation (CBDC). The functions and responsibilities of the Harbour
Authority are detailed in the Agreement made between the Council and
CBDC (now the WG) under Section 165 of the Local Government
Planning and Land Act 1980. The funding required to discharge these
obligations is provided by a specific grant received from the WG. This
funding and any income generated are ring fenced.

The arrangement has been subject to a number of negotiated changes
over the past 15 years; the latest variation was signed on 3 April 2014
and included a three year fixed cost and asset renewal budget for the
period April 2014 to March 2017. The revisions ensured that a sufficient
funding level was made available to the Harbour Authority to meet the
liabilities under the agreement and any additional duties relating to the
Cardiff Bay Barrage Act 1993.

Following a critical examination of the future resource requirements a
fixed cost and asset renewal budget was agreed with the WG. This
identified a total funding requirement for 2015/16 of £6.253 million.

Harbour Authority Funding Requirement 2014/15 - 2016/17

2014/15 2015/16 2016/17

£000 £000 £000

Expenditure 6,765 6,680 6,600
Income (700) (750) (800)
Fixed Cost Budget 6,065 5,930 5,800
Asset Renewal 332 323 346
Total Budget 6,397 6,253 6,146

The revised fixed cost budget for 2015/16 is a reduction of £135,000 in
addition to the £1.035 million applied in the previous financial year. This
has increased the level of financial risk to the Council as any unforeseen
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costs have to be absorbed within the agreed fixed cost budget unless
there are qualifications within the agreement.

This reduction will be achieved by increasing the income target by
£50,000 to £750,000. Income generation has steadily increased over the
years mainly from harbour dues, car park fees and water activities and it
is anticipated this will continue. A further reduction of £50,000 will be
achieved by reducing the subsidy at the Cardiff International White Water
Centre. This will be achievable mainly through the increased income
sources at this centre including the recent development of the high ropes
attraction. The remaining savings will be made from reducing various
operational budgets through improved efficiency.

With the overall reduction in budgets the ability for the Council to fund
large unforeseen operational costs is reduced and therefore a cap of
£100,000 has been set for the Council’s risk on unforeseen barrage
maintenance. Whilst the Council does have the ability to switch its fixed
cost budgets to manage individual pressures it has been agreed to
maintain this sum as a minimum retention figure for unforeseen
additional costs within the Project and Contingency Fund. The scale of
the budget reductions limits the scope for increasing the contingency
sum and therefore it has also been agreed that any capital receipts for
land disposals are fully retained for new initiatives.

The Asset Renewal budget of £323,000 includes provision for the
renewal and replacement of a range of items across all activities and
functions. This includes repainting of the Graving Dock’s crane and
railings, barrage renewals including the replacement of some play
equipment in the children’s play area, refurbishment of some water bus
stops and replacement of equipment at the Cardiff Bay Water Activity
Centre.

The estimated balance in the Project and Contingency Fund at 31 March
2015, following the funding of the high ropes facility, is £610,000. A
contribution of £400,000 has been committed to the hosting costs of the
Volvo Round the World Yacht Race in 2018. It is therefore necessary to
secure savings to generate fund balances to meet this commitment and
maintain a realistic operating contingency. The option to retain capital
receipts received over the next two years should enable this to be
managed.

Capital

323.

324.

The Capital Programme for the period 2015/16 to 2019/20 has been
prepared having first considered the demands on capital expenditure as
well as resources for capital investment available and forecast to be
available as set out below.

The Prudential Code of Borrowing includes indicators to be used and
factors which are to be taken into account by the Council when setting its
borrowing limits to ensure capital expenditure plans are affordable,
prudent and sustainable. These indicators are set out in paragraphs 364
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to 383 inclusive. Members should note that these paragraphs also
include local indicators derived by the Council to show the impact of
additional borrowing. Due to the HRA Subsidy settlement obligation an
estimated £188 million has been identified separately in the HRA
additional borrowing figure.

Capital Expenditure Pressures

325.

326.

The Council will in 2015/16 receive £13.449 million in grant and
borrowing approval from the WG in order to determine its own spending
priorities for capital items. This is a slight increase of 0.28% from
2014/15 but a significant reduction of circa 35% decrease compared with
2010/11. This pressure on capital funding will require directorates to
continue to secure better value, better outcomes and only undertake
priority schemes. Despite this, the level of support provided by the WG is
barely sufficient to meet current annual capital expenditure commitments
which have generally remained at previous levels. Careful consideration
of continued expenditure above this level using additional borrowing is
not sustainable in the long term given WG funding reductions.

Set against the demand for these capital resources and the current
economic climate, tough choices are required, which may include
determining that a greater share of the Council’'s revenue budget will
need to be set aside to meet capital investment. Expenditure pressures
include:

e Ensuring a sustainable property asset base and that property is fit to
deliver service improvements, by addressing the maintenance
backlog of circa £104.8 million, disabled access and health and
safety requirements.

e Meeting the aspirations of directorates to invest in existing assets or
create new capital assets in order to improve service delivery and
meet pressures of increasing demand.

e The need to maintain the highway and associated infrastructure such
as roads, traffic signals, bridges, street lighting and address the
backlog of repairs of circa £300 million to avoid higher costs in future.

e Meeting the economic development, employment and capital city
aspirations of Cardiff and the region.

e Requirements for capital investment to meet savings targets, to
displace expenditure previously funded from revenue budgets, to
reshape the way services are delivered and to meet the costs of
organisational development.

Capital Resources 2015/16 to 2019/20

327.

The resources required for the 2015/16 Capital Programme total £297.3
million, of which £14.2 million relates to schemes deemed to pay for
themselves over a period of time and £208.3 million relates to Public
Housing schemes. This includes £188 million which is the estimated
housing finance reform settlement payment to WG. The resources figure
includes General Fund slippage estimated at Month 9 in the current
financial year. The final slippage figure which will be known at outturn
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and will be updated and reflected in the Month 3 2015/16 budget
monitoring report.  Over the life of the Capital Programme and
particularly beyond 2015/16 the level of external grants included are
based on assumptions. This is due to the lack of data being available
from grant funding bodies and this clearly causes difficulty in longer term
planning which is a necessity when considering capital investment
decisions.

Resources forecast to be available, including the level of additional
borrowing proposed to support investment, are detailed in Appendix 17.

Where the Council does not have a specific grant, revenue budget,
capital receipt or other cash funding source to pay for capital
expenditure, it will have to borrow if it wishes to spend additional
amounts. WG provide funding in the RSG to pay for a certain level of
Supported Borrowing. Borrowing is repaid by making a prudent provision
(MRP) each year for the repayment of debt from the revenue budget or
selling assets and using proceeds to set aside further sums for debt
repayment instead of spending them.

Between 2015/16 and 2019/20, £20.8 million of additional borrowing is
required to balance the General Fund Capital Programme for existing
commitments. An additional £13.4 million is required for new schemes
approved in 2015/16 over the five year period. These figures do not
include £82.7 million borrowing proposed for Invest to Save Schemes as
these are deemed to pay for themselves over a period of time. Over the
five year period, the Public Housing Capital Programme includes £41.0
million of additional borrowing for investment in existing housing stock,
estate regeneration and the HPP.

In 2012/13 the WG introduced the Local Government Borrowing Initiative
(LGBI) to provide additional revenue resources to enable councils to
undertake additional borrowing to invest in highway infrastructure, to
improve highway asset condition or functionality. The WG have
implemented a similar scheme to meet obligations to fund 21%' Century
School Improvements. Revenue funding will be provided by the WG for
the Council to borrow up to £17 million as matchfunding for schemes
which were previously intended to be funded outright by cash grant.
Whilst welcome, these schemes use local authority borrowing powers
and present an ongoing risk in terms of increasing the Council’s capital
expenditure. In addition this approach introduces the risk of WG funding
being subsumed in the RSG and not being specifically allocated
separately in terms of additionality.

Summarising the above, the Council is undertaking additional borrowing
which will eventually need to be paid for by setting aside more of the
Council’s revenue budget, or increasing income from external sources.
This is as a result of:

e Implementing new schemes and continuing with commitments
included in the budget.
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334.

335.

336.

337.

e Undertaking invest to save schemes on the assumption that the
borrowing will be repaid from future revenue budgets or in anticipation
of capital receipts.

e WG LGBI for schools on the promise of continued funding being
provided by WG as part of the revenue settlement and specific
grants.

In summary the Council is over a period of time increasing the amount it
needs to borrow and this will have a consequential increase on the
capital financing budget within the revenue account. The impact of these
increases is recognised in the Council's MTFP. It is accepted that the
Council needs to borrow to both meet the objectives of the Corporate
Plan and invest in schemes that generate a return for the Council.
However in the medium term the Council must decide, following the
consideration of advice from the Section 151 Officer the threshold of
Council borrowing. The local capital financing prudential indicator shown
later in this report highlights that the proportion of the Council's revenue
budget that it spends on capital financing over the medium term is
increasing as WG funding levels fall. As the Council realigns itself
strategically to lower funding levels it will need to consider the level of
debt and wherever possible seek to divest itself of assets to reduce debt
levels.

As set out earlier in this Report further action is required to accelerate a
reduction in the Council’s asset base within a limited timeframe. Unless
assurance of progress in this regard can be demonstrated in 2015/16 the
affordability of the existing Capital Programme will need to be reviewed.
Decisions made on asset divestment will need to consider the yield
generated by Council held assets and the impact on the revenue budget
of realising these disposals. Within this financial climate of reducing
revenue resources all action necessary must be taken to reduce both
initial capital expenditure and the subsequent need to borrow.

The role of the Asset Management Board is key in ensuring strategic and
affordable choices are made over this period. An Investment Review
Board has been established and is chaired by the Corporate Resources
Director. These Boards will need to liaise closely to ensure that robust
governance processes are in place to challenge and review both capital
expenditure and the capital resources of the Council. In the current
environment securing value for money in respect of capital investment
and capital disposal is key.

As set out earlier in this report the Council’'s Medium Term Financial Plan
covers a period of unprecedented financial austerity and uncertainty.
Council-wide solutions across this time frame will need to be holistic and
include consideration of both revenue and capital budgets. Therefore
whilst approving the Capital Programme for the period up until 2019/20 a
further review of the later years of the Programme may be required. The
2016/17 Budget Strategy Report will set the context for this review.

Over the five years of the Capital Programme, £6.5 million in non
earmarked capital receipts are assumed for the General Fund
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339.

340.

Programme. In addition earmarked receipts of £22.6 million have been
identified to offset expenditure and minimise levels of borrowing for the
SOP and £19.3 million for other schemes including Central Square
redevelopment. Until such receipts are actually received this remains a
significant risk to the level of additional borrowing. Should there be a
delay in realising the receipt or should amounts be lower than anticipated
after contracts for expenditure have been let this will create unacceptable
financial risks to the Council.

Confidence in the property market has improved as the economy has
generally picked up. However, disposing of certain types of property
remains challenging and remains subject to securing interest from third
parties. It is, therefore, important that where a property is identified for
disposal it is actually declared surplus and disposed of or demolished
promptly, to avoid an adverse revenue budget impact in terms of
increasing the Council’s level of borrowing and costs in continuing to
secure and maintain the property.

The Council is taking forward a number of initiatives to ensure that it
uses its own property effectively and that options are considered for
collaboration across the City with other partners. These initiatives
include:

¢ Continuing the rationalisation of office accommodation.

e Adoption of a new Corporate Property Strategy and the re-
establishment of the Asset Management Board to provide corporate
awareness of all property related initiatives across the council.

e Consultations on a review of community buildings across the City
under the auspices of the Stepping Up In Cardiff initiative.

e Concluding a review of the non-operational investment property
estate to rationalise the estate, re-investing proceeds in modernising
this estate.

e Taking forward Community Asset Transfer projects.

e Transferring sites identified as suitable to be included in the HPP for
new build housing from the General Fund to the HRA, subject to
determining a transparent value.

Releasing capital receipts often requires significant investment in
improving other assets or providing alternative facilities which means an
additional drain on realisable receipts. Additionally, the actual realisation
of capital receipts will always be a relatively unpredictable exercise given
the number of variable factors which can influence the end product.
Accordingly, it is not prudent to set a Capital Programme on capital
receipt assumptions alone without a clear and approved strategy for the
realisation and timing of such receipts in so far as this can be accurately
determined. To do otherwise will put additional pressure on the Council's
borrowing requirement and future revenue budget pressures. Having
taken account of these risks the Capital Programme for 2015/16 includes
£2.5 million in respect of additional capital receipts against the £4.821
million in principle capitalisation direction that was received from WG at
the end of January and progress realising this sum will be monitored by
the Asset Management Board.
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Capital Programme 2015/16 — 2019/20

341.

342.

The inclusion of schemes in the Capital Programme has been profiled in
accordance with technical advice relating to regulatory processes,
timetables and work plans. However, with such an extensive
Programme there remains a residual risk that expenditure may slip
between years. The Month 9 Budget Monitoring report identified a
significant amount of projected slippage in relation to 2014/15. Whilst
acknowledging that some slippage cannot be avoided directorates are
regularly reminded of the importance of:

¢ Minimising slippage wherever possible.

e Their responsibilities to ensure that they have sufficient and capable
resources to develop and deliver capital schemes.

¢ Notify the finance section of slippage at an early stage.

The proposed Capital Programme for 2015/16 and indicative programme
for 2016/17 to 2019/20 is summarised in the following table and
paragraphs.

Capital Programme 2015/16 2016/17 2017/18 2018/19 2019/20
£000 £000 £000 £000 £000

Annual Sums 14570 | 13,940 | 13500| 13220 | 13,220

Expenditure

Ongoing schemes 27,969 13,902 16,227 16,597 9,924

New Capital Schemes 8,266 3,960 875 875 875

Schemes Funded by

External Grants and 24,040 35,473 17,359 9,710 44 235

Contributions

Invest to Save Schemes 14,163 34,748 22,251 6,697 4 867

Total General Fund 89,008 102,023 70,212 47,099 73,121

Public Housing 208,250 25,720 22,600 22,800 24,300

Total capital 297,258 | 127,743 | 92,812| 69,899 | 97,421

programme

343. Further details of the programme are shown in Appendix 18 and cover

the following areas:

344. Provision for Existing Annual Sums including:

Investment of over £23.0 million in the next five years on Disabled
Facilities Grants, maintaining the significant investment that the
Council has previously undertaken resulting in reduced waiting times.
This is made up of contributions from the General Fund (£14.0
million) and Public Housing (£9.0 million).

In 2015/16 and 2016/17, the £270,000 has been included for the
phased withdrawal of targeted elderly grants towards improvements
in their privately owned properties. Subject to agreeing a suitable
scheme within set WG parameters, the Council is exploring
opportunities to implement a loan scheme from WG utilising Financial
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345.

Transaction Funding available to WG of circa £1 million as an
alternative source for such improvements. WG are also likely to make
a further £1 million available for their existing Houses into Homes
scheme. Following further clarification of the scheme and
consideration of resources required to implement the scheme such
proposals will be added to the Council's Capital Programme if
required.

Environmental, security and sustainability improvements to
neighbourhoods of £4 million with schemes involving public realm,
regeneration of community shopping centres, alleygating and
conservation. It is essential that materials used in such schemes
allow more to be done with limited resources and are sustainable in
terms of the Council’s ability to maintain improvements made.
Investment of £20 million to improve the condition of existing Council
buildings to be retained, including schools.

Investment of £14.7 million in highway infrastructure including
investment in carriageways/footways, improving the condition of
structures such as bridges following principal inspections and
replacement/installation of street lighting columns. An additional
£250,000 per annum for highways resurfacing.

Traffic management, junction, pedestrian and cycling improvements
of £6.9 million aimed at addressing strategic pressures and utilising
available funds to secure external grant match funding.

Provision for on going schemes including:

Existing commitments such as regeneration of the Maelfa Centre and
the development of community hubs within neighbourhoods, co-
locating services to provide improved service delivery and maximising
the use of existing buildings £8.9 million.

Over £6.3 million for the refurbishment of Eastern Leisure Centre.

A capital budget of £28.5 million towards completion of land
assembly, bus interchange and public realm improvements to create
economic regeneration bringing new jobs, growth and other benefits
to citizens, business and visitors.

A budget of £1.6 million for Household Waste Recycling Centres to
enable two large sites to be completed and upgraded.

The Council’s contribution towards the SOP and 21%* Century Schools
financial model of £27.6 million. In addition there are significant
assumptions made about capital receipts particularly in relation to
potentially surplus school sites, subject to the outcome of
consultation. Accordingly they represent an enhanced financial risk
to the Council’'s need to borrow and the affordability of the revenue
budget and need to be closely monitored.

Contribution of £1.3 million to the Vale of Glamorgan Council for the
Cardiff Council to gain access to special education needs and respite
places at the new Penarth campus.

Investment of £4.6 million in modernising technology systems to join
up and improve business processes and the way services are
accessed and delivered.
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347.

348.

As well as the significant commitments identified above, provision for
new capital schemes includes:

In 2016/17, an additional allocation of £985,000 has been included to
meet known commitments as part of the Hubs Programme.
Investment of £1.4 million for leisure centres, St David’s Hall and New
Theatre in 2015/16. Only priority works have been identified, subject
to the outcome of the competitive dialogue procurement which is
currently ongoing on the future management of these services.
Whilst not included in the Capital Programme at this stage, additional
amounts may be required in future years in respect of alternative
delivery models e.g. Cardiff International Athletics Stadium.

Further investment of £2.2 million in Whitchurch High School to allow
free movement of pupils with accessibility needs.

Investment of £2.5 million over five years for suitability and
sustainability to make provision for pupils with accessibility needs and
to address rising pupil numbers for schools that are not part of the
21% Century Schools programme.

Investment of £2.4 million in 2015/16 to restrict residual waste by
changing from the current 240 litre bins to smaller 140 litre bins.

A new sum of £375,000 each year to be used as matchfunding for
transport grant bids to WG and to be released only on successful
matchfunding application.

A provisional sum in 2015/16 of £2.5 million which relates to a
capitalisation direction from WG. This would allow revenue costs in
relation to service reform to be treated as capital subject to meeting
the terms and conditions to be set out by WG.

Provision for schemes proposed to be funded by grant bids and
contributions including:

Strategic infrastructure as well as local transport schemes
encouraging sustainable travel including improving bus corridors,
highway junction improvements and road safety enhancements of
£73.2 million.

Vibrant and Viable Places Grants for the development of the Hub
Programme and improvements to community shopping centres in
Grangetown.

Matchfunding for Greener Grangetown Scheme from Dwr Cymru,
Natural Resources Wales and Landfill Communities Fund

WG cash grant towards Band A school investment, subject to
submission of detailed proposals and business cases.

Heritage lottery and WG grant towards the restoration of Insole Court
with an expected completion date of October 2015.

Gypsy and Traveller Sites Grant for new pitches.

It should be noted that external grants and other contributions available
for financing capital expenditure have been assumed, but are subject to
bidding processes for limited funds and may change over time. Such
funds are rarely confirmed or predictable in the current or future years.
Where such bids for grant funding have revenue budget implications,
these will need to be managed within existing revenue resources and
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349.

any bids for funding should be realistic and achievable to ensure risks to
achievability and loss of grant are minimised.

With Council capital resources limited, the Capital Programme provides
matchfunding to secure external grants for key schemes which are
consistent with the Corporate Plan. It is important the Council, private
sector and other public bodies work closely in order to maximise funding
and expertise to deliver strategically vital as well as local schemes.

Planning Gain (Section 106) and Other Contributions

350. There remains a significant level of existing contributions which
directorates must focus on utilising within relevant timescales and in
accordance with the terms and conditions of the agreements. The profile
of spend is set in conjunction with directorates and has been circulated
for review by directors. This is in order to ensure that the profile is
realistic and achievable.

351. The following table summarises the balances of existing Section 106 and
other contributions projected to be held by the Council at 31 March 2015
on a service basis, together with a planned profile of spend over future
years. Due to the level of uncertainty future amounts potentially
receivable in respect of Section 106 balances have not been included. It
should be noted that in previous years the planned use profile of Section
106 spend has not been achieved, particularly in relation to Parks. The
Parks Service has seen a reduction in design capacity due to recruitment
and retention issues. To alleviate this a design framework agreement
continues to be utilised which will further supplement internal capacity
in 2015/16.

Projected | Planned | Planned Planned
Balance at Use Use Use

Services March 2015/16 2016/17 2017/18
2015 and

beyond
£000 £000 £000 £000

Traffic & Transportation 1,970 505 729 736

Parks 3,003 1,051 1,115 837

Strategic Planning 224 93 35 95

Schools 270 0 0 270

Libraries 12 12 0 0

Economic Development 908 290 200 418

Neighbourhood 640 485 155 0

Regeneration

Other 93 5 88 0

General Fund Total 7,120 2,441 2,322 2,356

Public Housing 2,275 0 2,275 0

Total 9,395 2,441 4,597 2,356

352. Some of the schemes included in the profile above are:

Page 82 of 124



353.

354.

355.

356.

e Traffic & Transportation — public transport improvements; junction
improvements; bus stops and bus boarders; installation of CCTV and
Real Time Information; telematics; and transportation schemes
including the provision of bus routes in the City and strategic transport
initiatives.

e Parks — Canal Park (£138,000); Water Play Park at Victoria Park
(£308,000); Hendre Lake Park (£277,000); public open space
improvements in Penylan (£379,000), Adamsdown (£268,000) and
Parc Coed Y Nant (£233,000). It is essential that the Directorate
devotes adequate resources to ensure that such schemes can be
completed.

e Strategic Planning — regeneration scheme at Mount Stuart Square
and a programme of works in the City Centre.

e Economic Development — Llanrumney Hall dilapidations, Public
Realm at International Sports Village and other regeneration
Initiatives.

e Neighbourhood Regeneration — funding for community facilities
including the Council’'s Hubs Programme e.g. St Mellons and STAR
Hubs, environmental improvements and regeneration of community
shopping centres.

¢ Housing — development of new affordable housing as part of HPP.

The Community Infrastructure Levy (CIL) regulations came into force in
April 2010. CIL is a new system of regulations that allow local authorities
in England and Wales to raise funds from developers undertaking new
building projects in their area. CIL sits alongside the current Section 106
process, which remains relevant. However, CIL regulations change some
of the key rules associated with Section 106, in particular to prevent
overlap between the two funding mechanisms.

The money raised through CIL can be used to help fund a wide range of
Relevant Infrastructure that is needed to support the development of the
area. Relevant Infrastructure is not clearly defined in the regulations but
may include:

Roads and other transport facilities
Flood defenses

Schools and other educational facilities
Medical facilities

Sporting and recreational facilities
Open spaces

An Infrastructure Plan has been prepared in association with the Local
Development Plan (LDP). This gives a broad indication of the range and
extent of community infrastructure needed to support the LDP’s projected
level of growth. It also provides an indicative cost and identifies potential
funding sources to deliver the required infrastructure.

Public consultation on a Preliminary Draft Charging Schedule (PDCS)
was undertaken during November and December 2014. This forms the
first stage of implementing a Cardiff CIL, which it is anticipated will be
submitted for Public Examination during summer 2015 with the intention
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to be in a position to implement the CIL in early 2016. Further details can
be found at www.cardiff.gov.uk/cil.

Invest to Save Schemes — Additional borrowing to be repaid from specific
resources

357.

358.

359.

360.

The programme includes significant borrowing commitments of £82.7
million for directorate schemes. These are modelled to pay for
themselves over a set period of time either from revenue resources
budgeted for in future years, revenue savings or income generation.

New capital schemes to be funded in this way include:

Changing existing street lighting on strategic routes to LED lights.
This is subject to business case approval and option appraisal in
respect of the preferred technology. There will also be consideration
of a phased approach.

Council investment in commercial properties in Maelfa Centre which
is intended to generate a commercial rate of return.

Utilisation of Salix funding available for energy efficiency measures in
schools and Council buildings.

Expenditure previously approved from additional borrowing intended to
be repaid from specific resources include:

Energy generation and saving initiatives in relation to hydropower at
Radyr Weir and retrofit of suitable Council buildings for energy
efficiency measures.

Completion of a scheme to install dimmer units on residential street
lights in order to mitigate against rising energy costs as well as to
reduce carbon emissions.

A contribution towards economic development initiatives,
infrastructure and Cardiff Enterprise Zone to be repaid from sums
identified in the MTFP, for which in total £15 million of capital
expenditure is currently identified. The Multi-Purpose Arena project is
a Council priority and is widely regarded as the next major
infrastructure investment required to support Cardiff's development
into one of Europe’s most ‘liveable’ capital cities. It is the Council's
intention to secure control of its preferred site before starting a
procurement process and work is ongoing regarding innovative
funding approaches which will minimise any Council investment.
Exploring innovative funding approaches will be key to unlocking
further infrastructure investment given the Council’s financial position
as highlighted within the MTFP section of this report.

The WG Schools LGBI and additional borrowing undertaken as part
of the SOP model for investment in 21%' Century schools. Further
details on the SOP/ 21%' Century Schools model can be found from
paragraphs 285 to 3303.

In addition to the above the approval of smaller Invest to Save schemes
during the year is delegated to the Section 151 Officer and will be
conditional upon a satisfactory business case. Schemes undertaken by
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directorates on the basis of Invest to Save will need to repay amounts
owed from existing revenue budgets irrespective of whether the level of
savings or income initially expected materialise.

Public Housing

361.

362.

363.

The proposed 2015/16 Public Housing Programme is £208.3 million.
This is significantly higher than 2014/15 as it primarily includes the £188
million estimated housing finance reform settlement payment to WG.
The settlement payment is expected to be treated as capital expenditure
following the receipt of a capitalisation direction from WG. Other
resources include the Major Repair Allowance (MRA) grant of £9.6
million, and £5 million of housing revenue reserves including an in-year
revenue contribution.

The continuation of the MRA grant from the WG remains essential in
order to sustain the improvements made by the Council to its housing
stock. The aim of the future five year programme is to focus on:

e Regeneration and area improvement strategies such as
environmental improvements across mixed tenure estates, external
energy efficiency schemes and estate regeneration. This includes
the continuation of schemes at Trowbridge Mawr and Hodges Square
and the conversion of 150 Thornhill Road into an older person
‘independent living’ accommodation.

¢ Investment in the stock itself in order to maintain the Welsh Housing
Quality Standard (WHQS) and to encourage tenants to accept WHQS
improvements where they have not already done so. To meet the
need for investment identified in the stock condition data such as
roofing, rewiring, windows and doors, disabled adaptations, energy
efficiency improvements such as central heating and boiler upgrades,
potential cladding of high rise blocks and investment in CCTV to
improve housing stock management.

e Remodelling of existing stock to include sheltered accommodation to
ensure they are fit for purpose, flexible living spaces that promote
independent living.

e New build council housing as part of the HPP using additional
borrowing and planning contributions.

As previously indicated a number of sites will be appropriated from the
General Fund into the HRA for the development of new or to improve
existing housing in the City. The HPP aims to build at least 1,600 new
sustainable homes, of which 40% are affordable, enabling land in more
sought after areas of the City to cross subsidise development in what
may otherwise not be viable sites. Following the outcome of a
procurement exercise, the appointment of a development partner is
targeted for September 2015.

Capital Prudential Indicators

364.

The Council is required to set a number of indicators for the years
2015/16 to 2017/18 to assist in determining whether it establishes a
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prudent, affordable and sustainable Capital Programme. In addition the
Council has developed a local indicator which is detailed in this report for
the period up to 2019/20. Some indicators are included in the Treasury
Management section of this budget report, whilst those that relate to the
Capital Programme are considered below. Appendix 19(a) gives further
background in respect of these Prudential Indicators. It should be noted
that the indicators do include the estimated impact of Housing Finance
reform, planned for April 2015. As this figure is an approximation as it
will be based on the interest rate as at 31 March 2015 and therefore is
subject to change.

Capital Expenditure

365.

The capital expenditure incurred in 2013/14 and estimates of capital
expenditure for the current and future years as set out in the programme
are as follows:

Capital Expenditure
2013/14 | 2014/15 | 2015/16 | 2016/17 | 2017/18
Actual | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m
General Fund 93 70 89 102 70
HRA 13 18 208 26 23
Total 106 88 297 128 93
366. The Capital Financing Requirement (CFR) is the Council’s underlying
need to borrow for a capital purpose. It represents the amount of capital
expenditure the Council has historically spent but not yet paid for through
capital receipts, grants and charges to the revenue account via a prudent
provision for repayment of debt. Additional borrowing to fund new capital
expenditure will increase the CFR, whilst the annual prudent provision for
debt repayment will reduce the CFR.
367. It should be noted that in order to comply with the Council’s External

368.

Auditor guidance on landfill aftercare provision, the CFR is amended to
include estimates of future expenditure obligations over a 60 year period,
included in a financial provision, the creation of which has been
capitalised.

The actual CFR as at 31 March 2014 and estimates for current and
future years are:

Capital Financing Requirement as at 31 March
2014 2015 2016 20167 2018
Actual Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m
General Fund 486 401 432 453 454
Land#ill - 27 26 25 23 22
(Provision)
HRA 96 97 282 289 302
Total 609 524 739 765 778
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370.

The CFR for the General Fund will increase over the next three years
due to increasing investment in the Capital Programme to be ultimately
paid for by borrowing.

The CFR for the HRA will increase significantly in 2015/16 due to the
estimated housing finance reform settlement payment to WG. Further
additional borrowing towards creating new housing is planned in future
years. It is important to note that any financial deficit and liabilities of the
HRA are ultimately liabilities of the Council.

Incremental Impact of New Capital Investment Decisions

371.

372.

373.

It is a statutory requirement under Section 33 of the Local Government
Finance Act 1992, for the Council to produce a balanced budget. This,
therefore, means that increases in capital expenditure must be affordable
within the projected income of the Council for the foreseeable future.
Section 32 requires a local authority to calculate its budget requirement
for each financial year to include the revenue costs that flow from capital
expenditure decisions which include:

e increases in capital financing costs (interest and prudent provision for
repayment of borrowing).
e increases in running costs from new capital projects.

Whilst it is difficult to isolate the financial impact of capital investment
decisions proposed in this budget, the prudential indicator requires an
estimate of the incremental impact on Band D Council Tax and on the
weekly housing rent. This is shown in the following table and is based on
current gearing levels between central and local taxpayers. The
calculation takes into account new schemes proposed in the budget only
and excludes borrowing commitments for schemes proposed in previous
budgets.

For the HRA it is assumed that the costs of any additional borrowing
undertaken towards the HPP is offset by additional rental income from
new properties.

Incremental Impact of New Capital Investment Decisions
2015/16 | 2016/17 | 2017/18
Estimate | Estimate | Estimate
£ £ £
For the Band D Council Tax 0.23 1.13 1.78
Average Weekly Housing Rent 0.14 0.81 1.90

Ratio of Financing Costs to Net Revenue Budget Stream

374.

An indicator of the affordability of capital investment plans is the ratio of
financing costs to net revenue budget stream which identifies the trend in
the cost of capital financing (excluding the running costs of schemes).
Financing costs includes:
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375.

¢ Interest payable on borrowing and receivable on investments.

e Penalties or any benefits receivable on early repayment of debt.

e Prudent revenue budget provision for repayment of capital
expenditure paid for by borrowing.

e Reimbursement of borrowing costs from directorates in respect of
Invest to Save schemes.

For the General Fund, the net revenue stream is the amount to be met
from non-specific Central Government grants and Council Tax, whilst for
the HRA it is the amount to be met from subsidy and rent payers. It
should be noted that these figures include a number of assumptions such
as interest rates, the timing of borrowing decisions and expenditure, the
total level of the WG revenue support etc, which can fluctuate due to
transfers in or out of the settlement from the WG. These variables have
long term implications and are extremely uncertain.

Ratio of Financing Costs to Net Revenue Budget Stream

2013/14
Actual
%

2014/15
Estimate
%

2015/16
Estimate
%

2016/17
Estimate
%

2017/18
Estimate
%

2018/19
Estimate
%

General
Fund

5.87

6.10

6.30

6.46

6.77

6.70

HRA

19.26

15.95

35.01

34.42

34.48

34.45

376.

377.

378.

The ratio for the General Fund is estimated to increase from an
estimated 6.10% in 2014/15 to 6.70% in 2018/19. The HRA ratio was
lower in 2014/15 as a result of additional revenue contributions towards
repayment of debt. The ratio increases significantly in 2015/16 due to
the estimated housing finance reform settlement payment to WG and
ending of the housing subsidy system. This remains static in later years
but will be dependent on the impact of the final settlement. An increasing
ratio indicates that a greater proportion of the Council's budget is
required for capital financing costs over the planned Capital Programme
period.

Whilst the indicator above is a required ratio, it has a number of
limitations. The indicator:

e Does not take into account the fact that some of the Council’s
revenue budget is non-controllable, delegated or protected.

e |s impacted by transfers in and out of the settlement.

¢ Includes investment income which is highly unpredictable, particularly
in future years.

e Does not reflect gross capital financing costs for schemes that are
undertaken by initial borrowing ultimately to be repaid from within
directorate budgets.

Although there may be short term implications, approved invest to save
schemes such as SOP are intended to be net neutral on the capital
financing budget. There are however risks that the level of income,
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379.

savings or capital receipts anticipated from such schemes will not
materialise, having a detrimental long term consequence on the revenue
budget. This requires careful monitoring when considering future levels
of additional borrowing.

Accordingly additional local indicators have been developed and are
shown in the table below for the period up to 2019/20. These local
indicators show the ratio of capital financing costs of the Council
expressed as a percentage of its controllable budget and exclude
investment income:

Ratio of Capital Financing Costs expressed as percentage of Controllable Budget

2011/12
Actual
%

2014/15
Estimate
%

2015/16
Estimate
%

2016/17
Estimate
%

2017/18
Estimate
%

2018/19
Estimate
%

2019/20
Estimate
%

Difference
11/12-19/20
%

Net

13.47

15.67

16.65

18.41

20.63

21.95

22.61

67.85

Gross

15.17

18.76

20.77

22.94

26.56

28.83

29.54

94.73

380.

381.

382.

383.

In accordance with the principles of invest to save, the net ratio assumes
that any costs of undertaking additional investment are recovered over
time from directorate budgets, capital receipts or other budgets. The
gross ratio indicates the gross capital financing cost as a percentage of
the total base budget i.e. it represents a worse case scenario.

An increasing ratio indicates that a greater percentage of the budget that
is controllable is required for capital financing costs which are committed
in the long term. The requirement to meet these additional costs can
only come from future savings or from increases in Council Tax. This
clearly limits the scope for additional borrowing in future years and
reduces the Council’'s overall flexibility when making decisions on the
allocation of its revenue resources. The ratios are revised taking into
account the significant level of savings having to be found in 2015/16 and
a prolonged period of austerity thereafter.

In previous years this local indicator made assumptions around
additional borrowing for new schemes in future years which were not
included in the Capital Programme that was being set. However given
the financial challenge ahead no assumption of additional borrowing has
been included above on the basis of affordability. However the indicator
still shows a worsening position and key factors contributing to this
increase include assumptions around the level of WG funding, amount of
supported schools’ growth and rate of council tax increases. These
matters will need to be returned to when the Budget Strategy report is
considered in July and it should be noted that approval of any additional
capital schemes would negatively impact on the indicator.

As set out earlier, this report reviews the Council’s financial position
across the life of the Medium Term Financial Plan and identifies both the
challenges ahead and the radical nature of the actions required.
Council-wide solutions across this time frame will need to be holistic and
could include consideration of both revenue and capital spend, therefore
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whilst approving the Capital Programme for the period up until 2019/20
Cabinet should be aware that the later years of the Programme, together
with the entering into material commitments in respect of these later
years, will be subject to an ongoing review of the Council’s financial
standing and resilience.

Treasury Management

384.

385.

386.

387.

Treasury management involves ensuring cash is available when needed,
investing temporary cash balances and ensuring appropriate borrowing
facilities to pay for the Council’s capital expenditure plans and for the
prudent management of its financial affairs.

The Council carries out its treasury management activities in accordance
with the revised Treasury Management Code of Practice developed for
public services in 2011 by the Chartered Institute of Public Finance and
Accountancy (CIPFA). This requires the Council to set out the policies
and objectives of its treasury management activities and adopt the four
Clauses of Treasury Management. These were formally adopted by the
Council in February 2010.

The Council's Audit Committee undertakes scrutiny of the accounting,
audit and commercial issues in relation to the Council's Treasury
Management Strategy and practices.

During the course of each year, a number of reports are produced in
relation to the Council's treasury management activities including a
strategy at the start of the year, performance reports during the year, a
mid year report and an outturn report.

Treasury Management Strategy

388.

389.

390.

It is accepted that no treasury management activity is without risk. In
undertaking its treasury management activities, the overriding objective
is to minimise the risk of adverse consequences or loss, whilst at the
same time not unduly constraining investment returns or unnecessarily
incurring interest costs.

The successful identification, monitoring and control of risk are integral
elements of treasury management activities. Risks include credit and
counterparty, liquidity, interest rate, refinancing, fraud and regulatory.
The Council has Treasury Management Practices to address and
mitigate these risks. The practices were last updated in April 2014
following a review by Internal Audit and Audit Committee.

The Council recognises the value in the use of treasury advisors to
support the management of risk and to access specialist skills and
resources. Support provided includes advice on timing of decision
making, training, credit updates, economic forecasts, research, articles
and advice on capital finance, with the terms of appointment reviewed
periodically. Responsibility for treasury decisions ultimately remains with
the Council.
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391. The following paragraphs set out the integrated strategy for borrowing
and investments for 2015/16. The strategy covers:

e The current treasury position.
e Economic background and prospects for interest rates.
e Borrowing, including:-
- Policy
- Annual Minimum Revenue Provision (MRP) Policy Statement
- Housing Finance Reform Settlement Amount (Self Financing
Buyout) and Treasury Management Implications
- Council borrowing requirement and choice between internal and
external borrowing and
- Borrowing Strategy
e Treasury management indicators and limits for 2015/16 to 2017/18
e Investment Policy and Strategy, including security and investments
approved for use.
e Training.

392. The proposed strategy is based on information known at the time of
writing this report. Significant changes are to occur in 2015/16 in relation
to additional borrowing, circa £188 million, required to meet obligations of
Housing Finance Reform. Whilst the principle of Housing Finance
Reform has been agreed, the settlement value and interest implications
are to be confirmed by Welsh Government and the Treasury and subject
to interest rates at 31 March 2015. Any changes will be reported in future
scheduled reports to Council, Cabinet and Audit Committee on Treasury
Management during the course of the year.

The Treasury Position

393. The treasury position as at 31 December 2014 is shown in the following
table. Borrowing is predominantly made up of fixed interest rate loans
payable on maturity. Investments fluctuate daily and are represented by
fixed term deposits, notice deposit accounts and money market funds.
These balances arise due to the timing of cash flows and working capital
as well as the existence of reserves, provisions and balances required
for future use.

Principal Average
£m Rate %
External Borrowing
- Public Works Loan Board 423.7 5.35
- Market Loans 52.0 4.10
- Other 0.4 0.00
Total Debt 4761 5.21
Treasury Investments 70.9 0.66

394. The Council’s current debt maturity profile is shown in the following graph
on the assumption that all loans run to their final maturity.
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It should be noted that £24 million of the Lender Option Borrower Option
loans (LOBOs) are currently subject to the lender potentially requesting a
change in the rate of interest payable every six months, with a further
£22 million having its five year call option which could trigger early
repayment and possible need to borrow to refinance in 2015/16.

Lender Option Borrower Option (LOBO) Loans
Potential Next Loan Option Full Term
Repayment Value £m | Frequency Maturity
Date Every Date

01/03/2015 6 6 months | 23/05/2067
21/05/2015 6 6 months | 21/11/2041
21/05/2015 6 6 months | 21/11/2041
21/05/2015 6 6 months | 23/05/2067
21/11/2015 22 5 years 23/11/2065
05/01/2018 5 5 years 17/01/2078

396. Risk of early repayment is deemed to be low, however in the longer term,

options will need to be considered to reduce any potential large
repayments in a single year.

Economic background and prospects for Interest Rates

397.

The following table gives the Council’s treasury management advisors
latest forecast of interest rates taking into account the 20 basis point
certainty rate reduction available for PWLB loans to eligible local
authorities. It is a central forecast, acknowledging for example that the
bank rate may rise sooner if there is sustained and robust UK growth,
employment and inflation expectations.
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January | March March March March

2015 2015 2016 2017 2018

Bank Rate 0.50% 0.50% 0.75% 1.25% 2.00%
5yr PWLB rate 2.00% 2.10% 2.60% 3.10% 3.50%
10yr PWLB rate 2.50% 2.70% 3.30% 3.70% 4.10%
25yr PWLB rate 3.20% 3.30% 3.90% 4.40% 4.70%
50yr PWLB rate 3.20% 3.30% 3.90% 4.40% 4.70%

Forecast at 12 February 2015

398. Whilst sentiment in financial markets improved considerably during 2014,
geopolitical events, political changes given the forthcoming UK general
election and resurfacing of concerns of EU member states indebtedness
are concerns. Growth in the UK economy has strengthened, inflation has
fallen and credit conditions remain eased primarily due to the Funding for
Lending Scheme. However there are concerns that any recovery based
mainly on consumer spending and the housing market may not be
sustainable.

399. The bank rate, which is unchanged since March 2009, is currently
forecast to rise towards the end of 2015. Future borrowing costs are
forecast to rise as a result of higher levels of UK Government borrowing
and any reversal in quantitative easing undertaken by the Bank of
England in the UK resulting in higher longer term revenue budget costs
for the Council.

Borrowing
Policy

400. Borrowing has long-term financial consequences and risks, with
decisions taken many years ago impacting currently and in the future.
The costs of servicing borrowing is included in the Council’s capital
financing revenue budgets.

401. Borrowing is not undertaken for specific schemes or directorates. All
loans are taken in the name of the Council and secured on all revenues
of the Council meaning that all loans and investments are pooled. The
Council will aim to manage its debt portfolio on a long-term basis with a
high regard to the effects on current and future Council Tax and Rent
Payers.

402. The Council’s borrowing strategy for 2015/16 and the capital financing
revenue budgets included in the MTFP will consider all options to meet
the long-term aims of:

e Promoting revenue cost stability to aid financial planning and avoid a
stop-start approach to service delivery, although it is recognised that
this may have a financial impact.

e Pooling borrowing and investments to ensure the whole Council
shares the risks and rewards of treasury activities.
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403.

e Meeting the Council's commitment to Housing Finance Reform by
paying a settlement amount to WG

e Reduction over time in the average rate of interest on overall Council
borrowing.

e Ensuring any refinancing risk is manageable each financial year,
using opportunities to re-profile borrowing where cost effective to do
so both in the short and long term.

e Ensuring borrowing plans are aligned to known capital expenditure
spending plans, the useful life of assets created and consistent with
the prudent provision for the repayment of any such expenditure paid
for by borrowing.

The Council will not borrow in advance of need, purely to profit from any
investment of the extra sums borrowed. However, if it is felt that by
borrowing in advance of need up to a maximum of three years,
opportunities exist to lock into favourable long-term rates and the credit
risks associated with this can be managed, then this is an option that will
be considered.

Prudent Repayment of Capital Expenditure — Annual Minimum Revenue
Provision (MRP) Policy Statement

404.

405.

406.

Capital expenditure is budgeted expenditure on assets which have a life
expectancy of more than one year e.g. buildings, vehicles, machinery.
Such expenditure is spread over several years so as to try to match the
benefits such assets provide over their useful life. The manner of
spreading these costs over years is through an annual charge to the
Council’s revenue account known as MRP. The level of the MRP is
determined using WG guidance and the judgement of the Section 151
Officer.

The WG requires that: - “A local authority must calculate for the current
financial year an amount of MRP which it considers to be prudent.” A
statement on the Council’s policy for its annual MRP is required to be
submitted to full Council for approval before the start of the financial year
to which the provision will relate.

It is proposed that the Council’'s MRP Policy will be as follows with any
change in the level, timing and method of provision in year delegated to
the Section 151 Officer :

e General Fund historic expenditure prior to 1 April 2004 as well as
subsequent supported borrowing approved by the WG is to be
provided for at 4.5% on a reducing balance basis. This is in excess of
the WG minimum of 4%, and will continue to be reviewed for ongoing
affordability.

e HRA supported borrowing prior to self financing on 1 April 2015 is to
be provided for at 2% on a reducing balance basis. MRP on the
housing settlement payment to be made in 2015/16 is to be at 2%
straight line basis as a minimum.

e Additional borrowing for a general increase in investment to balance
the Capital Programme in a year is to be provided for on a straight
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line basis over the estimated average life of the assets created.

e Any additional expenditure linked to specific schemes e.g. Invest to
Save, SOP etc. is to be provided for on a straight line basis, or over
the estimated useful life of assets being created or a shorter period
as determined by the Section 151 Officer or suggested periods
determined by WG as is the case with Local Government Borrowing
Initiative (LGBI).

e Revenue Provision in excess of minimum requirements can be made
subject to affordability and following advice of the S151 officer.
Where any additional voluntary revenue provision has been made
from 2015/16 onwards, the Council may make an appropriate
reduction in later years’ levels of MRP after consideration of
prudence and affordability.

e The MRP charged against liabilities under finance leases, or
contracts that have the characteristics of finance leases, shall be
equal to the principal element of the lease repayment, calculated on
an annual basis.

Housing Finance Reform Settlement Amount (Self Financing Buyout)

407. Currently, all eleven Welsh landlord authorities operate within a
centralised HRA Subsidy system which is complex, out dated and where
a “negative subsidy” is paid to the UK Treasury each year, circa £73.1
million. Cardiff’'s share of this is £14.9 million (20.4%) based on 2013/14
audited figures.

408. The UK and WG have reached an agreement that will allow Wales and
the 11 Councils to leave the Subsidy system through a one off loan
settlement payment to HM Treasury. This is to be based on an agreed
interest figure of £40 million using PWLB rates applicable on 31 March
2015.

409. The overriding principle of subsidy reform is that no Welsh Authority will
be worse off under the new Self Financing arrangements. The new
arrangements will mean that from April 2015, the City of Cardiff Council
will no longer have to pay a negative subsidy. Instead it will make a
single one off settlement payment as a “buy out” to the UK Treasury on 2
April 2015.

410. Based on the current proposal by Welsh Government and HM Treasury,
the all Wales settlement payment could be £919 million with Cardiff's
share of this total settlement figure at 20.4% being circa £188 million and
circa £8.15 million in interest, subject to actual interest rates on 31 March
2015 and maturity profile of loans taken.

411. The agreement imposes a limit of indebtedness for each authority on
HRA borrowing in accordance with the requirements of HM Treasury.
This has been accepted by the Council in accordance with a Voluntary
Agreement signed in January 2015.

412. The move to self financing offers the opportunity for authorities to use
their role as a landlord to help achieve their wider priorities and ambitions
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413.

414.

415.

416.

417.

within the context of the ring-fenced HRA. These could include economic
regeneration, improving health and well being, improving community
safety and helping vulnerable people to live independently in the
community. It will mean councils will retain all revenue and capital
income and become responsible for financing their landlord services and
housing investment from their income. English Authorities moved to self
financing in April 2012.

Previous reports to Cabinet and Council during 2014/15 have provided
members with information on housing reform including the treasury
management implications. Council approved a delegation to officers in
consultation with the Cabinet Members for Health, Housing and
Wellbeing and for Corporate Services and Performance to conclude the
appropriate detail within the voluntary agreement and sign on behalf of
the Council.

In order to make the proposed settlement payment to HM Treasury, a
basket of loans from the PWLB will be required to be undertaken by the
Council at various maturities on 2 April 2015. It is proposed that these
loans would be a spread of loan maturities, having consideration of
existing Council loan maturities, as shown in the previous borrowing
maturity chart, to ensure re-financing risk is not increased. This would
also allow benefit from reduced interest costs as loans mature.

Whilst the settlement payment is fixed, HM Treasury will set the interest
rate for the loans which local authorities are required to borrow on the 31
March 2015, to ensure that any settlement is fiscally neutral to the
Treasury. Whilst this does currently include an element of risk in relation
to fluctuation in interest rates, Welsh Government and HM Treasury are
considering options to mitigate such risks at the request of local
authorities.

The Council has included prudent assumptions for capital financing, to
ensure any such changes in settlement amount and costs for HRA
recharges of Capital financing costs can be accommodated and are
affordable.

The estimated financial impact in the initial year of self financing for the
HRA is shown in the table below and is deemed affordable. With interest
costs reducing over time, the financial benefit will increase.

Estimated net benefit to Housing £m
Revenue Account of proposed

settlement

Subsidy no longer paid over to WG (14.9)
(13/14 data)

Maximum interest cost on loans 8.2
Assumed Provision for debt repayment 5.0
Net benefit to Housing Revenue 1.7
Account

Page 96 of 124



418.

419.

420.

421.

As mentioned earlier in the report, HM Treasury has insisted that the
local authorities adhere to a limit to indebtedness i.e. a debt ceiling. This
is measured using the Housing Capital Financing Requirement (CFR).
The Council will use existing prudential indicators to monitor the limit
closely to ensure there is no breach and risk of any penalties from WG of
any breach. Based on the estimated settlement amount, the HRA limit to
indebtedness is £318 million as shown in the table below:-

HRA Capital Financing Requirement £m

Estimated 31.03.2015 97
Add estimated settlement amount 188
Add headroom for new build 33

Estimated Ilimit to indebtedness 318
(subject to final settlement amount)

In determining the approach to managing the Council's debt,
consideration has to be given as to whether HRA debt is notionally split
from the rest of the Council debt, which would necessitate two different
strategies being prepared, or whether the Council continues with the
current integrated single strategy and loans pool. In determining the
approach to managing the Council’s debt, the Council has also sought
advice from its treasury management advisors and considered guidance
from CIPFA.

Local authorities are required to deliver a solution that is broadly
equitable between the HRA and the Council Fund; and future charges to
the HRA in relation to borrowing are not influenced by Council Fund
decisions, giving a greater degree of independence, certainty and
control. However it is a local authority’s choice as to how it treats both
HRA and General Fund debt.

Whilst there are advantages and disadvantages of various options, the
initial view of the Section 151 Officer is to maintain a single pool for all
Council debt. The reasoning for this includes consideration of the
following:-

e One pool is consistent with the pooling of treasury management
activities for effective management of risk and control

e The Council is ultimately responsible for all debt, including debt
undertaken by the HRA. Interest costs are recharged to the HRA, in
the same way as to directorates who take invest to save schemes.

e All loans are charged across all the revenues of the authority in
accordance with the Local Government Act 2003.

e Loans are not taken out for specific purposes in accordance with
good treasury management practice.

e The Section 151 Officer is ultimately responsible for all Council debt,
including that funding HRA capital expenditure.

e There is no mechanism to charge HRA for risks of default on
Investments. This is all borne by the General Fund so it is deemed
inconsistent to treat debt and investments separately

e This avoids the requirement for two separate Treasury Strategies and
documents at all current reporting meetings. The extent of additional
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work in administration, management and reporting of maintaining two
pools should not be underestimated.

e Planned loan maturities for HRAS exit are taken with regard to
existing debt maturity profile to smooth the historic debt maturity
profile to minimise overall re-financing risk to Council.

e The Prudential Code still requires indicators to be aggregated and
Treasury risk is managed across the council.

e De-pooling is a one off exercise which ignores the historic benefit
which may have accrued either to the HRA / cost to GF.

e One pool avoids the risk of over borrowing. If the HRA pays off debt
quicker than anticipated, this allows flexibility to transfer loans at nil
cost to the GF. In addition the HRA can secure a long term, stable
portfolio.

Council’s Borrowing Requirement

422.

423.

The following table compares the projected level of external borrowing
currently held by the Council, taking into account any scheduled loan
repayments and committed new borrowing arising from Housing reform.
It compares this to the projected CFR** based on current, known
estimates of the Council's capital expenditure plans, subject to approval
of the Council’'s budget in February 2015. The difference between the
projected CFR in 2017/18 (£756 million) and the level of external
borrowing after any planned repayments and borrowing required to be
undertaken for self financing (£640 million) is £116 million, i.e. there will
be a requirement for additional borrowing over the medium term.

Some of this requirement may be covered by internal borrowing in the
short term, dependent on the sustainability and risks of any internal
borrowing position. The table demonstrates that over the medium term,
borrowing is undertaken only for a capital purpose and it is not borrowing
in advance of need.

Gross Debt compared to Capital Financing Requirement

2013/14 | 2014/15 2015/16 2016/17 | 2017/18
Actual | Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m
External Borrowing at 1 455 473 470 653 646
April
New borrowing 20 5
undertaken
Housing Settlement
commitment 188
Scheduled repayments (2) (8) (5) (7) (6)
External Borrowing at
31 March 473 470 653 646 640
Capital Financing
Requirement ** 485 498 714 742 756
Under / (Over)
borrowing 12 28 61 96 116

** The definition of the CFR in accordance with the current Prudential Code for Capital Finance in local authorities
is an authority’s underlying need to borrow for a capital purpose. It measures capital expenditure incurred but not
yet financed by the receipt of grants, contributions or charges to the revenue account. To be meaningful for
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treasury management purposes, the CFR figures in this strategy exclude the accounting provisions for the
management and aftercare of landfill sites which may not be incurred for many years to come. Accordingly, when
setting the treasury indicators, landfill provision is excluded from the calculations, except for the setting of the
Authorised Limit for external debt, which is required to be set under statute.

External versus Internal borrowing

424.

425.

Whilst interest rates for borrowing are greater than interest rates the
Council receives for investments (the cost of carry), it makes financial
sense to use any internal cash balances in the short-term to pay for
capital expenditure and minimise costs (Internal Borrowing), rather than
undertake external borrowing. However, there is a risk that the Council
may have to borrow at higher rates when it does actually need to borrow
in future.

A high level balance sheet review undertaken at a point in time suggests
that a maximum level of internal borrowing is circa £70 million. However
this is dependent on cash flows, the use the Council makes of General
and Earmarked Reserves and longer term pressures in the MTFP.

Borrowing Strategy

426.

427.

428.

429.

430.

Whilst investment rates remain lower than long term borrowing rates
internal borrowing will be used to minimise short-term costs where
possible. The forecast level of internal borrowing at 31 March 2015 as a
percentage of the CFR is deemed manageable. However, based on the
current forecasts of future capital expenditure plans and high level
analysis of the sustainability of internal borrowing from the Council’s
balance sheet position for future years, external borrowing will be
required to be undertaken in the medium term.

Any borrowing is to be a balance between temporary borrowing on a
short term basis to minimise revenue costs (the cost of carry) where
possible, with options considered to take an element of the Council’s
borrowing requirement with loans of longer periods. This strategy should
help to mitigate against the risk of borrowing rates rising faster than
currently anticipated.

If it were felt that there was a significant risk of a sharp rise in long and
medium-term rates, then fixed rate borrowing may be undertaken whilst
rates were still relatively cheap. If there was a significant risk of a sharp
fall in rates, then long-medium term borrowing would be deferred,
following consideration of internal borrowing capacity.

Current interest rates on the Council’s existing debt portfolio compared to
new borrowing rates and the high penalty rates charged by the PWLB for
early debt repayment, results in limited options for restructuring of debt.
Options have been considered but these have resulted in very short term
financial gains outweighed by the risk of higher longer term costs.
Opportunities will continue to be reviewed to determine whether options
exist to reschedule debt at an acceptable refinancing risk.

Borrowing for the payment of the settlement amount for Housing finance
reform buy out will be undertaken on 2 April 2015 in accordance with the
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agreement with HM Treasury and WG. This will be a basket of loans,
with a spread of maturities over time having regard to existing Council
debt maturities and resulting in reducing interest cost to the Council over
time.

Treasury Management Indicators and limits for 2015/16 — 2017/18

431.

432.

433.

The Council is required to set its treasury management indicators for the
years 2015/16 - 2017/18. Appendix 19(a) gives further background in
respect of the Prudential Indicators While Appendix 19(b) describes
general financial terms.

The Council must determine