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Robustness of the Budget and Adequacy of Reserves

1. Introduction

The Local Government Act (Part 1) 2003 requires a council's Chief Finance Officer
(CFO) to report to councillors on the robustness of budget estimates and the adequacy
of that council’s financial reserves. The City Council's CFO (also known as the Section
151 officer) holds the post of Deputy Chief Executive & Corporate Director for
Resources. A summary of this evaluation is set out below.

The CFO is required to hold a current professional accountancy qualification. The
current CFO qualified with CIPFA in 1992 and has both maintained membership of the
Institute and engaged with their Continuous Professional Development scheme since
then. She has been a CFO here and elsewhere since 2002.

2. Overall Robustness of the Budget

The City Council’s annual budget is constructed in order to deliver the Council Plan. The
Medium Term Financial Strategy (MTFS) is the overarching framework within which the
Council’s financial planning and management activity takes place. The annual budget is
an integral part of the rolling 3-year Medium Term Financial Plan (MTFP). This
approach enables it to support delivery of the Council's priorities, services and
improvements. It provides the means by which planned spending may be controlled
within available resources. Therefore, this assessment of the robustness of the budget
focuses on the likelihood that actual spending will vary from the budget and the
consequent impact on the financial health of the organisation.

The Council is a going concern and the budget process is part of a continuous service
planning and financial cycle. Therefore, a wealth of knowledge and understanding of the
previous and current local and national financial and economic environments is used to
make informed assumptions and judgements about the future. This activity seeks to
establish a robust budget which is appropriate, realistic and constructed having taken a
practical and appropriate assessment of risk.

Many of the details used to inform this assessment are set out in the other Annexes of
this report and are therefore not replicated here.

Assumptions
Underlying assumptions have been examined and found to be satisfactory as follows:

» The funding for inflationary pressures is considered to be appropriate, being
consistent with known trends and reasonable forecasts.

* The income aspects of the overall budget are calculated based on previous and
current trends, known influences and identified risks.

* There are appropriate bad debt provisions in place.

» Other known trends and known and potential pressures (e.g.: demographic
changes, new legislation, changes of use etc.) have been evaluated, subjected to
various peer reviews and professional challenge and adequately provided for.

* The organisational and financial frameworks and processes required in order to
operate within the proposed budget are practical and adequately planned.
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» Capital receipts used in the funding of the capital programme have been based on
professional estimates both of timing and value with a specific risk assessment
applied to determine likelihood of receipt.

* Borrowing is within the Council’'s Prudential Indicators.

Other mechanisms have been used in order to confirm the robustness of the budget
estimates, which sit within an overarching planning and governance framework. These
include:

* The strength and use of current performance and financial management
procedures and reporting and forecasting arrangements (including for example:
the Annual Governance Statement, internal and external audit reports, monitoring
and forecasting reports, the performance appraisal system, performance boards
and the accountability letters).

* The extent, value and complexity of the individual and collective proposed
Strategic Choices in the context of the overall MTFP.

» The track record of services in relation to the implementation of previous and
current budget proposals.

* The track record of services in being able to deliver services within budget and
deal with emerging pressures within budget.

* The degree and quality of engagement by colleagues and councillors in the
process to develop and construct the budget.

» The qualifications, experience and contribution of professional colleagues (ie:
finance and HR) engaged throughout the process.

» Proposed rent levels and collection rate trends.

* The introduction and use of various gateways in relation to recruitment to
permanent posts, of agency staff and the use of consultants.

* The proportion and profile of savings that is permanent, ongoing and sustainable.
For example service transformation, workforce reduction, divestment, increased
income etc.

* The level of expenditure and income that is one-off in nature.

* The process for the identification and evaluation of current contingent liabilities as
set out in the most recently published Statement of Accounts.

» A review of the movements in and availability of contingency, provisions and
earmarked reserves to meet unforeseen and emerging future cost pressures.

» The use of professional experience and best professional judgment, supported by
appropriate professional and technical guidance.

Linking Service Delivery to the Budget

In addition to reviewing the framework for the construction of the budget, the CFO has
also considered the adequacy of the processes through which it is then delivered, taking
account of the fact that:

» Local government continues to see significant reductions in national funding and
major changes to national policy.

* The Government’s welfare reform programme has brought significant costs for
local authorities, such as the localisation of Council Tax Support to replace the
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national council tax benefit scheme, as well as the other costs associated with
helping citizens prepare for significant changes to Housing Benefit etc.

* The Council has a three-year financial plan, providing a clear framework for both
financial and non-financial plans and ensuring an alignment of financial resources
with organisational priorities.

* Budgets have been constructed following detailed guidelines, based upon a
baseline of the current policy framework and previously agreed levels of service,
and that all service investments and reductions are identified separately.

* There has been widespread and practical engagement throughout the budget
development and construction process with all senior colleagues and Executive
Councillors.

* There have been extensive briefings of Team Nottingham colleagues and
Executive Councillors in relation to the financial position and the reasons for it.
There has also been a wide range of communications with stakeholders. All this
has built a good degree of understanding of the issues and how this has impacted
on the budget.

» Budgets have been subject to review by senior finance colleagues throughout
the process in terms of reasonableness and accuracy.

» Elements of the budget have been subjected to peer review and challenge.

» The City Council’s budget process provides all stakeholders with an opportunity to
analyse and review the financial plans being proposed. Feedback has been
sought on the detailed proposals from a number of sources, including councillors,
trades unions, colleagues, the business representatives and community groups.

* The Corporate Leadership Team (CLT) has reviewed detailed information on the
budget and associated issues and has been fully engaged in working up,
analysing and recommending options.

* There is a clear performance management regime in place, with clear
accountability of individuals and teams for the delivery of services within budget
and including the delivery of all budget proposals. This starts with the individual
Accountability Letters issued to all managers and financial targets being reflected
in performance objectives and continues throughout the year within the
performance appraisal process.

Monitoring — a confirmation of the robustness of the budget

The Council’s financial controls are set out within financial regulations, allowing
significant assurance of the strength of financial management and control throughout the
Council. Formal accountability letters are sent to senior managers setting out their
personal financial responsibilities, including implementation of savings and investments.

These arrangements provide a framework for financial monitoring and regular reports
setting out spending to date and a projection to the year-end are provided to the CFO,
Departmental Leadership Teams and CLT. In parallel, section plans are formulated and
delivered to manage and minimise any significant variations to approved budgets.

These are supported by the current arrangements for reporting to councillors, through
which reports are reviewed approximately quarterly by the Executive Board.
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Current Financial Position

General Fund Revenue

Current monitoring indicates that the forecast General Fund outturn for 2013/14 will
show an under spend of ¢ £1.700m. Un-earmarked reserves levels have been informed
by the by the detailed risk assessment undertaken as part of the budget process these
are shown in Appendix A and B.

Capital Programme

Capital programme schemes often span a number of years, so it is essential that a
longer term view is taken on programming and resourcing. A risk-based assessment
has been adopted to forecast the likely capital receipts from the sale of assets.

» General Fund
The forecast spend over the capital programme is £402.945m compared to
resources of £419.3371m. There is a projected surplus of resources in 2018/19 of
£16.392m but includes unsecured projected capital receipts of £17.746m.

* Housing Revenue Account (HRA) — Public Sector Housing
The forecast spend in the 5 year period is £296.704m which is fully financed from
available resources generated within the HRA. The MTFP is estimated to generate
an additional £21.214m of resources to fund future commitments to maintaining
decent homes.

HRA Revenue

The City Council is required to periodically review the HRA to ensure that it does not
move into deficit. In order to allow for unforeseen expenditure or loss of income, a
working balance is needed. The 2013/14 budget allowed for a working balance of
£4.000m and given the introduction of the HRA self financing regime and the withdrawal
of the HRA subsidy mechanism, it is recommended that the level of working balance be
maintained at this level.

3. Adequacy of Reserves and Risk Assessment

National decisions regarding public funding and expenditure have been taken by central
Government to support their stated intention to reduce the national deficit. This has
again resulted in a significant reduction in the level of funding available to the City
Council. Although this has been met with a robust and detailed approach to the
identification and delivery of the savings required as a consequence, this level of cost
reduction attracts a heightened degree of risk associated with its delivery. Whilst the
current proposed budget fairly represents sufficient resourcing for current planned
activity, this risk cannot be ignored and the levels of contingency included within the
budget reflect these risks.

The assessment of reserves is even more important in the context of the sustained cuts
in funding. It is important to acknowledge that reserves are ‘one off’ funds and are
therefore more suitable for funding ‘one off’ or unexpected costs. The use of reserves to
fund ongoing expenditure is generally not advised, except in emergencies and/or to
enable transition to new ways of working.

Taken together, reserves, contingencies and the processes within the financial
framework provide capacity to deal with the changes arising form external forces. This
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will include, for example: increased demand for services from citizens, changes in
legislation and guidance from central government, economic changes, interest rate
changes and employee relations. This list is indicative rather than exhaustive. The
localisation of both Business Rates and Council Tax Support (formerly benefits)
increases the significance of Council reserve levels as these are new significant
variables on both income and expenditure.

In recommending an adequate level of reserves, the CFO considers and monitors the
opportunity costs of maintaining particular levels of reserves. This opportunity cost may
be the lost opportunity of investing those funds in service improvement and/or spending
on alternative activities. There is a balance to be struck between setting prudent levels
of contingencies and reserves considered to be an adequate ‘safety net’ to ensure the
Council can operate successfully in a very challenging environment and ensuring
sufficient funds are in place for service provision and other Council activities. The levels
recommended here are considered to have achieved that balance.

Table 1 shows the estimated Net Revenue Expenditure (NRE) and Unallocated
Reserves for Nottingham compared with those of other councils. The data is based on
2013./14 CIPFA Finance and General Estimates, demonstrating Nottingham'’s
reasonable position relative to similar councils.

TABLE 1 : COMPARISION OF RESERVES WITH OTHER AUTHOR ITIES
Estimated
Net Revenue Unallocated Estimated Unallocated
Authority Expenditure Reserves as at Reserves as
£m 1 April 2013 % of NRE
£m
Birmingham 1044.700 17.900 1.71%
Sheffield 483.904 10.722 2.22%
Leeds 590.574 19.245 3.26%
Nottingham 269.140 9.500 3.53%
Derby 197.333 7.143 3.62%
Newcastle 272.883 10.134 3.71%
Leicester 280.497 11.400 4.06%
Manchester 531.005 24.707 4.65%
Liverpool 515.008 24.789 4.81%

This decision is supported by a comprehensive risk assessment to ensure that the level
of reserves represents an appropriately robust financial safety net for the organisation.
In assessing these risks the CFO has consulted with relevant colleagues and
stakeholders to ensure all risks have been identified. The importance of this work, its
depth and accuracy, is further enhanced as a number of the proposals included within
the budget plans involve significant changes to current structures, systems and
processes, they involve higher levels of risk than those which broadly maintain current
arrangements. At the most practical level those risks begin with the possibility of
slippage and disruption in the transition from old to new arrangements. The CFO has
sought to ensure that issues of this type and their potential budgetary implications are
appreciated by relevant colleagues and councilors.

Given the level of savings included in this MTFP the CFO has undertaken an
assessment of their deliverability and set out clearly the implications and contingency
plans which apply where savings are not delivered as planned. Robust and timely

Annex 5 - Page 5



monitoring of savings delivery plans with ongoing contingency planning will be critically
important throughout the year.

General Fund

The MTFES requires the opening balance on the General Fund Reserve to be between
2% and 4% of the total net general fund revenue budget. For 2014/15 this range is
£5.5m to £11m. This level of reserve has been informed by the risk assessment as
detailed in Appendix A of this Annex. The proposed General Fund balance for 2014/15
is £9.5m, which is 3.4% of the net general fund budget, as at 1 April 2014. This level is
expected to be sufficient in all but the most unusual and serious combination of possible
events and provides an optimum balance between risk management and opportunity
cost.

The MTFES provides for a central contingency value of between 0.4% and 0.9% of the
previous years net revenue budget (NRB) this equates to a range between £1.147m and
£2.582m for 2014/15. The proposed level is £2.151m (i.e. 0.75%) and takes account of
the significant savings package and challenging future financial outlook

Housing Revenue Account (HRA)

The MTFS requires the City Council to establish opening HRA reserves of between 2%
and 3% of the gross HRA spend the precise level within this range being informed by the
risk assessment with no opening working balance ever being set below the 2% threshold
in an individual year. Appendix B details the risks and the working balance required in
2014/15 is £4.000m, which is 2.2% of the gross expenditure.

Review of Reserves

As and aspect of the Council’s sound financial management, the level and use of all
reserves is regularly reviewed by the CFO, her senior colleagues and the Leader and
Portfolio Holder. Any significant issues are reported as an integral aspect of monitoring
and forecasting reports to management and to councillors.

Conclusions

In conclusion, with contingencies and reserves at the level set out here and in the overall
budget report, the CFO considers that the proposed budget for 2014/15 is robust and
that the level of reserves is adequate because:

» The overall budget process is established good practice and fit for purpose, there
is an annual review of the process and continuous improvement is embedded;

* The process is supported by appropriately qualified and experienced professional
colleagues;

* There has been good and extensive engagement in the budget development and
construction process by senior colleagues and Executive Councillors;

» There have been thorough arrangements in place to challenge proposals and
make revisions as a result;

* Known cost pressures (including inflation) have been identified and resourced at
realistic levels;

* Risks have been identified (and where appropriate costed) and will be subject to
control and management using established risk management procedures;
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» There is clear accountability of both individuals and teams effected through the
continued use of accountability letters, individual performance objectives,
reporting, peer review and individual performance appraisals;

* There is a wider organisational understanding of the financial position, the
reasons for it and the need for good financial management;

* Budget monitoring and scrutiny arrangements are in place, including
arrangements for the identification of remedial action;

* There is an overall satisfactory track record within the Council for the
implementation of the majority of strategic choices and for delivering services
within budget;

* The increased levels of contingencies and reserves are considered to be, based
on currently known information and professional judgment, adequate to deal with
the inherent higher levels of risk within the budget arising from: a continued
significant reduction in funding, high value cost reductions, increased demand
from citizens, the complex nature of some of those changes requiring major
service redesign and organisational change, the prevailing challenging economic
situation, the impact of extensive policy changes from central Government; all in
the context of the City’'s demographics;

* Itis recognised that contingencies and reserves will continue to need to be
constantly reviewed to determine adequacy and there are processes in place to
increase such provisions should this be required.

This statement has been prepared in good faith and having made best endeavours to
take into account all known prevailing relevant issues.

Carole Mills, CPFA

Deputy Chief Executive and Corporate Director for R esources
Chief Finance Officer

Nottingham City Council. 17 February 2014
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GENERAL FUND- RISK ASSESSMENT APPENDIX A

DEPARTMENT/ POTENTIAL RISK

WORST
CASE

£m

ASSESSEMENT
OF RISK

£m

ESTIMATED
EXPOSURE

£m

CORPORATE RISK
NNDR appeals risk

The income risk on Business rates is shared with Government. A 1% increase in the level of successful
appeals could cost £0.600m.

Council Tax Support

Potential for increase in Council Tax Support of 2%. A 1% increase in demand for CTS will reduce
Council Tax collection by approximately £0.300m.

Adverse variation in inflation

A 1% increase in inflation on supplies and services would lead to additional pressure of £2.5m. In recent
years inflation has been consistently above Government estimates.

Adverse variation in grant funding

Potential for Government to revise the funding mechanisms to squeeze local authority funding even
harder in future years (eg by increasing the proportion of business rates centrally or amendments to
fund the business rates safety net payments by top-slicing grants) A 1% variation in grant funding
equates to £1.600m

Restriction on charging for services

Potential for Government to restrict the level of local charges levied for some services

0.600

0.600

1.750

1.600

0.900

High

High

Medium

High

Medium

0.540

0.540

0.875

1.440

0.450

TOTAL CORPORATE RISK

5.450

3.845

CHILDREN AND FAMILIES RISK

Slippage in delivering Big Ticket Strategic Choices

Slippage in the Big Ticket implementation could result in delivery of savings. Although attempts would
be made to identify alternative savings there is still a risk of the overall target of savings not being
achieved.

2.813

Medium

1.407
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WORST | ASSESSMENT | ESTIMATED
DEPARTMENT/ POTENTIAL RISK CASE OF RISK EXPOSURE
£m £m £m

Safeguarding -Children in Care
The MTFP assumes a growth rate of 4.6% per annum in Children in Care (budgeted at 619). Initial
activity suggested an increase of 5.6%; if this level occurs the extra placements will be made externally, :

e . - g 0.804 Medium 0.402
due to the limited number of internal provisions, at a cost of £2.5k per week, giving an exposure of
£0.804m.
Impact of Children & Families Bill
The Children and Families Bill comes into effect in September 2014; it sets out to transform the way that
services in relation to children with SEN will be delivered. This will have implications for the Local 1.255 Medium 0.628
Authority which are still being quantified and are not accounted for in the MTFP
Legal Costs
Increased demand for legal services as a result of increased activity related to Children in Care (CiC) 0.950 Low 0.063
Renegotiation of the framework arrangement for Chi Idren in Care
The current framework for procuring external provisions for Children in Care is being renegotiated in 0.424 Low 0.212
Summer 2014. Risk associated with rates being higher than those assumed in the MTFP. ' '
Adults Safeguarding costs
The service continues to experience increased demand over and above current levels in the MTFP. 1.614 Medium 0.807
Outcome of OFSTED inspection
The outcome of an OFSTED inspection may increase costs. 0.500 Medium 0.250
Educational Services Grant Reduction
Reduction of the Educational Services Grant 2.263 Medium 1.132
Total Children & Families Risk 9.923 4.901
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WORST | ASSESSMENT | ESTIMATED
DEPARTMENT/ POTENTIAL RISK CASE OF RISK EXPOSURE
£m £m £m

COMMUNITIES RISK

Trading activities

There is a range of trading activities in the communities department each with its own trading surplus
target. The consequence of under achievement of the target could be an increase to the net charge to 1.000 Medium 0.500
the general fund although there are mitigations in the MTFS that could be instigated to offset some of ' '
the risk.

Total Communities risk 1.000 0.500
DEVELOPMENT RISK

Income from Planning and Building Control

There is a risk of failure to achieve budgeted income targets for Planning and Building control as a result

of lack of development activity due to economic conditions. Income budget for Planning and Building 0.115 Medium 0.058
Control is £0.494m.

Loss of fee income from capital projects

There is a risk of reduced fee income generated due to a decreased demand from external projects

delivered by the Corporate Maintenance & Design Services. This could be partly offset by reducing 0.300 Low 0.075
costs.

Business rates uplift insufficient to fund City Dea | TIF2 scheme in the creative quarter

In order to generate additional activity in the City Deal area capital works are required to unlock the

potential of the area. These capital works will be financed from prudential borrowing which will be repaid

from increase business rate collection in the area. There is a risk that the additional business activity will | 2.000 Medium 1.000
not generate sufficient additional income to support the development and alternative capital resources

will be required to mitigate any shortfall in resources.

Slippage in achieving Strategic Choice savings and Big Ticket Initiatives

A range of challenging savings and Big Ticket initiatives has been included in the budget. There are :

. . : , . - P : g 0.900 Medium 0.450
risks in relation to the timescales for deliverability of these initiatives and their scale of impact.

Total Development Risks 3.315 1.583
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WORST | ASSESSMENT | ESTIMATED

DEPARTMENT/ POTENTIAL RISK CASE OF RISK EXPOSURE
£m £m £m

RESOURCES RISK
Emergency Planning - Disaster Recovery
The financial impact of a disaster recovery programme. Under the Bellwin Scheme, amounts under
0.2% of net revenue should have to be contained within existing resources. Amounts over the 0.2% will 0.856 Medium 0.428
only be funded at 85% of the qualifying expenditure.
Reduction of external budgeted income from the sale of services to schools
Services tq schools so'ld include HR, Legal, IT and Interna] Audlt. Expenditure could be reduced, but 0.199 Medium 0.100
redundancies may be incurred and not all costs may be mitigated.
Partners withdraw from services provided under SLA for Finance, HR, Legal and IT (SLA's are
reviewed annually)
Viability of the business case is compromised. Investment in IT does not happen and savings are 0.230 Low 0.057
prevented.
Total Resources Risk 1.285 0.585
TOTAL POTENTIAL RISK 20.973 11.414
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APPENDIX B

HRA — RISK ASSESMENT

WORST | ASSESSMENT | =STIMATE

POTENTIAL RISK CASE OF RISK | v pOSURE
£m £m £m

Development - Housing Revenue
Welfare reform impact on the level of rent collected 0.500 High 0.450
Welfare reform impact on other rents & service charges 0.100 Medium 0.050
Increase in void levels as a consequence of the introduction of the bedroom tax 0.500 Medium 0.250
Impact of interest rates on debt 0.285 Low 0.071
Increased demand for unplanned housing repairs 1.500 High 1.350
Failure to maximise Decent Homes grant 3.200 Medium 1.600
Increase in right to buy properties (additional 100) 0.300 Medium 0.150
TOTAL - HRA 6.385 3.921
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