
 

 

 

 

Charnwood Borough Council 

Medium Term Financial Strategy  

2011/12 to 2014/15 

 

 

 

 

Page 1 of 31 



Index 

 
1. Introduction 3 
  
2. Executive Summary 4 
  
3.  Financial and economic context         6 
  
4.  Corporate Planning and the capital plan        8 
  
5.  The Financial Strategy          9 
  

20 6.  The Housing Revenue Account         
  
7.  Principal financial policies and processes       21 

  
8.  Value for Money and efficiency savings        24 
  
9.  Working with partners          24 
  
10.  Risk assessment and mitigation        25 
  
Appendix 1 Financial Strategy - Pessimistic Case      26 
  
Appendix 2 Financial Strategy - Optimistic Case      28 
  
Appendix 3 Forecast Balance Sheets       30 
  
Appendix 4 Links to further information       31 
 
 
 
 
 

Page 2 of 31 



1.  Introduction 

The Medium Term Financial Strategy (MTFS) reflects the financial position of the 
council based on the current Corporate Plan and service delivery aspirations in the 
medium term.  The MTFS provides a high level assessment of the financial resources 
required to deliver the corporate objectives of the Council and considers how these 
resources can be provided within the financial context and constraints likely to be 
faced by Charnwood over the next four years.   

The period covered by the MTFS has been extended to the four years from three 
years in order to cover the period of the spending cuts announced by central 
government on 20 October 2010.  This is longer than the current Corporate Plan 
but is required in order that the council can properly plan for the reductions in 
central government grants.  The actual period covered by the MTFS is from 1 April 
2011 until 31 March 2015. 

The purpose of this document is to: 

• Outline the principal factors that will influence the availability of the 
Council’s financial resources in the medium term 

• Inform and define the medium term service delivery plans of the Council 
in financial terms 

• Present the options available to the Council, and set out the preferred 
solutions, in providing financial resources to deliver the Council’s 
priorities as set out in the Council’s Corporate Plan 

• Set out the key financial policies that will underpin the Council’s financial 
planning, budgeting and monitoring activities 

• Inform the budget setting process for the 2011/12 financial year 

• Provide the financial basis for the Council to decide its corporate 
priorities for future years. 

This is a strategic document and should be read as such.  In this document a certain 
amount of detailed budgetary information is presented but this should be regarded 
as indicative and illustrative.  Whilst this document will inform the 2011/12 budget 
setting process it is natural that many of the figures quoted here will be amended 
and refined as the 2011/12 budgets are developed.   

Scope of the MTFS 

This strategy document covers all aspects of the Council’s finances, such as revenue 
expenditure, income and Government grant support as well as addressing the 
availability of financial resources and the impact of the capital expenditure 
programme.  

The Council has created an Arms Length Management Organisation (ALMO) to 
manage its housing stock.  This operates independently of the Council but the 
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financial impact of material ALMO activities are reflected in this document.  In 
particular, there is an important relationship between the ALMO and the ‘ring-
fenced’ Housing funding arrangements that remain within the direct ambit of the 
Council. 

It should be noted that the finances of the Council are actively managed on an 
ongoing basis and that the adoption of this strategy will still require executive 
decisions to carry out any significant actions deriving from this strategy. 
 

2.  Executive summary 

2.1 Strategic challenges 

In common with all other Local and Central Government organisations Charnwood 
faces a challenging financial landscape.   

On 20 October 2010 the Government announced its Comprehensive Spending 
Review (CSR) which covers its spending plans for the next four years.  Included in 
the CSR was that the funds available from the Department for Communities and 
Local Government (CLG) to Local Authorities would be cut in cash terms by 21.8% 
over the next four years.  This cut is front loaded with the amounts for each year, 
excluding the Council Tax adjustment explained in section 5.1.1 below, being: 

2011-12: 10.7% 
2012-13: 6.4% 
2013-14: 0.9% 
2014-15: 5.6% 

 
In view of this a 21.8% cut in the Council’s Revenue Support Grant (RSG), also 
referred to as the Formula Grant, has been assumed as the central case for the 
MTFS.  However, whilst the CLG cuts are known in outline we will not know the 
precise effect on Charnwood until the CLG issues its grant determination for 2011-
12 in late November or early December 2010.  Therefore this MTFS also includes a 
Pessimistic case which assumes a 25% cut over the four years. 

In addition, to the cuts in grants the Council is also faced with a very sluggish 
property market which impacts on the level of both capital and revenue income it 
can expect to receive from areas such as Planning Fees, Land Charges and Building 
Control fees as well as capital receipts from the sale of land and buildings.  As well as 
this there are fewer opportunities to utilise funds from Section 106 agreements with 
property developers.   

From a low base in 2009 inflation has now risen and this has a negative impact on the 
council’s expenditure with pressure on the cost of supplies and services.  This effect 
is exacerbated by the reduced income from the Council’s investments due to much 
lower interest rates and a limited range of suitable institutions with which to invest. 

A further impact of the UK’s economic problems has been the effect on the 
Council’s pension scheme.  The value of its assets and anticipated returns have fallen 
whilst the level of liability continues to rise primarily due to the increasing longevity 
of pensioners. 
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On a more positive note, whilst many people in Charnwood have been affected by 
the downturn this has not adversely affected the collection rate for Council Tax or 
the collection of Council house rents.  The latter may well be affected in the future 
though by the Government’s plans to restrict Housing Benefit. 

In the corporate sector there is a similar picture with the turnover of tenants in the 
council’s industrial units being at a similar rate to previous years and no particular 
increase in the level of arrears and bad debts on these units. 

Two additional areas of uncertainty are the Government’s plans to change both the 
RSG system and the Housing Subsidy system.  Whilst there is general agreement for 
the need to change both these systems it is not possible to predict the likely effect 
on Charnwood’s finances until all the details are known and therefore this MTFS has 
assumed the systems remain as they are at present. 

2.2 Charnwood’s challenges 

As can be seen from the ‘Central Case’ set out in section 5, the General Fund is 
predicted to have an ongoing deficit of £947k in 2011-12 rising to £2,491k in 2014-
15.  If no actions were taken and government grants stabilised at around the 2014-15 
level then Charnwood would face an ongoing deficit in the region of £2.5m each 
year. 

If the Council decided to try and cover the deficits through use of its reserves then 
these would run out completely in 2014-15 and the Council would still be faced with 
a £2.5m annual deficit.  Therefore this option is neither feasible or sustainable. 

Accordingly, Charnwood must seek to eliminate this deficit and it intends to do this 
by a variety of actions which will include: 

• Increasing its income by reviewing charging levels and increasing volumes by 
either charging for services which are free at present or increasing the 
volume of items sold.  It will also lobby, together with other councils, for 
central government to relax or stop its setting of various fee levels nationally, 
such as planning fees.  This would then allow the council to set fees at levels 
that are appropriate for the borough rather than having them imposed 
nationally. 

• Another opportunity is to increase rental income by sub-letting the whole or 
parts of existing properties to other organisations and businesses.  This 
policy is actively being pursued at present as is evidenced by the letting of the 
Old Magistrates Court and parts of the Council’s Southfields offices. 

• Stopping or reducing services which are non-statutory and which the council 
has agreed to provide over time but is not obliged to do so.  Opportunities 
to pass these services over to other parties, such as the third sector, other 
government bodies and the private sector, would be explored in these 
circumstances rather than just stopping the particular service.  Similarly, 
Charnwood would also investigate the possibility of working with these types 
of bodies if that would help to reduce costs and protect the service.  In 
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addition, the council will continue to examine its cost base in a systematic 
and thorough way in order to achieve savings. 

• Reducing the amount spent on statutory services.  Whilst these must be 
provided there is the opportunity to review their efficiency and also the level 
at which they are provided. 

• Seeking cost effective opportunities to outsource and/or share both front and 
back office services.  Due to the procurement regulations under which the 
council operates, this can be a lengthy process that often also requires initial 
investment on advisers etc.  As can be seen from the Central Case in section 
5 the level of savings required starts at 5.1% in 2011-12 and rises to 13.2% in 
2014-15 so there is a short timescale in which to achieve this.  Reserves may 
be used in the early years to finance these initiatives and cover any short 
term deficits.  In addition, the Council will investigate whether it can access a 
£200m fund established by central government to accelerate reforms of local 
services in 2011-12. 

Whilst these cuts will have to be made the Council will always seek to maintain 
frontline services and activities that are valued by its residents wherever possible.  In 
addition, the Council will consider the impact of its changes on different groups in 
society and its own workforce. 

The other major financial challenge of the Council, as set out in last year’s MTFS, is 
to rebuild its Housing Revenue Account balance.  At the end of March 2010 this 
stood at £226k, an increase of £207k on the previous year.  This is the equivalent of 
£38 per dwelling and the Council would normally expect this balance to be around 
£110 per dwelling or £643k in total.  This strategy assumes that this balance will be 
rebuilt to this level by the end of March 2013 through reducing costs and increasing 
the level of rental income by reducing rent losses through properties being empty. 

Included in the CSR was the government’s commitment to scrap the current 
Housing Revenue subsidy system.  However, details are not yet available so the 
changes have not been incorporated into this MTFS.  

3. Financial and economic context 

The general financial situation of both the UK government and the UK itself have 
been widely covered in the media and this strategy will not go over this ground 
again. 
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The direct effects on Charnwood’s finances in 2009-10 of the continuing economic 
problems are shown below: 

Planning Fees Income Still at the same level as 2006/07 

Building Control Income This is running at 20% (£115K) below the 2006/07 
level 

Land Charges This is still 50% (£203k) below the 2006/07 level 

Interest Received Interest is 83% (£1.2m) below the 2006/07 level. 

 

Whilst cost reductions have been made where possible to mitigate these shortfalls it 
is not possible to realise corresponding savings in respect of interest.   

There has been no material improvement in any of these items in 2010-11.  The level 
of interest receivable continues to be a concern due to the historically low interest 
rates and the more limited choice of institutions available to the Council.  The 
budgeted decrease in interest receivable in 2010-11 compared with that actually 
received in 2008/09 is £1,393k and this estimate is higher than the actual interest 
received to date so far in 2010-11.  Original interest rate predictions made by 
economists for 2010-11have been revised downwards due to the continuing weak 
economy.  This pattern also applies to subsequent years so it is unlikely that rapid 
increases in interest receipts will help to alleviate the other funding shortfalls. 

Another factor that has been affecting the Council’s finances is the cost of 
Concessionary Travel.  From 1 April 2011 this will become the responsibility of 
Leicestershire County Council.  However, although the costs will be removed so will 
central government funding and, due to the methodology they employ, Charnwood 
may lose more funding than it actually spends on Concessionary Travel.   

The downturn in the property market has also resulted in a continued fall in the 
value of receipts from the sale of Council houses.  In 2009/10 sales were £84k lower 
than 2008/09 and this followed a £101k fall in 2008/09.  However, the trend in 2010-
11 is more promising but due to the low numbers of properties being sold it is 
difficult to extrapolate for the full year. 

Recent trends in Local Government for increasing expectations of service delivery 
will have to be reassessed in an environment where Central Government funding is 
falling dramatically, and the Council’s ability to materially increase its own revenue 
streams is very limited.  

Overall, Charnwood Borough Council faces an extremely challenging 
financial landscape, in common with other Local Authorities, and this is 
reflected in the financial projections contained in this strategy. 
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4. Corporate planning and the capital plan 

4.1 Corporate planning 
 
The Corporate Plan outlines the Council’s aims and objectives in the medium and 
longer terms, articulates the Council’s service delivery aspirations and sets out how 
Charnwood will work together with partner organisations to deliver the range of 
services that the residents of Charnwood expect. 
 
The Corporate Plan provides a framework from which individual service delivery and 
service enhancement plans, and the Capital Plan, are developed. The Council also 
develops a set of enabling or ‘cross-cutting’ plans, one of which is the Medium Term 
Financial Strategy, that underpin the service delivery and service enhancement plans. 
Other cross-cutting plans cover Equality and Diversity, Workforce, Property and 
Information Technology. 
 
All of these plans inform, and are informed by, the MTFS and are developed on an 
interdependent basis to ensure that they reflect each other and provide a set of 
coherent, achievable and affordable plans to achieve corporate priorities. 
 
4.2 Consulting with citizens and partner organisations 
 
The Corporate Plan is the main vehicle by which the Council consults with citizens 
in order to develop its priorities, aims and objectives. Other plans, including the 
Financial Strategy, and also the Council’s budget, are developed as enablers of the 
Corporate Plan and do not introduce additional service delivery priorities. Hence, 
the Council does not generally engage in wider consultation on enabling plans and 
strategies. 
 
4.3 Capital Plan 
 
Despite the uncertain economic climate Charnwood has an ambitious Capital Plan 
which runs through to March 2012 and reflects the strategic priorities of the 
Council.  In particular, the plan envisages major expenditure in line with its Decent 
Homes strategy and the Loughborough Eastern Gateway project which, together 
with various partners, will deliver affordable housing, improved public transport links 
and much better road access to Loughborough.  In addition, there is nearly £3m 
available to private tenants and householders for house improvements and disabled 
adaptations during the period until 31 March 2012. 
 
The two year Capital Plan to the end of March 2012 has a gross spend of £22.6m 
with £17.1m of external funding.  The remaining £5.5m is being funded from capital 
receipts which the Council has either already received or expects to receive over 
the period to 31 March 2012.  On present trends the availability of new capital 
receipts after March 2012 will be much lower and this will result in a reduced level 
of capital investment in the borough by the Council. 
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4.4 Council transformation 
 
Charnwood continues to transform itself as a Council through the outsourcing of 
functions to external service providers, sharing services with neighbouring local 
authorities and searching for other arrangements in order to underpin the 
Corporate Plan. The management of council houses has rested with Charnwood 
Neighbourhood Housing Ltd (CNH) since December 2007 and the provision of the 
Council’s Housing Benefits, Council Tax and NNDR collection services has been 
outsourced to a private sector provider.  Other services, such as Property 
Management and Communications are shared with other local councils.  In staff 
terms, Charnwood’s head count has reduced to 440 people from over 710 in 2007 
before the transfer of staff to CNH. 
 
This smaller organisation was designed to deliver operational improvements 
alongside cost savings.  However, the level of reduction of grants from central 
government will require the need to maintain financial flexibility within the reduced 
direct cost base. 
 
5 The Financial Strategy 
 
This Financial Strategy considers the financial outlook for the Council in the medium 
term and for the purposes of the financial projections we have concluded that the 
medium term constitutes the four financial years ending 31 March 2015. This period 
is not coterminous with the current Corporate Plan which runs through to 2012 but 
will be used in conjunction with that Plan to ensure, where achievable, that the 
Council’s priorities are adequately funded to provide the level of service envisaged 
by that Plan. 
 
This section focuses on the Council’s ‘General Fund’, essentially all aspects of 
Council finances except for the ring fenced specific funding relating to the Housing 
Revenue Account (HRA). The HRA is considered in section 6. 
 
This section considers in turn: 

• Sources of finance 
• Assumptions underpinning the four-year financial projections 
• A summary of four-year financial projections 
• The impact on service delivery 

 
5.1 Sources of finance 
 
In creating the Financial Strategy the following sources of funding for service delivery 
and service enhancements were considered: 

• Council Tax precepts (including the Loughborough Special Rate) 
• Government grant income 
• Charging for services 
• Use of existing financial resources (‘balances’) built up over time 
• Prudential borrowing 
• Investment income 
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5.1.1 Council Tax 
 
There is understandable resistance from local citizens to any significant increases in 
Council Tax and the current administration is committed to restricting growth in the 
Charnwood Council Tax precept.  Central Government is also very sensitive to 
significant increases in this tax and is considering introducing a requirement that any 
large increases are approved by Council Tax payers in a local referendum. 
 
The CSR contains a provision that if Councils freeze Council Tax for 2011-12 then 
the central government will compensate them for the loss of this income, equivalent 
to a 2.5% rise, for the four years of the CSR.  This MTFS assumes that Charnwood 
will take up this offer in order to reduce the effects of the recession on its Council 
Tax payers.  The government’s offer does not include the Loughborough Special 
Rate. 
 
In comparison to other Districts, Charnwood Borough Council’s Council Tax 
charges are amongst the lowest in the country as the data from the Department of 
Communities and Local Government below illustrates: 
 
Table 1: Comparison of District Band D Council Tax charges 2010/11 
 
                  
       

   

District 
Council 

Tax 
Band D 

Rank 
(of 

201) 
  

District 
Council 

Tax 
Band D 

Rank 
(of 

201) 

  

  National Picture    
Leicestershire 
Authorities     

  Lowest         
  Breckland £68 1  Hinckley & Bosworth £112 9   

  West Oxfordshire £82 2  Charnwood £125 23   

  Hambleton £89 3  Blaby £138 43   

      Harborough £170 112   

  Charnwood £125 23  Melton £179 129   

      
North West 
Leicestershire £180 135   

  Median    Oadby & Wigston £203 169   
  Epsom & Ewell £163 100       
  Chelmsford £163 101       
  South Holland £164 102  Source - Department for Communities and Local Government 
        

  Highest    

* Calculation includes Band D and Share of 
Loughborough Special Rate (or Equivalent) spread 
across whole tax base   

  
Weymouth & 
Portland £268 199       

  Adur £274 200       
  Ipswich £313 201       
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Despite Charnwood’s low tax base it is assumed that increases of only 2.50% will be 
levied in the later three years of the Financial Strategy. 
 
The annual inflation rate over the past four years from 2007 to 2010 (Consumer 
Price Index,’CPI’, increases for twelve months to the end of September) have been 
1.8%, 5.2%, 1.1% and 3.1%.  Charnwood’s Council Tax increases, including the 
Loughborough Special Rate, for the past four years have been 4.9%, 4.9%, 3.2% and 
1.9%.  Excluding the Loughborough Special Rate, Charnwood’s borough wide 
increases have been 2.5%, 2.5%, 3.5% and 2.0% and therefore have been below 
inflation overall for these last four years. 
 
The actual amount of Council Tax collected may also vary in line with the tax base, 
essentially the number of properties against which Council Tax is levied. However, 
this variation is considered unlikely to be significant during the life of the Financial 
Strategy. 
 
5.1.2 Loughborough Special Rate 
 
The town of Loughborough does not have the equivalent of a Town Council and the 
role that such an organisation would fulfill is undertaken by Charnwood Borough 
Council.  
 
The Loughborough Special Rate is levied on residents of Loughborough by the 
Borough Council and is used for activities specifically related to Loughborough town. 
This set of activities is comparable to those performed by Towns and Parishes and 
used by other Councils in equivalent situations.  These activities have been validated 
by the Council and include maintenance of parks, cemeteries and memorials, 
management of allotments and costs associated with the Loughborough Fair and 
festive decorations.  A full list of activities is set out in the Budget Book issued by the 
Council each year and available at: 
 
http://www.charnwood.gov.uk/files/documents/budget_book_2010_111/Budget%20B
ook%202010-11.pdf 
 
Historically, the Loughborough Special Rate has been volatile reflecting the time lag 
between the expenditure outturns and determination of the rate. Changes in 
accounting processes and management of expenditure have reduced this volatility 
and for the purposes of the MTFS the Special Rate is assumed to increase by 2.5% 
per annum, which is in line with main Council Tax charge for the last three years of 
the strategy. 
 
It should be noted that when the government calculates the level of increase, year 
on year, on Charnwood’s Council Tax it includes both the main Borough charge and 
the Loughborough Special Rate. 
 
5.1.3 Government grant income 
 
The Council receives approximately two-thirds of its income through formula grants 
from Central Government, principally the centrally allocated share of National Non-
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Domestic Rates and the Rate Support Grant. The grants for financial years 2009/10 
and 2010/11 were determined as part of the Comprehensive Spending Review of 
autumn 2007 and showed minimal inflationary growth. 
 
However, as mentioned above, the government announced on 20 October 2010 that 
there would be cuts to the CLG’s formula grants to councils of 21.8% over the next 
four years.  These reductions are front loaded and the year on year deductions are 
shown in table 2 below. 

 
The rates of reduction shown are in respect of the base grant and do not take into 
account the grant in respect of a council tax freeze as explained in section 5.1.1 
above.  The base grant is that received in 2010-11 less an assumed deduction for the 
transfer of responsibility for Concessionary Travel in April 2011. 
 
The Pessimistic case in Appendix 1 assumes an overall reduction of 25% over the 
four years to reflect the potential downside caused by the vagaries of the formula 
grant calculation.  The Optimistic case in Appendix 2 is based on the same reduction 
level as the central case as there is not expected to be any upside for these 
projections.  We will not know the precise effect on Charnwood’s grants until the 
final determination is announced in late November or December 2010. 
 
Table 2: Formula grant income 
 
 2011-12 2012-13 2013-14 2014-15 
 Estimate Estimate Estimate Estimate 
Formula Grant £10,400k £9,743k £9,661k £9,128k 
Decrease on Prior Year, 
excl Concessionary 
Travel adjustment and 
Council Tax freeze 
adjustment. 

10.7% 6.4% 0.9% 5.6% 

 
5.1.4 Charging for services 
 
In common with other authorities Charnwood makes a charge to users for certain 
services provided in areas such as leisure centre admissions, building control and car 
parking. Generally, due to the restrictions placed on Local Government 
organisations by regulation and the impact of the economic cycle it is not always easy 
to actively manage the income from service charges. 
 
In Charnwood, charging structures tend to be developed within services on a service 
specific basis having regard to objectives such as recycling rates (which informs 
charges set for garden waste collection) and supporting local businesses (which 
informs car parking charges) as well as pure income generation. 
 
The current rate of Value Added Tax (VAT) increases in January 2011 to 20% from 
17.5%.  Therefore, for those services that include VAT an increase of over 2.1% is 
required just to leave the council in the same position.  As mentioned above the 
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council will be carefully reviewing the prices it charges for services in order that it is 
competitive and optimises its revenue. 
 
Generally, the Financial Strategy reflects the impact of the economic environment on 
income generation but does not seek to influence income generation activities. 
 
5.1.5 Use of existing financial resources 
 
Currently, Charnwood retains a number of ‘balances’ on its balance sheet, 
representing amounts that the Council may use to deliver or enhance Council 
services.  Broadly, these are of three types: 
 

• The General Fund balance that can be used to fund any type of expenditure 
• Balances that may be used to fund any type of expenditure but which have 

been earmarked for specific uses by the Council, and 
• Balances that are restricted in use by Government regulation that can be 

used to fund only specific types of expenditure, usually of a capital nature.  
 

There are also other balances on the Council’s balance sheet created as a result of 
Government regulation or accounting rules. These balances may not be used to fund 
expenditure of any type.  
 
In recent years Charnwood has made substantial investments in service delivery but 
the availability of financial resources is now very limited and the Strategy therefore 
assumes that: 
 

• The General Fund balance will be maintained at a level not less than a value 
of £1m in line with good practice (discussed in more detail at section 7);  

• The Reinvestment Reserve (an earmarked reserve) will be maintained to 
enable investment in services and will not reduce below a level of £500k.  It 
should be noted that there might be transfers between these reserves during 
the period covered by this Strategy; 

• Other earmarked reserves, such as Local Authority Business Growth 
Incentive Scheme (LABGI) and Planning Delivery Grant Reserve, will be 
utilised during the period of the MTFS as appropriate. 

 
Due to the front loading of the cuts, consideration will be given to utilising reserves 
in the short term in order that services can be restructured in a cost effective and 
efficient manner so that the council has a sustainable base for the future.  Major 
outsourcing of services also requires initial investment due to the complex 
procurement rules that the council has to operate under and such one-off costs may 
also be met from reserves.  The central case assumes a neutral use of reserves so 
that they will continue to be available, if required, for the uses mentioned above. 
   
 
5.1.6 Usable Capital Receipts Reserve 
 
The Usable Capital Receipts Reserve represents the proceeds of asset sales available 
to meet future capital expenditure. The use of this reserve is restricted for 
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application on items of a capital nature.  Being less flexible than other reserves, 
Charnwood have a policy of applying the Usable Capital Receipts Reserve as first 
preference when financing capital schemes. 
 
The historical proceeds of significant asset sales notably that of Maxwell Drive, 
created a healthy Usable Capital Receipts Reserve for the Council.  Currently 
however, the prospects for capital receipts are weak; sales of Charnwood council 
houses to tenants have been significantly affected by the ‘credit crunch’ whilst the 
sale of land for housing or other development is restricted by the adverse economic 
conditions and financial weakness within the construction industry.  In the year to 31 
March 2010, there were capital receipts of £1,029k (excluding council house sales) 
and there have been receipts so far in 2010-11 of £220k.  However, with the 
Council funding some £5m of capital expenditure over the next two years the level 
of Usable Capital Receipts is predicted to reduce to under £1m by March 2015 from 
its level of £5.6m at 31 March 2010. 
 
Within Charnwood a well-established process exists for the management of the 
capital plan.  For the purpose of the Financial Strategy we are therefore able to 
assume that sufficient resources exist, or will be generated, to finance all 
uncompleted schemes within the current Capital Plan.  Funding required beyond this 
point will rely on the Council’s ability to generate new and significant capital receipts 
from asset sales (deemed unlikely given the economic outlook) or Prudential 
Borrowing, which is discussed further below. 
 
5.1.7 Use of Prudential Borrowing 
 
Charnwood has been able to avoid the use of borrowing in recent years. Whilst 
funds could be raised for investment purposes, the interest and principal payable on 
such loans would be a ‘revenue’ charge to the Council that would impinge upon 
funds available for day to day service delivery. 
 
Other councils are now starting to make increasing use of Prudential Borrowing to 
finance their capital programmes as capital receipts have dried up. This option is a 
possibility for Charnwood but given the availability of internal sources of funding, and 
the additional pressure that borrowing would place on funds available for day to day 
service delivery, there are no general plans to engage in prudential borrowing in the 
medium term. 
 
5.1.8 Use of Prudential Borrowing regarding the Decent Homes strategy 
 
The Council did, however, plan to undertake substantial Prudential Borrowing in line 
with its ‘Decent Homes’ strategy. This strategy was dependent on the business plan 
for CNH which aimed to achieve ‘Two Star’ status for its housing management 
service in early 2010.  This target was not met and a new inspection is expected in 
2011. 
 
The government does intend to continue with a Decent Homes programme but the 
details have still to be clarified.  A further complication is that the whole Housing 
Revenue Account Subsidy system is under review and this will completely change the 
basis of the funding of the council’s housing.  Accordingly, this strategy has not tried 
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to second guess the outcome of that review and there are no provisions included for 
major borrowing to fund Decent Homes or other programmes. 
 
5.1.9 Investment strategy 
 
Charnwood Borough Council holds substantial short-term investments, principally 
cash deposited for short periods on money markets.  In recent years these have had 
a value in the range of £20m - £30m at any point in time.  Broadly, these amounts 
represent a combination of Council Reserves (such as funds earmarked to fund the 
Capital Plan) and Council Tax collected on behalf of the County Council, local police 
and fire authorities, and parishes.  The investment income generated from these 
balances is an important source of funding for the Council. 
 
The Council generated £241k in 2009/10 from this compared to over £1.7m in 
2008/09.  As mentioned earlier, the current interest rate outlook combined with 
reducing cash balances (as the capital plan is implemented) and the more restrictive 
investment policy in the light of current bank credit ratings will result in this level of 
income being much reduced over the four years of the Strategy.  
 
Treasury management strategies and policies are discussed in detail at section 7. 
 
5.2 Assumptions underpinning the four-year financial projections 
 
The projections presented use the latest budget numbers available adjusted for 
known ‘one-off’ items of income and expenditure. These numbers are then 
projected across future years using a number of detailed assumptions around 
increases and decreases in the various types of income and expenditure. Certain key 
assumptions, those considered to be materially significant in the construction of the 
Financial Strategy, have been used to model different financial scenarios – the 
Pessimistic Case, the Central Case and the Optimistic Case. These key assumptions 
are discussed below. 
 
5.2.1 Council Tax and Loughborough Special Rate increases 
 
Council Tax rises are envisaged at 2.50% per annum in the last three years of the 
Financial Strategy as described previously.  There will be a freeze in 2011-12 which 
will be subsidised by central government. The Loughborough Special Rate is 
expected to increase at the same rate over this period, with a freeze in 2011-12. 
 
5.2.2 Inflation rates 
 
Different inflation rates have been applied to varying types of income and 
expenditure with an overall rate of 2% being used.  The principal cost type within the 
Council are those relating to staff. The models assume that salary inflation will 
mirror the strength of public finances and the wider economy and the Central Case 
reflects this with salary inflation restricted to nil in both  2011-12 and 2012-13 and 
2.0% in subsequent two years of the Strategy.  However, there is an impending 1% 
increase in employer’s National Insurance due in 2011 as well as increases to the 
Council’s pension contributions as shown in table 3 below. 
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5.2.3 Income 
 
Three of the Council’s major property related income streams - Development 
Control, Building Control and Land Charges - have shown either no growth or sharp 
falls in response to deterioration in the wider economy.  The Central Case assumes 
that the current weak demand for these services continues through 2011-12 and 
then very modest increases are forecast for the remaining three years. 
 
Other income streams such as the sale of recyclate materials and recycling credits 
are dependent on market conditions for the former and the level of landfill tax for 
the latter.  Whilst the Council seeks to maximise these amounts it cannot set 
arbitrary prices that are out of line with these external conditions. 
  
5.2.4 Concessionary travel costs 
 
The Council requirement to operate a concessionary travel scheme ends on 1 April 
2011 when this responsibility will transfer to Leicestershire County Council.  Whilst 
this will reduce costs there will also be a similar reduction in the amount of grant 
received from central government.  As mentioned above the reduction in the level of 
the government grant has not been confirmed yet but was subject to consultation.  
The council’s response to this consultation was that the amount of reduction in the 
grant should match the level of cost that was no longer required rather than an 
arbitrary sum calculated through a complex mathematical model. 
 
In summary, we do still not know whether this will have a positive or negative effect 
on the council’s finances and a broadly neutral effect has been assumed for the 
Central Case. 
 
5.2.5 Environmental Services and other contract costs 
 
The Council’s environmental services, fleet and recyclate processing contracts were 
re-tendered in 2009 and the strategy reflects the anticipated costs of these services 
in line with the contracts. 
 
5.2.6 CNH Service Level Agreements (SLA) 
 
CNH, the Council’s housing management subsidiary, currently uses the Council to 
provide some of their support services.  CNH is required to seek best value in 
procurement for all of its services and reviews these services on a periodic basis.  
The Strategy assumes that the remaining services will continue to be provided in line 
with the current SLAs as no termination notices have been received. 
 
5.2.7 Outsourced and shared services 
 
The Central Case assumes that savings are achieved in line with projections included 
in the pricing schedules etc of the various contracts and agreements. 
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5.2.8 Interest rates 
 
The outlook for interest rates is relatively settled but at a very low rate historically.  
Our expectations are that interest rates will remain generally low across the period 
of the Financial Strategy but will vary in line with the outlook for economic growth 
and inflation at any particular point in time.  
 
Views on interest rates from the Council’s advisers are that the 0.5% base rate will 
continue until mid-2011 and then increase in steps to 1.25% by March 2012 and then 
to 3.0% in 2013.  These predicted increases are much slower than those indicated a 
year ago due to the slowness of the economic recovery in the UK and other major 
nations such as the USA and France.  For the purposes of the Central Case we 
assume that returns on our investments for 2011-12 will be 0.92%, rising to 1.95% in 
2012-13 and 3.40% in both 2013-14 and 2014-15. 
 
5.2.9 Capital charges 
 
Capital charges are effectively the depreciation charged each year on fixed assets 
used by the Council to provide its services.    In addition, they include any charges 
that cover the situation where the Council has used capital to provide an asset  
which it does not use in its own services, for example a capital grant to a parish.  
Under current regulations these charges are not taken into account when setting the 
Council Tax and are deducted from the Net Service Expenditure used in the Central 
and other cases. 
 
5.2.10 Assumptions 
 
Table 3: Summary of assumptions for Central Case 
 

Summary of Assumptions - Central Case          2011/12 2012/13 2013/14 2014/15

Council Tax - % increase 0.00% 2.50% 2.50% 2.50%
Loughborough Special Rate - % increase 2.50% 2.50% 2.50% 2.50%
Inflation Rate Applied to Salaries  - % increase 0.00% 0.00% 2.00% 2.00%
Central Government Grants (Reduction) % -10.70% -6.40% -0.90% -5.60%
Interest Rates - average for CBC - internal and 
external investments 0.92% 1.95% 3.40% 3.40%
Increase in the Council's Pension contributions 2.00% 1.00% 1.00% 2.00%

 
The assumptions for the Pessimistic and Optimistic Case scenarios together with the 
associated summaries of four-year financial projections are set out at Appendices I 
and 2 respectively. 
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5.3 Summary of four-year financial projections – Central Case 
 
Set out below is the Central Case based on the assumptions outlined in the previous 
paragraphs: 
 
Table 4: Financial Projection - Central Case 
 
  Central Case - General Fund   2011/12  2012/13   2013/14  2014/15  
    £000  £000  £000  £000  
            
  Net service expenditure  20,386 20,413  20,876 21,486  
  Less: Capital charges  (2,301) (2,301)  (2,301) (2,301)  
           
    18,085 18,112  18,575 19,185  
      
  Interest payable  235 235  235 235  
  Interest (receivable)  (190) (370)  (635) (640)  
    18,130 17,977  18,175 18,780  
       
  Contribution to Capital Programmes 170 170  170 170  
       
  Total net expenditure  18,300 18,147  18,345 18,950  
       
  Financing strategy     
  Council tax   (5,534)  (5,673)  (5,815)  (5,960)  
  Loughborough Special Rate  (1,249)  (1,281)  (1,313)  (1,346)  
  Formula grants  (10,400) (9,743)  (9,661)  (9,128)  
  Concessionary travel grant  0 0  0  0  
  Total income  (17,183) (16,697)  (16,789)  (16,434)  

  
Total net expenditure (from 
above)  18,300 18,147  18,345 18,950  

  Funding shortfall  1,117 1,450  1,556 2,516  
  Financed by:       
  Planned use of balances  (150) 0  0  0  
  Surplus on collection fund  (20) (25)  (25)  (25)  
  Change to use of balances  0 0  0  0  

  
(Ongoing Savings Required 
2011/12) (947) (947)  (947) (947)  

  
(Ongoing Savings Required 
2012/13) 0 (479)  (479) (479)  

  
(Ongoing Savings Required 
2013/14) 0 0  (106) (106)  

  
(Ongoing Savings Required 
2014/15) 0 0  0 (960)  

         
    0 0  0 0  
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  Revenue Balances   2011/12  2012/13   2013/14  2014/15  
    £000  £000  £000  £000  
  Balances brought forward  4,413  4,263  4,263  4,263  
            
  Net use of balances as above  (150)  0  0  0  
            
  Balances carried forward  4,263  4,263  4,263  4,263  
            
             
  Working Balances  3,080  3,080  3,080  3,080  
  Reinvestment Reserve  563  563  563  563  
  Other Revenue Reserves  620  620  620  620  
    4,263  4,263  4,263  4,263  
                   

 
Summary balance sheets reflecting the above case and the effect on balances shown 
below are included in Appendix 3.  Whilst the Council does not use its balance sheet 
to support credit ratings or seek finance they are an important document and are 
included for completeness.  It should be noted that the balance sheets and the 
revenue information are all presented in line with the current accounting regime 
under which the Council operates rather than the forthcoming International 
Financial Reporting Standards. 
 
5.4 Financial Strategy Central Case financial projection – comments and 
implications 
 
The main implications of the Central Case projection are that: 
 

• Whilst the projections show that the shortfalls could be funded from 
reserves for the first three years, this is not a sustainable solution as reserves 
would become negative by £2.1m in 2014-15 which is not permitted. 

• Structural alteration to the Council’s net cost base is needed of 
approximately £2.5m per annum by 2014-15. 

• This imbalance of £2.5m between revenue and expenditure must be primarily 
resolved by reducing expenditure as there is not the potential to increase 
income by this amount.  Whilst there may be increases in income in the 
future they will not be sufficient to cover this shortfall.  

• The Central Case projections essentially assume an extended period of weak 
economic activity but no further significant deterioration in economic 
outlook. 

 
Pessimistic and Optimistic Cases are presented in the appendices to this document.  

Page 19 of 31 



6 The Housing Revenue Account 
 
The Housing Revenue Account (or HRA) is a ‘ring fenced’ set of transactions that sit 
within the wider financial records of the Council. The principal components of the 
Charnwood Borough Council HRA are: 
 
Income 

• Rental income from council housing £17.0m 
• Other rents (shops, land and garages) £0.3m 
• Service charges of various descriptions £1.1m 
• ‘Major Repairs Allowance’ – for capital expenditure £3.7m 

 
Expenditure 

• Supervision and management (including allocations) £1.2m 
• Depreciation on housing stock £4.0m 
• CNH management fee £9.2m 
• ‘Negative Housing Subsidy’ – payable to Government £7.3m 

 
There is a surplus or deficit on the HRA each year which is added to the brought 
forward HRA balance.  This balance should always be in surplus and at 31 March 
2010 it was £226k against a target balance of £643k. It is unlawful for the HRA to fall 
into deficit and the implications of this for the Council’s Decent Homes strategy 
would be grave.  Rebuilding this balance is therefore a priority; however the nature 
of the HRA means that the Council has very limited options in doing this.  
 
Rent increases are constrained by Central Government whilst the Negative Housing 
Subsidy is also calculated by, and payable to, Central Government.  The calculation 
of this is complex and the government have announced, that following consultation, 
it will scrap the way Housing Revenue Accounts operate and especially the subsidy 
system.  The timescales for this are now expected to be commencement in 2011 but 
further detailed information is still to be made public.  At present councils either 
receive a subsidy based on their calculated ’needs’ or, as in Charnwood’s case, they 
pay a negative subsidy to the government which is redistributed to the ‘needy’ 
councils. 
 
Under the proposed measures the government might still control rents but councils 
would retain all their rental income and could spend it as they see fit, though it 
would still have to be spent on housing and not become a contribution to the 
General Fund.  However, the government has a notional debt of £25bn in relation to 
housing and it wants to reallocate this in some form or other as part of this 
loosening of the subsidy regime.  At present it is not possible to calculate the precise 
effect of this on Charnwood as firm details are still awaited and we cannot accurately 
plan for this potential change at the moment.   
 
In view of this, and bearing in mind that it is not allowable for the HRA to receive 
funding from the General Fund, the main avenue to rebuild the HRA balance is 
through a reduction in the level of the CNH management fee.  This fee had a one-off 
increase in 2010-11 and no further increase is expected until the HRA balance is 
rebuilt to its target level.  In addition, attention continues to be focused on reducing 

Page 20 of 31 



the level of rents lost through properties being empty.  This initiative has reduced 
the average time that each property is empty and thus reduced the amount of rent 
lost. 
 
This strategy for addressing the low level of the HRA balance is not undertaken 
lightly and it is understood that CNH’s ability to achieve its business plan, and in 
particular ‘Two Star’ status for its housing management service in 2011 (a key 
component of the Council’s Decent Homes strategy), may be compromised.  CNH 
also has to focus on its own activities to ensure that losses do not continue and that 
the deficit in its first 28 months of activity is reversed over a reasonable time period. 
 
The Council is working closely with CNH to mitigate the impact of required 
restrictions on the level of the management fee. 
 
7 Principal financial policies and processes 
 
7.1 General 
 
The Council at all times seeks to comply with relevant guidelines and regulations and 
strive for best practice in managing its accounting processes and presenting its 
statement of accounts.  In particular the Council recognises the importance of 
proper administration of its financial affairs as required by Section 151 of the Local 
Government Act 1972, the requirement to set a balanced budget on an annual basis 
and the requirement to present fairly the Council’s statement of accounts in line 
with the CIPFA Code of Practice on Local Authority Accounting.  The Council 
received an unqualified audit report for its accounts for the year ended 31 March 
2010. 
 
7.1.1 Annual budget 
 
Charnwood sets a balanced budget on an annual basis as required by legislation.  
Budgetary control is obtained through the detailed compilations of budgets within 
closely specified parameters; once approved, the detailed budgets confirm Council’s 
authority for Directors to incur such expenditure on behalf of the Council.  
 
Historically, the Council has used incremental budgeting, which is the most 
widespread technique in use.  In incremental budgeting amounts are added each year 
for inflation, where applicable, or additional service growth. This is generally the 
lowest cost method in terms of budgetary processes but can be argued to lack 
appropriate challenge of the base position. Other budgetary processes, such as 
priority based budgeting, are more time consuming but do offer a structured 
opportunity to challenge the base position.  A prioritisation exercise is currently 
underway which will be in effect a half way house between full priority based budgets 
and the current process and is expected to provide broad guidelines for the 
Council’s preferred spending options in 2011-12 onwards. 
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7.1.2 Revenue budget monitoring targets 
 
The Council recognises the importance of avoiding material over or under spending 
against the revenue budget. It is widely understood that over spending against 
budgets is unacceptable; however, material under spending should also be avoided as 
it implies that services that could have been provided to citizens have not been 
delivered.  Clearly, there are always specific circumstances within individual services 
that result in legitimate over or under spending but overall the actual outturn 
expenditure should correlate closely to that budgeted. 
 
Charnwood therefore has a target that the revenue outturn will be within 2% of the 
controllable service expenditure budget.  This is in line with generally accepted good 
practice. 
 
7.1.3 Virement and Carry Forward policies 
 
The Financial Regulations and Financial Procedures of the Council set out the 
parameters within which money may be reallocated, or ‘vired’, between budget 
headings.  These limits are reviewed periodically to ensure an appropriate balance 
between flexibility and control.  Virement between Directorates is much more 
restricted than virements within Directorates whilst money may not be 
vired from capital to revenue expenditure budgets. 
 
The ‘carry forward’ of budgets underspent into subsequent years is generally 
discouraged.  Budgets are only carried forward on an exceptional basis and are 
approved by Cabinet as part of the year end financial reporting process. 
 
7.1.4 Contingencies and use of reserves 
 
The Council should maintain a prudent approach to service planning and seek to 
avoid the use of reserves (or ‘balances’) to fund recurring revenue expenditure.  In 
principle the Council has operated this policy and without the central government 
cutbacks it would be able to set a balanced budget for the next three years.  If the 
RSG was maintained at its expected 2011-12 base level then the Council would have 
sufficient funds for its current services over the next four years. 
 
As mentioned above, whilst balances could be used for the next three years this is 
not sustainable and Service planning will need to reflect this. 
 
The Council does maintain a small contingency fund within the overall revenue 
budget reflecting financial risks identified during the service planning process. 
 
7.1.5 Balance of reserves 
 
The Council strives to maintain minimal balances on certain reserves to ensure that 
material financial shocks, such as might arise from some emergency scenario, can be 
absorbed by the organisation.  The objective of these balances is to ensure that no 
Council service would have to be reduced due to the occurrence of an event that 
requires an immediate resource. 
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The reserves in question are the General Fund and the Housing Revenue Account 
balance which relate to general Council services and housing services respectively. 
There are alternative good practice suggestions around the level at which the 
General Fund balance should be maintained. Examples of these suggest a level 
equating to between 1% and 5% of Gross Revenue expenditure or around 5% of Net 
Revenue expenditure. For Charnwood this would represent a balance of between 
£0.8m and £4.1m and informs the Council’s policy of maintaining a minimum General 
Fund balance of £1m. 
 
There are less good practice alternatives around the level at which the Housing 
Revenue Account be maintained.  Precedence suggests that the HRA balance be 
maintained at a level equivalent to £110 per council dwelling. This would represent a 
balance on the Housing Revenue Account of £643k against that of £226k existing at 
31 March 2010. This position must continue to improve and the rebuilding of this 
reserve up to a desirable level is an ongoing financial priority for the Council.   
The strategy for achieving this was discussed in section 6, and whilst rebuilding the 
HRA balance is a difficult task target balances for the HRA are set at: 

• 31 March 2012 £0.55m 
• 31 March 2013 £0.64m 
• 31 March 2014 £0.64m 
• 31 March 2015 £0.64m 

 
7.1.6 Treasury management 
 
Investment income is an important source of funding for the Council and restricting 
investment opportunities has significant financial consequences.  To put this into 
context, the safest home for the Council’s investments is the HM Treasury backed 
Debt Management Office (DMO).  However, the returns on investments in the 
DMO are very low for short term debt as they do not have a great demand for very 
short term funds.  Therefore, the Council must ensure that it achieves a reasonable 
rate of return whilst ensuring the security and liquidity of its investments. 
 
The Council had £1m deposited with Heritable Bank, the UK subsidiary of the failed 
Icelandic Bank Landsbanki. At this time it is anticipated that approximately 85% of 
this investment will be recovered and £428k has been received so far with a further 
payment of £42k expected in the remainder of 2010.  The full effects of this loss 
have already been provided for and no further provision is required in this MTFS. 
 
Revised treasury management operating guidelines combined with an updated 
treasury management strategy were approved in April 2010 and these allow the 
Council’s finance staff appropriate levels of latitude in the day to day management of 
treasury operations though the investment strategy is weighed towards security and 
liquidity of capital and will probably remain so for the foreseeable future. 
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8 Value for Money and efficiency savings 
 
A Value for Money (VFM) exercise across the organisation is underway and various 
services are being reviewed. 
 
Our view of VFM is as follows: 

• We (the Council) needs to ask ourselves whether we are doing the right 
things, whether we are doing the right things well and whether we could do 
things better 

• Doing the right things means demonstrating a clear link between resident 
consultation, priority setting, allocation of resources, efficient use of 
resources and effective outcomes 

• Evidenced through an embedded benchmarking process so that the Council 
will know whether it is doing things well. 

 
The Financial Strategy projections are quite clear in their implication; the Council 
needs to make significant savings against the current cost base.  In implementing any 
cost reduction measures the Council will always strive to minimise the impact on 
service delivery to its residents. 
  
The Government has recently announced that all national performance targets have 
been removed and it will be left to individual councils to decide what performance 
targets are relevant to their operations. Charnwood Borough Council will be 
reviewing its targets in the light of this change. 
 
9 Working with partners 
 
Working with partners of various types is an increasingly important theme across 
Local Government.  Charnwood has a tradition of providing grants to various 
community groups which will be continued.  However, we now seek to manage our 
relationships with these partner organisations more actively. In particular we seek to 
ensure: 

• Grant monies will be disbursed to support explicit objectives of the Council 
• Service level agreements with partner organisations are developed to allow 

the Council to monitor the delivery of outputs and demonstrate the 
achievement of the Council’s objectives through partnership working. 

 
9.1 Leicestershire Together 
 
Leicestershire Together describes itself as the ‘partnership of partnerships for 
Leicestershire’.  Charnwood Borough Council is committed to playing its part in the 
development of this partnership group. 
 
The Leicestershire Performance Framework (LPF) sets out the objectives of 
Leicestershire Together. Key LPF objectives towards which we direct significant 
financial resources include (references are those from the LPF): 

• 3.7: The housing needs of the people of Leicestershire are met 
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• 3.8: New developments are built to higher design, security and environmental 
standards 

• 4.3: Less waste is produced and a reduced proportion of this goes to Landfill 
• 6.1: Improved physical health, well-being and community cohesion through 

enhanced access to sport, recreation and cultural activities 
 

10 Risk assessment and mitigation 
 
10.1 Policies and procedures 
 
Charnwood actively manages and reviews its finances on an ongoing basis through 
the regular monthly process of monitoring revenue budgets. Risks are also formally 
assessed and recorded as part of the annual update of the Financial Strategy and at 
the setting of the full-year budgets.  In addition, Capital Expenditure is monitored 
periodically and reports made to the Senior Management Team, Cabinet and 
Performance Scrutiny Panel. 
 
Assessing risks on a regular basis allows these to be mitigated through the financial 
planning and budgeting processes. 
 
10.2 Risks identified 
 
The principal financial risks identified in the construction of the Strategy are as 
follows. The potential impact is assessed against the Central Case Financial Strategy 
projections: 
 
Table 5: Summary of principal financial risks over the four years identified: 
 

 Quantum of 
Income/Spend 

Risk Assessed Potential 
Annual Impact 

Property Related Income 
Streams 

£5.5m +/- 10% +/- £0.55m 

Staff Pay Award £52m + 1% +£0.52m 

Interest Rates £1.8m +/- 10% +/- £0.18m 

Government RSG Grants £38.9m -10% -£3.89m 
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Appendix 1 - Financial Strategy Projection – Pessimistic Case 
 
Compared to the Central Case the Pessimistic Case assumes an even less benign 
general economic situation and more downside events specific to Charnwood’s own 
position.  Except for the assumptions below, all other assumptions follow the 
Central Case: 

• Inflation at 3.0% per annum rather than 2.0% 
• Salary increases 0.5% and 1% higher than the Central Case for 2013-14 and 

2014-15 
• Concessionary travel reduction in RSG 24% higher costing £249k 
• The Central Government grant being cut by 25% over the four years rather 

than 21.8% 
• Interest rates on investments of 0.50%, 1.0%, 2.75% and 2.75% rather than 

those set out in Table 3 on page 17. 
 
Table A1.1: Pessimistic Case 
 
  Pessimistic Case - General Fund 2011/12  2012/13  2013/14  2014/15  
    £000  £000  £000  £000  
            
  Net service expenditure  20,431 20,458 20,986 21,668  
  Less: Capital charges  (2,301) (2,301) (2,301) (2,301)  
    18,130 18,157 18,685 19,367  
  Interest payable  235 235 235 235  
  Interest (receivable)  (104) (190) (515) (520)  
    18,261 18,202 18,405 19,082  
  Contribution to Capital Programmes 170 170 170 170  
  Total net expenditure  18,431 18,372 18,575 19,252  
      
  Financing strategy    
  Council tax   (5,534) (5,673) (5,815) (5,960)  
  Loughborough Special Rate  (1,249) (1,281) (1,313) (1,346)  
  Formula grants  (10,180) (9,537)  (9,170)  (8,572)  
  Concessionary travel grant  0 0  0  0  
  Total income  (16,963) (16,491)  (16,298)  (15,878)  

  
Total net expenditure (from 
above)  18,431 18,372 18,575 19,252  

  Funding shortfall  1,468 1,881 2,277 3,374  
  Financed by:       
  Planned use of balances  (150) 0  0  0  
  Surplus on collection fund  (20) (25)  (25)  (25)  
  Change to use of balances  0 0  0  0  

  
(Ongoing Savings Required 
2011/12) (1,298) (1,298) (1,298) (1,298)  

  
(Ongoing Savings Required 
2012/13) 0 (559) (559) (559)  

  
(Ongoing Savings Required 
2013/14) 0 0 (396) (396)  

  
(Ongoing Savings Required 
2014/15) 0 0 0 (1,097)  

    0 0 0 0  
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  Revenue Balances   2011/12  2012/13  2013/14  2014/15  
    £000  £000  £000  £000  
  Balances brought forward  4,413  4,263  4,263  4,263  
            
  Net use of balances as above  (150)  0  0  0  
            
  Balances carried forward  4,263  4,263  4,263  4,263  
            
             
  Working Balances  3,080  3,080  3,080  3,080  
  Reinvestment Reserve  563  563  563  563  
  Other Revenue Reserves  620  620  620  620  
    4,263  4,263  4,263  4,263  
                  

 
The main implications of the Pessimistic Case projection are that: 

• Balances could only cover the situation until part way through 2013/14. 
• Structural alteration to the Council’s cost base would be needed of 

approximately £3.4m per annum  
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Appendix 2 - Financial Strategy Projection – Optimistic Case 
 
Compared to the Central Case the Optimistic Case assumes a more benign general 
economic situation and less downside events specific to Charnwood’s own position.  
Except for the assumptions below, all other assumptions follow the Central Case: 

• Interest on investments of 1.0%, 2.1%, 3.75% and 3.75% rather than those 
shown in table 3 on page 17. 

• Development Control, Building Control and Land Charges income higher by 
£50k in 2011/12 rising to £125k higher in 2014/15.  This equates to about 
6.3% more over the period. 

• Discretionary element of Concessionary travel removed at a saving of £79k 
per year. 

• Salaries increase by 1.5% in the last two years rather than 2.0% 
 

  
Optimistic Case - General 
Fund   2011/12  2012/13   2013/14  2014/15  

    £000  £000  £000  £000  
            
  Net service expenditure  20,257 20,259  20,631 21,146  
  Less: Capital charges  (2,301) (2,301)  (2,301) (2,301)  
    17,956 17,958  18,330 18,845  
  Interest payable  235 235  235 235  
  Interest (receivable)  (206) (404)  (700) (705)  
    17,985 17,789  17,865 18,375  
  Contribution to Capital Programmes 170 170  170 170  
  Total net expenditure  18,155 17,959  18,035 18,545  
  Financing strategy     
  Council tax   (5,534) (5,673)  (5,815) (5,960)  
  Loughborough Special Rate  (1,249) (1,281)  (1,313) (1,346)  
  Formula grants  (10,400) (9,743)  (9,661) (9,128)  
  Concessionary travel grant  0 0  0  0  
  Total income  (17,183) (16,697)  (16,789)  (16,434)  

  
Total net expenditure (from 
above)  18,155 17,959  18,035 18,545  

  Funding shortfall  972 1,262  1,246 2,111  
  Financed by:       
  Planned use of balances  (150) 0  0  0  
  Surplus on collection fund  (20) (25)  (25)  (25)  
  Change to use of balances  0 0  0  0  

  
(Ongoing Savings Required 
2011/12) (802) (802)  (802) (802)  

  
(Ongoing Savings Required 
2012/13) 0 (436)  (436) (436)  

  
(Ongoing Savings Required 
2013/14) 0 0  16 16  

  
(Ongoing Savings Required 
2014/15) 0 0  0 (865)  

         
    0 0  0 0  
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  Revenue Balances   2011/12  2012/13   2013/14  2014/15  
    £000  £000  £000  £000  
  Balances brought forward  4,413  4,263  4,263  4,263  
            
  Net use of balances as above  (150)  0  0  0  
            
  Balances carried forward  4,263  4,263  4,263  4,263  
            
             
  Working Balances  3,080  3,080  3,080  3,080  
  Reinvestment Reserve  563  563  563  563  
  Other Revenue Reserves  620  620  620  620  
    4,263  4,263  4,263  4,263  
                   

 
The main implications of the Optimistic Case projection are that: 

• Balances could cover the situation for the first three years but there would 
be a deficit of over £1.0m in 2014-15 and this is not permitted. 

• Structural alteration to the Council’s cost base would still be needed of 
approximately £2.1m per annum  

• There is a difference of £405k in the final year’s funding shortfall compared 
to the Central Case.  This indicates that there is not a great deal of potential 
upside on the central case.  
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Appendix 3 – Forecast Balance Sheets for the Central Case 
 
    As at As at  As at As at   

   31/3/2012 31/3/2013 31/3/2014 31/3/2015   

    £'000 £'000 £'000 £'000   

             

  Fixed Assets 320,981 312,981 304,981 296,981   
  Long-term Debtors 309 309 309 309   

  Current Assets 28,045 28,045 28,045 28,045   

  Total Assets 349,335 341,335 333,335 325,335   

  Current Liabilities (11,045) (11,045) (11,045) (11,045)   

  Total Assets less Current Liabilities 338,290 330,290 322,290 314,290   

  Long-Term Assets/Liabilities (56,956) (56,363) (55,818) (55,278)   

  Total Assets less Liabilities 281,334 273,927 266,472 259,012   

             

  Financed by:           
  Specific Accounts (317,416) (311,357) (304,202) (296,842)   
  Specific Reserves 42,940 42,940 42,940 42,940   
  Usuable Capital Receipts  (2,020) (572) (272) (172)   
  Earmarked Reserves (1,183) (1,183) (1,183) (1,183)   
  Fund Balances:           
  General Fund Balance (3,080) (3,080) (3,080) (3,080)   
  HRA Fund Balance (550) (650) (650) (650)   
  Collection Fund Balance (25) (25) (25) (25)   

  Total Net Worth (281,334) (273,927) (266,472) (259,012)   

              
 
 
The balance sheets above have been drawn up to reflect the effects of the Central 
Case.  There is a fall in the value of Fixed Assets as Capital Expenditure is expected 
to decline and many of the larger schemes will not produce assets that will be 
directly used by the Council in the future, for example the Loughborough Eastern 
Gateway. 
 
There are not expected to be any major changes to the Council’s current assets or 
liabilities over the period.   
 
On the lower section, Useable Capital Receipts are expected to decline due to the 
low level of sales and the use of the current receipts to fund the Capital Plan over 
these four years. 
 
The decline over the four years of the council’s Net Worth by £22m is mainly due 
to depreciation of its fixed assets and amounts to 7.8% of the Balance sheet value 
and is not regarded as a significant risk to the Council. 
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Appendix 4 - Links to further information 
 
The latest edition of the Council’s financial statements and Budget Book can be 
found at: 
 
http://www.charnwood.gov.uk/pages/budgetsandspending
 
The current version of the Council’s capital plan can be found at: 
 
http://www.charnwood.gov.uk/files/papers/cab_30_september_2010_item_06_capita
l_plan_amendment_report/Cab%2030%20September%202010%20Item%2006%20Ca
pital%20Plan%20Amendment%20Report.pdf

 

Page 31 of 31 

http://www.charnwood.gov.uk/pages/budgetsandspending
http://www.charnwood.gov.uk/files/papers/cab_30_september_2010_item_06_capital_plan_amendment_report/Cab%2030%20September%202010%20Item%2006%20Capital%20Plan%20Amendment%20Report.pdf
http://www.charnwood.gov.uk/files/papers/cab_30_september_2010_item_06_capital_plan_amendment_report/Cab%2030%20September%202010%20Item%2006%20Capital%20Plan%20Amendment%20Report.pdf
http://www.charnwood.gov.uk/files/papers/cab_30_september_2010_item_06_capital_plan_amendment_report/Cab%2030%20September%202010%20Item%2006%20Capital%20Plan%20Amendment%20Report.pdf

