
Appendix 2
Community Asset Transfer – City Council financial policy and procedures
1. What is Birmingham Definition of Community Asset Transfer (CAT)?

CAT is the leasehold or freehold disposal of an interest in land, property or other assets to a third sector organisation, which commits to providing community benefits in return. Such disposals may often be at less than best price (ie “discounted”), in order to support the provision of the public benefits. This approach was recommended by the Quirk Report to Government in 2007. 
2. Financial principles
The City Council will need to be assured for each proposed disposal that:
          2.1 The disposal represents good value, taking into account the expected 
                community benefits;

          2.2 The proposal as a whole, and in particular the loss of a potential capital   

                receipt due to a discounted sale price, is affordable.

Taking these two principles in turn:

3. Getting good value from a CAT proposal
3.1 Each executive decision report for a CAT disposal will include a Full Business Case appendix in the “gateway” report format. The business case will include a summary of a ‘valuing worth’ appraisal (see Appendix 1), rent discount and will need to justify the proposal and evaluate other options for the land or property. This will assess whether the discounted disposal to the organisation represents good value compared with, for example, sale at the best price.
3.2 Birmingham Property Services will provide the estimate for a sale at the best price reasonably obtainable.

3.3 Disposal terms will include a requirement for the civil sector to deliver community benefit, and will usually provide for the asset to return to the Council after a specified period – usually within 25 years, but may be longer in some circumstances where the asset is expected to be used as security for borrowing by the organisation. These provisions help to ensure that the Council gets value for any sale discount granted.

4. Is the CAT proposal affordable?

4.1 The Full Business Case report (3.1 above) will include the revenue and capital implications to the City Council of the proposed asset transfer. This will take account of the implications for the Council’s finances and other service priorities of the loss of a potential capital receipt (or rental income) from a sale at best price. 
4.2 This is a resource allocation question: is a CAT proposal the highest Council priority for using the land value? Or are there higher priorities which could be funded if the land was sold at best price? 

The City Council will address this by agreeing a financial limit for CAT disposal discounts for each financial year, as part of the annual financial planning process. The limit will represent the maximum level of sale discounts the Council is prepared to give for community asset transfers (expressed as a capital value). For the three years starting 2011/12, a limit of £2m in any year is proposed. This allows the Council to express a view on the relative priority to be given to CAT versus other capital resource allocation priorities. Discounted sales in excess of the allowance will not be permitted without a further corporate review of capital resource allocation by Cabinet. 
4.3 Rental Income: under CAT where rent is partially abated by Valuing Worth the balance payable will pass to the appropriate portfolio holder.

4.4 CAT disposals can be time consuming and have revenue implications. Phases I and II funded by AWM has proved this in terms of staff time, legal costs, surveys and information gathering for the Council and work that may be required for organisations to ensure they are ready to take occupation of land and buildings is in terms of feasibility and business planning and for CAT to be viable not liable . In order for CAT to be successful revenue support is required and this is being explored. The Localism Bill is bound to impact on staff resources and the Protocol, in proposing a new way of working, should help the Council meet the many challenges of the Bill ie a small revenue early intervention stream reduces the likelihood of funding being required to retrieve a failing situation.  

5. Executive decision making

5.1
It is proposed that CAT disposals will be approved by the same executive decision maker as for other property disposals, but that the financial thresholds for this purpose will refer to the full market value of the property (ie. best price) rather than the actual discounted price. The decision report must include a Full Business Case report as referred to in paragraphs 3 and 4 above.   
5.2 CAT Discounts totalling up to the Cabinet authorised annual limit in any year need no further approval if the Business case concludes that the disposal is good value and affordable (as above). They do not need to meet the Council’s general criteria for assessing discounted sales. 
5.3 CAT Discounts may not be granted in excess of the Cabinet limit without a corporately led review by Cabinet of the limit, in the context of overall Council capital resource allocation priorities.

5.4 Should part of the business case involve a recommendation that the Council makes a capital grant to an organisation, the executive decision report may consider and recommend exemption as appropriate in the individual circumstances from Standing Order procedure, Grants to Outside Bodies point 3.2.3:

· the requirement to take a charge over the property when grants in excess of £25,000 are given;
· the absolute prohibition on assignment 

6 International Finance reporting Standards (IFRS)
These standards relate to the way the Council refers to property in its accounts by defining leases as being operating or finance. Having considered the definitions Corporate Finance have currently advised that leases for up to and including 25years will be operating leases as will leases of unimproved open space land. IFRS implications of leases with terms longer than 25years will have to be referred to individually in each business case. 
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