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2.
BACKGROUND
2.1 As the 2014/15 financial year commences it is appropriate to remind Members of the financial challenges the Council has already faced and the challenges that it is likely to face over the medium term. 

2.2 This report provides an overview of the following 

· Key external influences

· The additional investment made into services

· Forthcoming, known, pressures which could impact on our capital and revenue budgets 
3 POLICY POSITION

3.1 The financial strategies key ‘guiding principles’ supplemented by the ‘Modelling for Recovery Principles’ and the ‘Budget Containment strategies’ have provided a strong cornerstone for the Councils medium term financial strategy. 
3.2 The Strategy has to date proved successful and the Durable Budget Report on this agenda seeks Executive Approval that the 2015/16 Budget is delivered on the same basis as in 2014/15.
3.3 As outlined in previous reports to the Executive, the figures in the Medium Term Financial Strategy are predicated on a number of budget assumptions that will require careful monitoring as we move forward. They are also dependent upon the Council adhering to the budget guiding principles and associated rules. 
4 MEDIUM TERM FINANCIAL FORECAST
4.1 Members will be familiar with the following Table that was used during the 2014/15 budget process. Table 1 details the total efficiency savings that have been required over the past five years. 
	Table 1 – Efficiency Savings
	£000



	2010/11
	1,260

	2011/12
	1,910

	2012/13
	1,330

	2013/14
	950

	Total
	5,450

	2014/15
	1,430

	Total

% Cash Savings (Net Budget)
	6,880

67%


4.2 This is an outstanding record of achievement which has been undertaken in such a way as to protect front-line services and preserve the overall funding level for the voluntary sector.

4.3 Based on the figures the Council are modelling in the Medium Term Financial Strategy the following levels of savings maybe required over the next few years (this is prior to the consideration of any increase in council tax); 
2015/16

£1,464,000

2016/17

£1,293,000  

2017/18

£1,054,000   






2018/19

£1,018,000






Total


£4,829,000
4.4 Even given the forgoing it is likely to become increasingly difficult to persistently and consistently take over one million pounds per annum out of the budget without some service reductions. Certainly accommodating new spending pressures is increasingly problematic.

4.5 It is therefore important to understand that any additional areas of investment be it Revenue or Capital will increase the savings targets if current service provision remains unchanged. 

Capital Impact
4.6 A summary of the General Fund Capital Programme and the funding of the programme is summarised in Table 2 below :

[image: image1.emf]Table 2 General Fund Capital 

Programme2014/152015/162016/172017/182018/19

Original 

Budget

Indicative 

Estimate

Indicative 

Estimate

Indicative 

Estimate

Indicative 

Estimate

£000£000£000£000£000

1. EXPENDITURE SUMMARY:

GENERAL FUND SCHEMES:

Private Sector Housing Improvement215215215215215

Investment &  Repair Programme416136136136136

Community Project Schemes 13097973232

IT Replacement programme320220220220220

Invest To Save Projects809279279279279

Total 1,890947947882882

2. FUNDED BY :-

Capital Receipts100100100100100

Borrowing1,470527527527527

Revenue Contribution4040404040

Grants and Contributions280280280215215

Total 1,890947947882882

 CAPITAL PROGRAMME 2014/15 - 2018/19


4.7 Table 2 illustrates that the Council’s approved Budget for 2014/15 requires borrowing of £1,470,000 to finance the programme. This is in accordance with the Council’s guiding principles and Members are reminded that although in the past the Council has not had to borrow from external sources for this funding, it has in effect borrowed the money ‘from itself’ from other cash holdings that the Council has. The council doesn’t hold any ‘cash backed’ reserves due to the use of internal borrowing over the past many years – this means that the council does not have reserves of excess cash waiting to be used.
4.8 Whilst the strategy has proved successful and has enabled continued capital investment the Capital Programme from 2015/16 – 2018/19 does include borrowing of £527,000 per annum – which at some point in the near future will require the Council to borrow externally as the internal reserves will have been utilised. 
4.9 External borrowing of this magnitude year on year is going to be difficult to sustain and an alternative could be to fund the capital investment via a Revenue Contribution to Capital. Therefore any one off savings are best used in such a way as to reduce reliance on any form of borrowing.
Revenue Impact
4.10 Whilst the Council continues to set a balanced budget, which has no reliance on reserves, 2014/15 is the first year in recent times that the Council has not fully identified all budget savings in advance of the financial year; (£1.329m of the £1.429m of savings had been identified). This followed the February Executive meeting where members approved a new car parking strategy that added £100,000 to the previously identified savings target – making the new savings target £1.429m for the year.
4.11 The savings identified to achieve a balance budget is an achievement that the Council is rightly proud of and one that has not happened by accident – continued focus on ‘added value’ rather than expenditure (and service) cuts has been the key to remaining in this position.

5 
FINANCIAL CHALLENGES
5.1 Whilst the Council has noticeable successes in delivering a balanced budget –it should be remembered that this has been achieved against the backcloth of significant national (and some local) decisions.  A number of the key financial challenges we face as a business result from decisions taken by either central government or decisions taken locally or a combination of the two. This Section looks at a number of key financial challenges and splits this between these types of decisions:
Central Government Decisions


Government Grant Reductions
5.2 The Council has seen significant reductions in government grant and Table 3 illustrates the levels of grant reductions that have taken place. This shows a cash reduction in government funding of around 50% (£3.435m) over the five year period (2011/12 – 2015/16) which is closer to a real terms reduction of 65%. 

	TABLE 3 – GRANT REDUCTIONS

	Year


	Reduction in Central Government Core Grant
	Status

	
	%
	£
	

	2011/12
	-15.2%
	-£958,000
	Actual

	2012/13
	-12.8%
	-£700,000
	Actual

	2013/14
	-6.3%
	-£303,000
	Actual

	2014/15
	-14.1%
	-£735,000
	Actual

	2015/16
	-15.8%
	-£739,000
	Provisional


5.3 The Medium Term continues to provide significant and even greater challenges that will require even greater innovation if the Council is to continue to deliver a balanced budget. 
5.4 For ease of reference the grant assumptions used in the Medium Term Financial Strategy are reproduced below:
	
	2015/16
	2016/17

 and annually thereafter

	Changes in Grant


	-15.8%
	-10%



New Homes Bonus
5.5 The government is reviewing the operation of the new homes bonus scheme, and on mechanisms affecting its payment (for example withholding payments where planning approvals are made on appeals). The amount of funding for NHB may well reduce.
5.6 At its peak, it is currently estimated that KBC will earn around £2.1m from New Homes Bonus in 2016/17 (the peak year). The Executive Committee revised its strategy for the use of New Homes Bonus funding at its September 2013 meeting. In effect a phased strategy is being applied that will result in around 60% of total New Homes Bonus funding being used to support the Council’s revenue account. It maybe necessary to revise this strategy in future years if the Council is to continue to deliver a balanced budget. Of course the greater percentage of New Homes Bonus used, the greater our exposure to changes therein.
Central Government / Local Government Decisions

Council Tax Support
5.7 The Government, from April 2013, replaced Council Tax Benefit with a Council Tax support scheme. Unlike Council Tax Benefit (CTB) which was set and fully funded by Central Government, the Council Tax support scheme is defined by individual Local Authorities (albeit with much central prescription), and the cost falls to local authorities. The Council received a separately identifiable grant of £759,000 from CLG for Council Tax Support for 2013/14. 
5.8 From 2014/15 the Government have not separately identified this grant and this has been rolled into RSG and Business Rates therefore this is subject to the same levels of reductions as the core government grant, for 2014/15 (14.1%) the grant for Council Tax Support will have reduced from £759,000 to £652,000 a reduction of £107,000. At the same time there are pressures from an increase in Council Tax Support resulting in a reduction in funding whilst demand continues to rise. 
5.9 As this situation develops, increasingly difficult decisions will be needed to preserve the policy decision not to cross subsidise this budget.

Recent pressures and impacts on the revenue budget 
5.10 The Council has been able to respond positively to a number of pressures in recent times because it’s underlying financial position has been good and flexibility has existed to manage them. These include, from the general fund:-
· Increase in Disabled Facilities Grant provision to cope with a backlog of demand and – in 2013/14 the capital allocation was increased by £200,000, which has helped address the backlog. As part of an agreement with the County Council in relation to Second homes money, it will also be possible to passport around £200,000 additional funding in 2014/15 which will maintain the provision and continue to help address the backlog. In the meantime, a national review of DFG’s is being undertaken which might have further consequences for us. 
· Car parking charges were reduced to help stimulate the town centre,  this resulted in £100,000 of income being forgone (ongoing) and £40,000 (one-off).
Forthcoming pressures – capital
5.11 There are a variety of other pressures that the Council is facing now or is likely to face in the coming years (in no particular order) including;
· Roads – members have expressed a desire to see an improvement in the road system in Kettering Town Centre – the road system is of course a County Council responsibility.
· Kettering Town centre redevelopment pressures, particularly in respect of Newlands Phase One, but also opportunities might arise in the station quarter.
· East Kettering – the provision of the Weekley-Warkton Avenue is a Northamptonshire County Council function perhaps relying on the use of the NCC Revolving Infrastructure Fund. The Fund assumes the use of developer contributions and other local contributions.
· Superfast Broadband - the County Council has asked for a contribution of £450,000 for extending superfast broadband in the Borough.  

· Asset management – the Council is currently undertaking a study of the condition of its assets, which is likely to be concluded in June. This will identify investments that are necessary to our property portfolio, IT assets and land holdings, to maintain their functionality and efficiency. We are already aware that investment may be needed to Chesham House, the Municipal Offices, the swimming pool, 6 Station Road and other buildings, and the need to replace aging IT systems. 

· Traveller provision – the Council cannot rule out the possibility that it may need to assist with the provision of new traveller sites if they are to be brought into being in a speedy fashion. 

· Education and skills - there has been a long standing interest in supporting Tresham to develop its site on Windmill Avenue to improve its HE and FE offer in the locality and the Council's priority around education  and skills would  suggest that revenue and/or capital stimulii may be needed to improve educational attainment in the Borough. 

· Energy Company – The Council and the Borough could benefit from the creation of a green energy company – but this would require significant set up costs, as well as a major commitment of intellectual and practical expertise and time. All of which carry financial consequences. 
6
CONCLUSIONS
6.1 The Council does not have either the revenue or capital resource to cope with all the changes highlighted above in the foreseeable future.

6.2 It is unlikely to have sufficient capacity in-house.

6.3 This makes it even more important that we do not try to fill funding gaps left by other public service providers. 
6.4 Whilst the Council’s current financial position remains better than most,  there are clearly significant challenges ahead – the view from CIPFA’s Chief Executive, for example,  is that 2016/17 will be impossible for some Councils. It will certainly be difficult for most authorities to achieve a balanced budget whilst maintaining service provision without taking on new burdens.
6.5 Against this backcloth it is vital that any new issues are carefully considered. If members have an appetite for further borrowing to fund new pressures how much is prudent? What are the top priorities? How are those priorities established? Is Newlands phase one more important that broadband? Where does support for Tresham rank in that? What state of repair do we expect our own assets to be in?
6.6 It would seem the development of a prioritisation mechanism would serve the Council well.

6.7 First it might be worth reminding ourselves that maintaining the current position will become increasingly challenging. Previously the savings target has to compensate for all of the following:-

(i) Significant reductions in the levels of government grant. See section 5.2.
(ii) Significant inflation in core business costs, e.g. fuel.

(iii) A freeze in council tax income.
Recently that list has been added to with:-
(iv) Reductions in fees and charges income (car parking)

(v) Increased capital expenditure to develop services (disabled facilities, town centre etc).

6.8 Whilst these are obviously of great value to the community, unless we can sustain the consequent financial implications, or have a strategy for “switching” resources from legacy areas, the improvements will ultimately require other difficult choices to be made.
6.9 The grid below identifies a strategic approach to these matters:-

	
	Appetite for removing “old” projects


	
	
	High
	Low

	Desire for new expenditure / projects
	High 
	· Switching strategy


	· Requires:

· Further borrowing

· Increases in core funding

	
	Low
	· Support ongoing savings targets


	· Status Quo

· Savings targets as set out in medium term strategy


6.10 For the time being it seems the following may be helpful:-
(i) Scan the horizon for issues that are emerging or may emerge.

(ii) Develop proposals for prioritising such issues - considering such things as:-

· Impact on key priorities;
· Better town centres

· Better jobs

· Better education offer
· Revenue returns or running cost arising

· Fit with guiding principles

(iii) Consider the broad strategic approach the Council might wish to take in light of (i) and (ii) above.

6.11
The above mechanism will help start to develop a framework around the ‘prioritisation’ element of the Council’s already approved Budget Delivery Framework (see para 4.1 of report 11 elsewhere on this agenda).
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1.	PURPOSE OF REPORT





The purpose of the report is to:	�


Remind members of the current Medium Term Financial Forecast and the challenges the Council has faced.





Provide members with an overview of the main financial challenges.





Establish a mechanism for considering new spending pressures.











7. 	RECOMMENDATIONS


	


The significance of changes facing the authority beyond April 2014 continue to be recognised;





 A piece of work to be undertaken to scan the horizon and prioritise spending pressures.





A high level strategy be established in line with 6.9 above.
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				CAPITAL PROGRAMME 2014/15 - 2018/19

				Table 2 General Fund Capital Programme		2014/15		2015/16		2016/17		2017/18		2018/19

						Original Budget		Indicative Estimate		Indicative Estimate		Indicative Estimate		Indicative Estimate

						£000		£000		£000		£000		£000

				1. EXPENDITURE SUMMARY:

				GENERAL FUND SCHEMES:

				Private Sector Housing Improvement		215		215		215		215		215

				Investment &  Repair Programme		416		136		136		136		136

				Community Project Schemes		130		97		97		32		32

				IT Replacement programme		320		220		220		220		220

				Invest To Save Projects		809		279		279		279		279

				Total		1,890		947		947		882		882

				2. FUNDED BY :-

				Capital Receipts		100		100		100		100		100

				Borrowing		1,470		527		527		527		527

				Revenue Contribution		40		40		40		40		40

				Grants and Contributions		280		280		280		215		215

				Total		1,890		947		947		882		882
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