	B O R O U G H   O F  K E T T E R I N G



	Committee
	Executive Committee 
	Item 

10
	Page 1 of 8

	Report 

Originator


	Strategic Management Team 
	Fwd Plan Ref No:



	Wards Affected
	All
	6th April 2011


	Title


	Maintaining a Durable Budget 


Portfolio Holder: Cllr J Hakewill 
	B O R O U G H   O F  K E T T E R I N G



	Committee
	Executive Committee

	Item 

10
	Page 2 of 8



[image: image1.emf]Delivering 

a durable 

budget

Total Place / Front 

Desk (Partnerships)

•Policy established

•Progress with public 

sector providers

•Good partnership 

working base

Capital Review

Lobbying

Staff Suggestions

Link to Service 

Plans / Delivery

Innovation Group

Prioritisation

Fees and Charges

•Priorities?

•Revenue versus Capital

•Modelling for recovery

•Emphasise income 

generation

•Big ticket issues

•Identify / agree issues

•Member / officer roles

•Past successes

•Currently being evaluated

•Activity Managers to 

progress

•Some implemented

•Framework in place

•Connect with 

Activity Managers

•Generate new staff 

suggestions

•Priorities Review

•Ensure main 

priorities match

•Identify lower 

priorities

•Be ready to take 

action

•Build on commended 

approach

•Review / refresh the Policy

•Re-consider subsidy vs

user

•Scope for new income 

streams

•Section in each 

service plan

•Track delivery and 

options

•Engagement with 

front-line staff




2.

INFORMATION - DURABLE BUDGET 
2.1. The Council started its budget setting process for 2011/12 in May 2010 after recognising the likelihood of unprecedented changes in funding levels and service pressures. 

2.2. At the May 2010 meeting of the Executive, a delivery framework was agreed to provide the council with a robust yet flexible approach to deal with tightening national economic and funding conditions. This framework supplemented the Councils already well established guiding principles, modelling for recovery principles and performance management framework.

2.3. The impact of the settlement was that the Council required savings of in excess of £1.9m to set a balanced budget for 2011/12. 

2.4. The Council’s Budget Framework and adherence to the guiding principles, modelling for recovery principles and the recently adopted budget containment strategy have enabled the Council to deliver a balanced budget for 2011/12.

2.5. The Council has achieved this despite requiring savings in excess of £1.25m in 2010/11 and has done this without impacting on front line services.
2.6. In terms of setting a balanced budget, the Council’s strategy has been successful, although it has to be stressed that the budget setting process is a paper exercise and all the changes being proposed have to be realised and delivered over the next year if we are to avoid additional strain being placed on the following years’ budgets. 
2.7. The budgets for 2011/12 will be closely monitored through out the year and any variances will be reported to the Executive as part of the Durable Budget report.

2.8. The budget process for the 2011/12 budget commenced in May 2010 therefore now is the right time to start considering how we approach the budget for 2012/13 which requires ongoing savings of £908,000 to balance and projections of £500,000 per year thereafter. The success of the strategies used in 2011/12 should be replicated in 2012/13, that is:
·  the Council continues to adhere to the guiding principles, modelling for recovery principles and the  budget containment strategy;
· the Council continues to use the Budget Framework model to identify savings with the prioritisation workstream being considered after the other seven have been exhausted. 

2.9. As with the 2011/12 budget exercise, the ongoing positive engagement of all staff will be a key component of success. 

2.10. For convenience, the Councils guiding principles, modelling for recovery principle and budget containment strategy are reproduced here:-

Financial Strategy Guiding principles:
a. Revenue balances should not fall below £1m and overall revenue reserves should not fall below 10% of net revenue expenditure;
b. In setting the Council Tax, members should consider the medium term to ensure that a sustainable budgetary position is preserved (with due regard being given to any penalties that might apply);

c. The level of household Council Tax to increase each year in line with inflation at least, where the budget is in deficit, to ensure resources remain consistent with budgeted costs;

d. When setting the Capital Programme, consideration is given to allocating capital resources to schemes that are beneficial to the Council’s overall revenue budget position;
e. To maximise the resources available to the Authority, the Council will actively lobby the Government on relevant issues (e.g., grant distribution/ planning fees). 

Modelling for Recovery principles:
1. Wherever possible, continue with all planned investments and programmes, to protect the local economy and lever in other investments;

2. Given that we currently have no long-term debt, we should be prepared to consider debt-funding as a means of programme delivery or stimulus – if this can be shown to be sustainable and have a wider economic benefit;

3. Organise our fiscal structures and business models to attract and retain the maximum amount of revenue within the local economy;

4. To ensure all possible avenues are used within procurement rules to source locally;

5. Protect the performance of Council services which come under particular strain;
6. Work closely with partners in the voluntary, public and private sectors, to ensure optimum efficiency
Budget Containment Strategy:
1. Where a specific grant which funds a specific service is withdrawn, the service stops;

2. Where grant funding reduces, which Kettering Borough Council passports through to another organisation, the reduced sum continues to be passported, providing the end recipient organisation feels it can still provide a value-added service at that funding point.


3. Where a function is transferred to another provider, the Council leaves all service-provision discussions, including any top-up funding, with the new provider;
4. The Council would ordinarily neither seek to buffer nor profit from tax changes.  
5. The Council should not substitute itself as the provider/funder of services when another public provider cuts such a service.
2.11. The ‘budget delivery framework’ is reproduced below for reference;


2.10 The strategy adopted by the Council has resulted in the Council being in much better shape than many others. The Medium Term Financial Strategy provides a positive policy framework for the Council to operate within.  This has allowed every effort to be concentrated on achieving efficiency savings through the individual workstreams of the Budget Delivery Framework.
2.11 Whilst there is still a “gap” for the Council to close for 2012/13 there is some certainty about the size of it because the provisional settlement for central government grant is already known.
2.12 Work on the budget delivery framework will continue and this is seen as critical to closing the gap and maintaining the Councils durable and balanced budget for 2012/13.



2.13 The picture from 2013/14 is much more uncertain as the Government has stated it intends to overhaul the current Formula Grant System from 2013/14. This makes accurate forecasting extremely difficult. At this stage the Council is assuming a grant reduction of 6% per annum.

2.14 A timetable of key dates for 2012/13 following on from the model and strategies used in 2011/12 is detailed at Appendix A
3.     HOUSING REVENUE ACCOUNT CHANGES 
3.1.
The Government has announced that it will abolish the Housing Revenue Account (HRA) subsidy system and introduce a new funding mechanism for council housing in April 2012.   The objectives of these reforms, in the words of the Government’s policy document, are:
· To give local authorities the resources, incentives and flexibility they need to manage their own housing stock for the long term and to drive up quality and efficiency.
· To give tenants the information they need to hold their landlord to account, by replacing the current opaque system with one which has a clear relationship between the rent a landlord collects and the services they provide.

3.2.  
The main features of the new system are:
· A new self-financing system will be introduced in which council landlords will support their own stock from their own rent income and will no longer be part of an annual subsidy relationship with central Government. 
· The national housing debt of £6.5 billion will be transferred from the Government to 160 stock-retaining local authorities.
· The amount of debt to be transferred to individual councils will be calculated on the basis of a projection of future rents and costs over a 30 year period.
· 75% of capital receipts arising from future Right to Buy sales will go to the Government. (This is a change from the original proposals where local authorities would have been allowed to retain all the income from sales.)
· A cap on the total amount of housing debt that a local authority can take on will be set at the start of the new funding regime. 
· Rents will continue to be subject to the rent restructuring regime with rents converging by 2016.
· There will be uplifts in expenditure allowances of around 14% including a new allocation for aids and adaptations. 
3.3
What does self-financing mean for Kettering?

Under the Government’s proposals, the Council will take on debt of £68.8 million which equates to £18,048 per dwelling. It is estimated that this would be significantly less than if the current subsidy system were maintained when taken over the same time period.
The Council is currently working with its Treasury Management specialists Sector to ensure the timing, type and length of any borrowing is undertaken to the Councils best advantage.  
3.4.  
Business Plan 

The Council will need to prepare a long-term business plan which will set out rental income over the next 30 years and how this will be used to fund expenditure including debt repayments and the costs of maintenance and management. The business planning will assist the Council and tenants in making key business decisions and will also play a role in mitigating the risks to which the service will be exposed.  
It is clear that self-financing and the discipline of business planning will place the management of council housing on a more business-like footing than was possible under the HRA subsidy system. 

3.5. Pros and cons
Both the Council and its tenants have previously expressed significant concerns about different aspects of a self-financing regime. Although the Government’s proposals represent a step in the right direction from the status quo, there are still fundamental problems with both the objectives and the   operation of the new system. 

In essence, the Council is being asked to take on debt for a housing stock that it already owns and for which it has already paid many times through the Housing Subsidy system.    

Another issue is that the calculation of the initial debt is affected by the quality of the housing stock. If a local authority has looked after its homes over the years, this will result in a lower need to spend during the next 30 years. As a result, the debt figure will be higher than for an authority with a backlog of repairs. The self-financing system will, in effect, reward authorities that have not looked after their housing and will penalise good landlords.        

The system will remain vulnerable to changes in national political priorities over the next 30 years. The Government has stated that it will reserve the right to reopen the debt settlement in certain circumstances and this will no doubt have an impact on borrowing costs and the viability of the self financing deal.   

In addition, a number of key variables will remain outside the Council’s influence. In particular, the Government will retain control of rent levels through the rent restructuring regime and will decide annual rent increases. Also, the 30 year self-financing business plan would be affected by variations in interest rates, house sales, bad debts, general inflation and increases in construction costs. In effect, the Council would have to manage the risk associated with these key variables through the business plan. 

On a more positive note, the volatility and uncertainty that were part and parcel of the HRA subsidy regime will be no more. Instead we will be able to plan stock investment and service improvement over the long term with a degree of confidence that the resources to deliver our plans will be available. 

For tenants, a more open and transparent regime will enable them to hold the Council to account for the delivery and cost of services. Tenants will also have more involvement in deciding how their rent payments will be utilised. 

A criticism of the HRA subsidy system has been that it has been underfunded over a long period. This has been recognised by the Government who are increasing management, maintenance and major repairs allowances, and introducing a new allowance for aids and adaptations. With over 60% of our tenants aged over 60 and many having a longstanding illness or disability, the additional allowances for aids and adaptations will help to ensure that this important area of work is better resourced in future. The impact of these increases will be to hold down the valuation of the stock, reduce the amount of debt taken on by the Council and ultimately increase the proportion of rental income available for management, maintenance and stock investment.
  3.6. 
Conclusion 

After much debate over the past two years, the Government has now pledged to introduce a more transparent and accountable structure for funding council housing. 

In the early years of the new regime, there will be limited ability to invest more in the housing stock or to pay for improved services but, as debt is repaid, there will be more headroom to do both.  

Although there are concerns about how the system will operate in practice, the new arrangements for funding council housing represent a major step forward. The new system will see the Council’s housing service operating more like a business and being increasingly accountable to tenants for its performance
4.
CONSULTATION AND CUSTOMER IMPACT

The formal budget consultation period is from 18th January 2012 to 22nd February 2012 when the Council sets its Council Tax for 2012/13. Comments from the consultation process will be reported to the Executive for consideration at it’s meeting on 15th February 2012.
5.
POLICY IMPLICATIONS

There are no direct policy implications as a result of this report.
6.
USE OF RESOURCES

The implications on the Council’s resources will be considered through out the durable budget reports
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1.	PURPOSE OF REPORT





The purpose of the report is to:





Outline the budget process for 2012/13 and the years thereafter.





Summarise the changes expected to be applied to the Housing Revenue Account (HRA) from 1 April 2012 as part of the HRA reform.


	





7.	RECOMMENDATION





	The Executive Committee is recommended to 





apply the same methodology to the formulation of the 2012/13 budget as it applied to the 2011/12 budget, with particular reliance on 


the existing guiding principles


the existing modelling for recovery principles 


the existing budget containment strategy 


the existing eight workstreams 





and in compliance with the timetable detailed in the report 





b) note the changes to the housing financing system, note that this will require the Council to develop a borrowing strategy during the course of this year and that a report be submitted as soon as practicable on how this will be addressed.











