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2.
BACKGROUND
2.1. The previous report (agenda item 11a) outlined the policy background to the Council’s Medium Term Financial Strategy.

2.2. This report concentrates on the medium term issues and challenges that the Council (and all local authorities) face as we move towards the two zones of unpredictability – ie, 2013 and 2015.

3 
THE MEDIUM TERM




3.1 
The Council’s latest Medium Term Financial Forecast was outlined in the previous report. It is reproduced here for further discussion.
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ForecastForecastForecastForecastForecastForecast

£000 £000 £000 £000 £000 £000

1 Net Council Budget 13,928 12,749 11,900 11,593 11,496 11,117

2 Forecast Resources:

a) Central Government Grant (5,464) (4,784) (4,497) (4,227) (3,931) (3,656)

b) Council Tax / Coll'n Fund (25) (25) (25) (25) (25) (25)

c) Income From Council Tax (6,389) (6,411) (6,443) (6,476) (6,509) (6,542)

Total Resources (11,878) (11,220) (10,965) (10,728) (10,465) (10,223)

3 Budget (Surplus) / Deficit 2,050 1,529 935 865 1,031 894

4 Council Tax Grant (158) (158) (158) (158) 0 0

5 Budget Frameworks (1,906) (1,371) (235) 0 0 0

6 Savings - To be secured 0 0 (542) (707) (1,031) (894)

7 Budget (Surplus) / Deficit (14) 0 0 0 0 0

2011/12 2012/13 2013/14 2014/15 2015/16 2016/17

£000 £000 £000 £000 £000 £000

8 Estimated Opening Balance (1,415) (1,429) (1,587) (1,587) (1,587) (1,587)

Budget (Surplus) / Deficit (14) 0 0 0 0 0

Council Tax Grant 2012/13 0 (158) 0 0 0 0

9 Estimated Closing Balance (1,429) (1,587) (1,587) (1,587) (1,587) (1,587)

GENERAL FUND WORKING BALANCE

TABLE 1 - MEDIUM TERM FINANCIAL FORECAST

Zone of 

Predicability

Zone of 

Unpredictability 1

Zone of 

Unpredictability 2


3.2 As discussed in earlier committee reports, the model now identifies two ‘zones of unpredictability’. The key reasons for this are outlined in the following table;
	Zone of Unpredictability 1

2013 - 15
	Zone of Unpredictability 2

2015 – 2017(20)

	Key Change Factors;
· Business Rates Reform

· Council Tax Support Reform

· Universal Credit

· Welfare Reform
	Key Change Factors;
· Comprehensive Spending Review 

· Universal Credit

· Welfare Reform




3.3 Both ‘zones’ are likely to bring about unprecedented change both in terms of the funding available and the processes that are used to access funding and support local people. Although much of the detail is not yet known, what we do know is that it remains very important for the Council to maintain its financial discipline in the meantime because a lot could change throughout the period. Adherence to the Council’s guiding principles is key.
3.4 Members will note that the model shown in table 1 has been updated from that included in previous committee reports. The main change is in relation to the assumptions that we are now using in relation to future levels of Government Grant (line 2a). The following table outlines how the figures have been updated;
	
	2013/14
	2014/15
	2015/16
	2016/17

	Previous Assumption

(% change)
	(6%)
	(6%)
	(6%)
	0

	Latest Assumption

(% change)
	(6%)
	(6%)
	(7%)
	(7%)


3.5 The forecast grant reduction has been amended for the years 2015/16 and 2016/17 to now reflect a 7% grant reduction. This is an assumption that has been used to reflect the fact that there is a growing expectation amongst local government experts that the next spending review will result in funding reductions of something along the same lines at the previous one. The last one resulted in core grant reductions of 28% for Kettering Borough Council and therefore for the time being we are using this figure (spread over the four years of the next spending review (ie, from 2015/16). 

3.6 Members should be aware that this assumption is very much a working assumption that will be monitored and updated over time. In the last spending review, the funding cuts were front loaded over the first two years rather than being spread over four – this could be the case again. If this is the case, the figures will change significantly in 2015/16 and 2016/17.
4
GOVERNMENT RESOURCE REVIEW
4.1
Members will recall the following diagram from previous committee reports;
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4.2 The diagram illustrates the scale of change that is likely to take place in the way that local government is financed in the future. The top two ‘bubbles’, namely ‘Business Rates Reform’ and ‘Council Tax Benefits’ are key elements of the Government’s national Resource Review.
Council Tax Benefits
4.3 The Government has previously announced that from April 2013 Council Tax Benefit will be replaced with a Council Tax support scheme. Unlike Council Tax Benefit (CTB) which is set by Central Government, the new Council Tax support scheme must be defined by individual Local Authorities (albeit with much central prescription).
4.4 Members will recall from the June report to this committee that two policy papers were published by CLG in May.  The two papers issued to date are  as follows: 
Policy Papers; Localising Support for Council Tax:



1. Funding Arrangements Consultation and Statement of Intent

2. A Statement of Intent


Further documents are expected during July 2012.

4.5 These policy papers contained indicative details of the provisional funding each authority will receive for the new scheme. The provisional grant for KBC including Town and Parish Councils in 2013/14 is £751,000. This compares to estimated expenditure for Council Tax support of £880,000 in 2013/14 resulting in a shortfall of £129,000 equivalent to around 15%. This is significantly greater than the 10% the Government have previously mentioned.
4.6 The Government have previously indicated that the reduction would be 10% however the indicative figure for Kettering is around 15%. It is currently also unclear whether the grant will increase on annual basis - clearly there is a correlation between the economic climate and the level of benefit applicants, so this gap has the potential to widen further if the grant is not adjusted to take this into account. Most local authorities are planning on the basis that there is unlikely to be any annual uplifts applied.
4.7 The following points identify some of the key issues / challenges that local authorities face in relation to this issue;  
a. Local Authorities are required to set their own scheme by 31st January 2013. If they do not a default scheme will be imposed by Central Government on the basis of the current scheme, but with reduced resources.
b. The Government have stated that they are proposing to fund only about 90% of the cost of the scheme. It would seem that this figure is closer to 85% for KBC. 
c. All financial risks will transfer to billing authorities and the major precepting authorities.
d. Currently the authority receives a grant of £631,000 for the administration of Housing and Council Tax Benefit. Central Government has indicated that changes to support for Council Tax and to Housing Benefit will impact on the level of administration grant we can expect to receive.  No figures have yet been published regarding this.
e. The Government has confirmed that pensioners must be protected from any change under the new scheme. For Kettering Borough Council this equates to 45% of our existing caseload. Authorities are also required to consider what protection is appropriate for vulnerable groups and this will be at local discretion.  This means that any reduction in cost will be borne by a smaller group of people.
f. The timescales for implementation are very short and consultation must be carried out for a period of between 8 - 12 weeks depending on the complexity of the proposals.

4.8 The Councils guiding principles state that where funding is withdrawn the service is withdrawn, if this is to be applied to the reduction in grant for Council Tax Support then the level of expenditure would need to reduce by an equivalent amount. Members will need to debate this issue in the near future.
4.9 The Council is currently undertaking a great deal of work to look at what options are available to the Council. Running in parallel to this, the Council is developing a detailed consultation plan that will run throughout the summer and early autumn. The Consultation process will include the following elements;
· Informing all stakeholders of the consultation process as early as possible (ie, key dates and events etc….)

· Consultation via general questionnaires

· Specific Consultation events and drop-ins

· Specific visits to key stakeholders

· Specific consultation with major precepting authorities

4.10 The council will be required to undertake a public consultation and to also consult with the major precepting authorities (Northants County Council and Northants Police Authority). The normal period for consultation is between 8 and 12 weeks.
4.11 Whilst further information and guidance is still awaited from the Government, it is currently envisaged that the results of the consultation process will be reported to the Executive Committee in October. At that stage, the Committee will need to make a decision about how the scheme will operate within the borough. The following high level timetable is included for members information;
July to September 2012

· Consultation

· Financial modelling

· Discussions with software suppliers

· Updates through the Durable Budget Report
September / October 2012

· Update report to Executive

· Executive to recommend preferred scheme (Oct 2012)
October 2012 to November 2012

· Implementation planning

December 2012

· Final scheme recommendations to be considered by members

4.12 Members, who attended the Finance Conference in April, will recall that there are a few strategic options that will need to be considered by the Council when deciding on a scheme. The following paragraphs outline the options that are currently considered to be available as a reminder for members – please note that the Committee are not being asked to choice a preferred scheme at this time however any comments that the Committee may have would be appreciated. 
4.13 The following are the main options that appear open to the Council to consider; 
Option 1 – Continue with the current scheme
In effect this would be what is being termed the ‘default scheme’ although it would still require work to be undertaken to formally adopt this as the authority’s scheme.

The reduction in national funding (currently looking like 15% for KBC) would need to be made-up by one or more of the following;

a) On-going reductions in other KBC service budgets

b) Specific Increase in Council Tax (perhaps via a local vote)

c) Other available funding sources

As outlined at 4.8 if this was to become the adopted scheme this would break the Councils guiding principles.
Option 2 – Implement a new scheme (to fit the reduced national funding)
In essence this would mean designing a new scheme that would have to fit the new reduced funding envelope – it could include:
· Reducing support for all claimants (except pensioners) by only funding a percentage of council tax liability
· Restrict support to the level for a band D property or lower.

· Restrict an award to nil if the calculated award is below a prescribed figure

· Consider whether incomes such as Child Benefit and Maintenance should still be disregarded in full when calculating an award

· Review the maximum amount of capital that a claimant may hold before becoming ineligible for council tax support 
· Review Second Adult Rebate
· Review Non Dependant Deductions
· Apply more aggressive means testing such as changing disregards and tapers.

Option 3 - To adjust Council Tax Discounts and exemptions 
This option would mean reducing or removing the following discounts and exemptions either as an authority or as part of a county wide approach;
· Class A exemptions (for property undergoing major repairs) 

· Class C exemptions (for empty and unfurnished properties for up to six months)
· Class L (mortgagee in possession)

· Second Home discount 

· Long term empty property [when empty for over 2 years we can charge an additional 50% on top of the full charge]

Option 4 – Implement a new scheme & Adjust Council Tax Discounts and exemptions.

In effect this is a combination of options 2 & 3 (a hybrid scheme)
Business Rates Reform

4.14 The first phase of LGRR includes plans to change the way in which Business Rates are collected and distributed from April 2013. Currently £19 billion in Business Rates is collected by Councils and pooled by central Government. This is then redistributed across all local authorities via Formula Grant. Some Council’s receive more from the pool than they contribute and some receive less. 
4.15 There will be no change to the way businesses pay rates and central Government will retain the rate-setting powers (i.e. continue to set the business rate multiplier nationally) and there will be no change to the current system of business rate reliefs. 
4.16 Members are reminded of the following Policy papers that were issued in May 2012:
Policy Papers; Business Rates Retention Scheme

1. The Central and Local Share of Business Rates

2. The Safety Net and Levy

3. Pooling Prospectus

4. The Economic Benefits of Local Business Rates Retention

5. Renewable Energy Projects

4.17 As previously reported to Members the Business Rates documents do not currently provide much detail but do indicate a flavour of where some of the issues are being positioned. A more detailed and formal consultation will take place over the summer, once detailed consultation documents have been published by the Government (expected shortly). 

4.18 As part of the most recent set of papers published by the Government, there was a request that local authorities who were seriously considering entering into pooling arrangements should submit a statement of intent by 27 July. As previously reported to the Committee, the proposed changes to the way that local government is funded are unprecedented and are without doubt the most fundamental and wide ranging changes that will have taken place in modern times. The detail (and implications) of the changes are still not known, hopefully more detail will be available when the detailed consultation papers are published by the Government towards the end of July. It is considered very important that the Council fully evaluates and understands the new proposals before making any commitments about how the detail may operate and any risk management measures evaluated and considered properly and professionally. Therefore, Members are strongly recommended to wait until the detail of the proposed scheme becomes clear before coming to any judgement about the merits (or otherwise) of the potential risk and rewards sharing that pooling may make available.
4.19 Irrespective of the above, it may sensible to start to develop a set of guiding principles that can be used as a reference point for any future decision about pooling (once more information is available and has been evaluated). The following are some initial thoughts along those lines;

Guiding Principles – Pooling (Draft)

a. Joining a pool should not impact on the Council’s sovereignty in any way

b. The Council should be ‘no worse off’ from joining a pool

c. The rewards of growth should be distributed proportionately to those that have generated them

4.20 Those authorities with a good track record of growth and with an inclination to keep doing so would naturally be nervous about averaging their growth rates with others whose track record and future growth assumptions are lower than there own. The following chart summarises the business base growth in Northamptonshire for the period 2004/05 – 2010/11:


Increase in Business Growth 2004 - 2011
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4.21
It is expected that when the detailed consultation paper is issued later this month, that there will be a preference for averaging growth over a longer period (say 5 years). This is something that Kettering has specifically lobbied for and would be a sign of progress and success if it were to be adopted.
5
CONSULTATION AND CUSTOMER IMPACT


5.1
None as a direct consequence of this report.  

6
POLICY IMPLICATIONS


6.1
None as a direct consequence of this report.  


7
USE OF RESOURCES


7.1
None as a direct consequence of this report.  
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1.	PURPOSE OF REPORT





The purpose of the report is to:	�


Provide an update of the Medium Term Financial Strategy;





Discuss the ‘zones of unpredictability’ and outline the key issues;





Outline the broad strategic choices in relation to a future scheme for Council Tax Support (and an associated timeline);





Provide an update on the National Review of Business Rates focusing upon the issue of pooling.



































8. 	RECOMMENDATIONS


	�That the Executive;





Note the Medium Term challenges and issues;





Note the updated Medium term Financial Strategy;





Note the high level consultation timetable for Council Tax Support reform (as outlined in section 4.11) 





Agree with the approach outlined in section 4.18 in relation to the Governments Pooling Prospectus and endorse the draft guiding principles for pooling (set out in section 4.19).
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		TABLE 1 - MEDIUM TERM FINANCIAL FORECAST

						Zone of Predicability				Zone of Unpredictability 1				Zone of Unpredictability 2

						2011/12		2012/13		2013/14		2014/15		2015/16		2016/17

						Forecast		Forecast		Forecast		Forecast		Forecast		Forecast

						£000		£000		£000		£000		£000		£000

		1		Net Council Budget		13,928		12,749		11,900		11,593		11,496		11,117

		2		Forecast Resources:

				a) Central Government Grant		(5,464)		(4,784)		(4,497)		(4,227)		(3,931)		(3,656)

				b) Council Tax / Coll'n Fund		(25)		(25)		(25)		(25)		(25)		(25)

				c) Income From Council Tax		(6,389)		(6,411)		(6,443)		(6,476)		(6,509)		(6,542)

				Total Resources		(11,878)		(11,220)		(10,965)		(10,728)		(10,465)		(10,223)

		3		Budget (Surplus) / Deficit		2,050		1,529		935		865		1,031		894

		4		Council Tax Grant		(158)		(158)		(158)		(158)		0		0

		5		Budget Frameworks		(1,906)		(1,371)		(235)		0		0		0

		6		Savings - To be secured		0		0		(542)		(707)		(1,031)		(894)

		7		Budget (Surplus) / Deficit		(14)		0		0		0		0		0

		GENERAL FUND WORKING BALANCE

						2011/12		2012/13		2013/14		2014/15		2015/16		2016/17

						£000		£000		£000		£000		£000		£000

		8		Estimated Opening Balance		(1,415)		(1,429)		(1,587)		(1,587)		(1,587)		(1,587)

				Budget (Surplus) / Deficit		(14)		0		0		0		0		0

				Council Tax Grant 2012/13		0		(158)		0		0		0		0

		9		Estimated Closing Balance		(1,429)		(1,587)		(1,587)		(1,587)		(1,587)		(1,587)
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