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INTRODUCTION

The Medium Term Financial Strategy (MTFS) sets out how Lancaster City Council
will manage its finances to deliver against its corporate priorities, whilst protecting its
financial standing and responding to the many challenges it faces. Essentially, it
does this through a rolling process of policy review and financial planning.

The Council has two main types of finance, these being revenue and capital. Both
are covered by this Strategy:

oy, e The running costs of providing day to day services and associated
3 support are known as revenue expenditure. This is funded through
government grants, retained business rates, council tax and
income from fees and charges for services, which are all forms of
revenue income.
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Spending on things like buying or improving
property, where it will have lasting value, is known
as capital expenditure or capital investment. This
is funded in a number of ways:

- by selling other property, the proceeds of which are known as capital receipts;

- by receiving capital grants and contributions from external parties;

- byincreasing borrowing need, which spreads the cost over a number of years;
or by

- using revenue income, as this can be used to help pay for capital items too.

The Council does not have to spend all its money at once. It can save funds up for
various purposes and this helps its cash flow. Generally such funds are held as
provisions, reserves and other balances.

The City Council is required to keep its finances for council housing completely
separately to those for other services though:

— The Housing Revenue Account (HRA) covers
council housing services, which in the main are funded
from charges for services, in particular housing rents.

— The General Fund covers all other services provided
by the Council, from arts support through to waste
collection.  Generally these are funded from a
combination of fees and charges, Government grants,
retained business rates and council tax.

Both accounts are covered by this Strategy, although inevitably there is a strong
focus on General Fund services and council tax levels. This is because of their
impact across the whole of the district and its communities.
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AIMS AND OBJECTIVES
The aims and objectives of the Strategy are to:

e protect the Council’s financial standing and avoid volatile or unnecessary
fluctuations in the provision of council services, by:

- providing a clear and regularly updated view of the council’s
future financial prospects;

- setting out the Council's key financial targets and budget
constraints within which Members and Officers must operate;

- promoting and progressing the delivery of a financially
sustainable and balanced budget for the medium term.

o deliver a balanced, robust budget (for both revenue and capital) each year, which:

- matches and realigns resources to Council priorities and
statutory needs;

- is based on informed decision-making across all Council
policies and activities, underpinned by risk management;

- takes account of budget consultation with stakeholders.

¢ help achieve value for money in the use of the Council’s resources. This includes:

- maximising efficiency savings and, where appropriate,
increasing income;

- protecting statutory service obligations and minimising
reductions in other front-line services, where possible, and

- working with services to challenge traditional methods of
service provision.

e be transparent about how the Council will manage and plan its finances, together
with the implications for service delivery.

SPENDING AND INVESTMENT PRIORITIES

CORPORATE PRIORITIES

The MTFS must both support and inform the Council’s vision for the district and the
strategic direction as set out in the Corporate Plan. This is so that available
resources are matched against agreed priorities and any other supporting needs.
Such needs cover many of the day to day services provided by the Council, including
statutory responsibilities, and the Council’s priorities currently remain as:

e Clean and Green Places

* Health and Wellbeing
Community Leadership

»  Sustainable Economic Growth

As funding becomes scarcer, tensions and pressures can build - over what the
Council must do and what it would like to do, if it could afford to.
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In short:

- The Corporate Plan sets out the Council’s vision for the district and summarises
the Council’'s medium term key priorities, what it aims to deliver and achieve, and
its ethos for doing so.

- The MTFS also summarises the same key priorities, aims and objectives, but
expresses them in financial terms. It also highlights any imbalance — this being
the need to make savings and manage expectations.
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The Council knows that this imbalance and the need to make savings will continue
to grow significantly over the medium term. To address that imbalance, during the
course of next year it will commence a strategic review of its corporate vision,
priorities and values, to inform service planning and budget setting/resource
allocation from 2018/19 onwards. To assist with that exercise, there is a need to
present clearly within this Strategy the Council’s current financial position and
planning assumptions, as a baseline for moving forward.

CAPITAL INVESTMENT PRIORITIES

For capital investment, the following supporting priorities help direct investment over
the next four years, subject to the forthcoming strategic review:

e Pursuing the Council’s draft Economic Regeneration Vision (Cabinet February
2014); the full strategy for which is still in development. This covers
improvements to the Public Realm.

e Delivering schemes that support the Council’s focus on energy efficiency and
income generation, to be informed by the Energy Renewal Strategy.

e Progressing the priorities within the Lancaster District Housing Strategy and the
associated Housing Action Plan. For Council housing, currently this still
includes the aim of increasing the provision of one-bedroom accommodation
within the district, but subject to financial viability.

o Refurbishment/replacement/rationalisation of existing corporate property or
facilities required to deliver services, or to meet other legislative requirements.
This represents the greatest investment need for both General Fund and
Council Housing services. For example, it includes meeting the ‘Lancaster
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Standard in the provision of council housing, in line with the 30-Year Business
Plan.

e Other new or expansion of existing facilities and other new innovations, where
they link clearly with the Corporate Plan and they are either:

— fully budgeted or self-financing (in revenue and capital terms); or

— invest to save proposals that require some up front capital investment but
would generate cashable ongoing revenue savings. Acceptable payback
periods will be determined based on circumstances, having regard to the
Prudential Code (see later) and the advice of the s151 Officer.

REVENUE BUDGET FORECASTS

GENERAL FUND SERVICES: NET SPENDING

For many years, local authorities were statute bound to approve a Revenue Budget
Requirement for General Fund Services, this being the amount of net spending to be
financed from general Government funding and council tax (or looking at it another
way, gross spending less income from fees, charges and various other/specific
grants).

Recent changes mean that there is no longer a legal requirement or a legal definition
for the term, however. Instead, the legal framework now focuses on the lower
measure of ‘Council Tax Requirement’ — or how much income needs to be raised
from council tax for that year, in order to balance the budget.

Nonetheless, for now the measure of Net Revenue Budget/Spending has been
retained, based on it being the amount to be financed from:

o Revenue Support Grant
o Council Tax (including any related Collection Fund surplus/deficits)
o Retained Business Rate Income (calculated and adjusted as necessary)

In line with this definition, the Council’s current forecasts for net revenue spending
for the next four years are summarised below for General Fund services, together
with council tax projections for exemplification only (in that they show how much
council tax would need to increase by, if the Council achieved no further savings).
The figures are also outlined at Annex 1.



Revenue Budget Projections Council Tax Projections

(allowing for savings & growth) (for exemplification only)
Net Annual Latest Net Average Annual Increase
to or (from) | Tax Rate
Balances)
£000 % £000 Band D All Bands
2016/17 | 16,523 -3.1 17 £208.97 £5.00 2.45%
2017/18 | 15,839 -4.1 165 £213.97 £5.00 2.39%
2018/19 | 16,200 +2.3 - £231.49 £17.52 8.2%
2019/20 | 16,481 +1.7 - £247.93 £16.44 7.1%
2020/21 | 17,930 +8.8 - £278.93 £31.00 12.5%
4.1.5 Despite the Council’'s achievements to date in making savings, the table clearly
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demonstrates that spending levels are still unsustainable in council tax terms, as tax
increases of over 30% would be needed to 2020/21. A key underlying reason for
this is that Government funding is projected to reduce further, and this is expanded
on in the section below.

GENERAL FUND SERVICES: FUNDING PROSPECTS

Settlement Funding and Business Rates

Each year the Council receives funding from Government to help with the provision
of services. Funding levels for the forthcoming year/s are announced through the
“Local Government Finance Settlement”, ahead of councils setting their budgets.
Provisional funding information is announced typically in December time, for a period
of consultation. The Settlement is then finalised in late January or early February.

There are essentially two main elements to the Settlement Funding Assessment
(SFA), these being:

- Revenue Support Grant, which is a fixed amount, and

- Baseline funding from business rates. This is the basic amount of rating income
that Government allows an authority to retain. If business rate income in the
district grows, authorities can retain more income than the baseline. If income
falls, authorities will retain less income than the baseline, although there is a
safety net in place, meaning that authorities cannot experience more than a 7.5%
reduction in any year.

After allowing for income from other sources, in next year less than half of the
Council’s net budget for General Fund services will be funded through the Settlement
Funding Assessment, with the balance being funded by other general funding
streams and council tax. The SFA proportion has been reducing significantly year
on year since 2010/11; back then it funded around two thirds (66%) of the net budget.
That is why Government funding prospects can have a dramatic effect on the
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Council’s future financial strategy and service provision.

Over a year ago, for the first time Government
announced a four-year Settlement, to assist with
financial planning. This confirmed funding levels for
2016/17 and provided provisional figures for the
following three years up to 2019/20, for those
authorities who wished to take up the Government’s
offer of a multi-year Settlement. The City Council
accepted this offer and accordingly its Government
funding levels have been confirmed for 2017/18,
although there is still the potential for later years to
change, depending on national economic factors and
future local government responsibilities, etc.

Looking further ahead, by 2020 Government is still aiming for local authorities to be
wholly funded through local taxation, meaning that by around then Revenue Support
Grant (RSG) will no longer be provided. This is reflected in the Settlement Funding
assumptions, with RSG reducing to nil by 2020/21.

To counter that loss, local authorities will be able to retain 100% of business rates
but as well as losing RSG they are expected to lose other related grants, whilst
gaining new responsibilities — the overriding aim being that the new arrangements
should be ‘fiscally neutral’.

Developing such a scheme is highly complex, as it will need to take account of the
differing spending needs and tax raising capacities of local authorities, to help
address fairness and equality. Government is continuing to engage and consult with
local authorities on this; the next round of consultation is expected in early spring
2017.

In the interim there are other challenges to address, such as monitoring the outcome
of the 2017 Business Rates Revaluation — whether this will meet its aim of being
neutral in terms of the impact on local authorities is still far from clear. More
specifically, the Council still has a disproportionate exposure to rating appeals,
particularly in relation to the two Heysham power stations. Also, business rate
avoidance tactics are a growing national and local issue.

It is evident that the operation and forecasting of the existing Business Rates
Retention Scheme remains complex. The following table summarises current
expectations for business rates collection and distribution for 2016/17 and 2017/18
financial years.
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General Fund Impact 2016/17
£M

Net Income Collectable (53.713)
Adjustment to Provision for Appeals (25.209)
Net Business Rates Collectable (78.922)
Less:

Central Govt. Share — 50% 39.461

County & Fire Shares — 10% 7.892
Amount Retained by City Council (31.569)

Less Central Govt. Tariff (incl adjustment) 20.216
Baseline Funding Level (11.353)
Add back: Grant in respect of Small Business Rate (1.394)
Relief
Less Settlement Baseline Funding 5.250
Potential (Growth)/Loss in Income (7.497)
Less Levy Payment of 50% 3.749
Forecast Potential Retained Income (3.748)

Safety Net Payment due from Govt. to limit losses

Net Loss in Income (i.e. how much safety net is below baseline)

Add: Income Generated from Renewable Energy

Overall Net Increase in Income

Collection Fund: Calculation of (Surplus)/Deficit Contributions
for 2017/18

Net Business Rates Collectable (78.922)
Less Budgeted Distributions 60.184
Less Deficit as at 31/03/16 40.035
In-Year Deficit Contributions (14.333)
Estimated Deficit as at 31/03/17 to be recovered in 6.964
2017/18

City Council Share — 40% 2.786

Linked to the above, the provision for successful appeals has been reassessed down
to £9.8M (as compared with £34.9M as at 31 March 2016). The latest provision is
based predominantly on national average settlement figures but there is still scope
for actual settlement values to be substantially different. The actual gross value of

appeals currently outstanding stands at around £24M.

With regard to the City Council's £2.8M share of the estimated Collection Fund
deficit, this must be charged to the Revenue Budget during 2017/18, but in many
respects, it may be regarded as a notional figure. By law, it is disregarded for the
purposes of setting council tax. The actual year end calculations are far more

2017/18
£M

(63.377)
6.759
(56.618)

28.309
5.662

(22.647)

19.656
(2.991)
(1.251)

5.357
1.115

(0.714)
0.401

(0.935)
(0.534)



4.2.12

4.2.13

4.2.14

4.2.15

4.2.16

4.2.17

significant and as they follow a different methodology, they can give markedly
different results.

To highlight this, and on the upside, from the table it can be seen that there is
opportunity for the Council to benefit from a sizeable share (£3.7M) of any actual in-
year surplus (i.e. retained income) that may be recognised at year-end. This can
only be confirmed after 2016/17 outturn — and unfortunately experience
demonstrates that outturn can be vastly different from the associated in-year
forecasting. Expectations will continue to be monitored. That said, even if an actual
deficit is experienced, then the Council would be protected financially through the
safety net mechanism.

With regard to renewable energy, estimates are based on existing rated facilities but
their Revaluation results have not been reflected in the updated ratings list. This
means that the associated income could increase, or decrease, in due course, but it
is also known that new developments will be added into the list at some point and
this will result in additional income. More fundamentally, it is evident that the current
renewable energy rating retention arrangements will continue into 2017/18 and the
scheme is still assumed to continue beyond then — though there is risk in this.

Recognising all those uncertainties, the Council’s future budget forecasts are still
based on retained general business rate income remaining at safety net, but with
additional income from renewable energy schemes being retained by the Council. In
line with accounting requirements, any other potential general growth in income
cannot be realised until it is certain and secure. The Council’s unusually high risk
exposure continues to be the determining factor in the Council not taking part in the
Lancashire Business Rates Pooling arrangement.

Other General Government Funding: New Homes Bonus (NHB)

In terms of other Government grant funding, alongside the main Settlement
Government confirmed that the New Homes Bonus (NHB) is to continue until around
2020/21 (at least), albeit that funding allocations will reduce in future as a result of
Government diverting resources into adult social care. Various other reforms to the
scheme are being implemented, including:

e a national baseline for growth in housing stock (at 0.4% for 2017/18, with
Government having the option to adjust this in future). For growth below this
level, authorities will not now receive NHB;

e the number of years for which ‘legacy’ payments will be made is to reduce from
6 years currently, to 5 years for 2017/18 and 4 years from 2018/19.

On top of these changes, from 2018/19 Government “will consider withholding NHB
payments from local authorities that are not planning effectively, by making positive
decisions on planning applications and delivering housing growth. To encourage
more effective local planning [Government] will also consider withholding payments
for homes that are built following an appeal”. In the meantime, Government has
confirmed that it will not introduce measures “to withhold payments for areas without
a local plan in 2017/18”.

At present the Council’s budget projections are based predominantly on information
provided by Government through the Settlement, with the assumption that NHB
awards for housing growth up to 2019/20 will continue to flow through to the Council
in some form or other. There is much speculation about the future of NHB, with a
general feeling that the scheme will cease at some point, most likely around 2020 or
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whenever the wider finance reforms are implemented. Also, huge demand and cost
pressures still exist in functions such as adult social care and children’s services,
with the chance that more funds could be diverted away into these areas. Whilst this
is speculation, inevitably the future forecasting of NHB involves risk.

Taking account of all the above points, the Council’s budgeted funding assumptions

are summarised below:

2016/17 = 2017/18 @ 2018/19 @ 2019/20 @ 2020/21
£000 £000 £000 £000 £000
Revenue Support Grant 2,652 1,605 941 200 0
Baseline Funding (Business Rates) 5,250 5,357 5,530 5,726 5,880
Settlement Funding Assessment 7,902 6,962 6,471 5,926 5,880
Year on Year Reduction £1.166M | £0.940M | £0.491M | £0.545M | £0.046M
12.9% 11.9% 7.1% 8.4% 0.8%
Reduction over Review Period £2.022M
25.6%
Settlement Funding Assessment 7.902 6,962 6,471 5.926 5,880
(from above)
Less: Business Rate Adjustment
(to Safety Net) 0 (401) (415) (429) (441)
Less: Tariff Adjustment (288) (280) (289) (299) (310)
Add: Renewable Energy Rating 930 935 965 995 1,015
Income
Add: New Homes Bonus 1,917 1,854 1,417 1,361 824
Total General Fund 10,461 9,070 8,149 7,554 6,968
(excluding Council Tax)
Year on Year Reduction £0.906M | £1.391M | £0.921M | £0.595M | £0.586M
8.0% 13.3% 10.1% 7.3% 7.8%
. . : £3.493M
Reduction over Review Period 33.4%

4.2.19

4.2.20

4.2.21

Allowing for New Homes Bonus, it can be seen that the Council's general funding is
expected to reduce by £3.493M or 33.4% in cash terms over the period.

In terms of sensitivity, a 1% change in total funding for 2017/18 amounts to a little
under £91K, which is about a 1% change in council tax.

Finally, Government has retained the concept of ‘core spending power’. Essentially
this gives an annual comparison of the combined total of general Government
funding and assumed income from council tax. Given that the measure includes
council tax income, which is forecast to increase, the headline year on year
reductions are lower than those shown earlier for Settlement funding and New
Homes Bonus. The City Council’s figures as produced by Government are as
follows:



Core Spending Power

2016/17 = 2017/18 @ 2018/19 @ 2019/20 | 2020/21

£EM £M £M £M £EM

Settlement Funding Assessment 7.9 7.0 6.5 5.9 5.9
Assumed Council Tax Income
(Allowing for estimated tax base growth 8.3 8.6 9.0 9.3 9.6
and £5 per year tax rate increases) ' ' ' ' '
Assumed New Home Bonus Grant 1.9 1.9 1.4 1.4 0.8
Total: Core Spending Power 18.1 17.5 16.9 16.6 16.3
Reduction over the Review Period: £1.8M

9.9%

4.3
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HousING REVENUE ACCOUNT: REVENUE PROSPECTS AND RENT PoLIcY

The HRA operates on a ‘self-financing’ basis. This means that its income,
predominantly from housing rents, must cover all its day to day spend on services
including the costs of maintaining and improving the housing stock. Most of the
complexities of the former housing subsidy system have now been removed.

This gives a clearer basis on which to plan and manage the service’s finances, to
inform its future direction. HRA planning is currently centred on a 30-year business
planning approach, reflecting that the maintenance of its ‘long-lived’ property assets
is essential for providing the service.

The 2017/18 budget is the fifth one to be completed since self-financing was
introduced. Under this framework, the HRA was well placed to invest and enhance
its service provision. The extent to which it can do this is directly influenced by the
rent setting policy adopted, but unfortunately the Council’s discretion in this area has
fundamentally reduced as a result of Government policy changes.

Through the Welfare Reform and Work Act 2016, the Government removed the
flexibility that local authorities previously had in determining their own rent policies.
As a consequence, from 2016/17 to 2019/20 most property rents must reduce by 1%
year on year, except where properties become vacant and their rents have not yet
reached convergence with other social housing providers (i.e. they are below what
is referred to as formula rent’). In these circumstances, different rules apply.

Rent setting is an executive function and as such it is a matter for Cabinet to decide,
albeit it must work within the law. Drawing on all the above points, the following rent
policy has been adopted:
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For general properties, average rent For sheltered and supported

of £71.69 applies for 2017/18, properties, average rent of £66.97
representing a 1% year on year applies for 2017/18, also representing
reduction. a 1% year on year reduction.

For 2018/19 to 2019/20 average rents will reduce by a further 1% year on year.

Following relevant properties becoming vacant, they will be re-let at ‘formula rent’
less the relevant cumulative year on year reduction applicable (i.e. generally 2%
for 2017/18 rising to 4% in 2019/20).

For 2020/21 onwards, it is assumed that council housing rents revert to
increasing by 2% year on year, subject to annual review and any future
determinations that may be issued by Government from time to time.

The HRA revenue budget and future years’ forecasts are attached at Annex 2.

The restrictions on rent setting to 2019/20 brought about by the change in
Government policy are estimated to cost around £90M over the life of the 30-year
business plan. Furthermore, there is no certainty regarding Government rent policy
beyond 2020 and the associated risks attached to future rent increases from 2020/01
onwards must be recognised.

These points raise questions over the viability of any new-build plans and they
require a major efficiency-drive from the service. Furthermore, other Government
social housing proposals could add significantly to the challenge of securing the
HRA'’s long-term viability. These issues will continue to be explored and appraised
over the coming year.

The impact of these decisions is recognised in the Council’s capital investment
priorities for housing, outlined earlier, and in HRA reserves, as covered in the
following section.

PROVISIONS, RESERVES AND BALANCES

STATUTORY ADVICE AND PoLicy CONTEXT

In accordance with statutory requirements, the Council’'s Section 151 Officer has
advised that Balances should fall no lower than £1.5M for General Fund and £0.5M
for the Housing Revenue Account, with this advice reflecting the longer term, not just
the shorter term. The Council accepts this advice and this is taken account of in
future financial strategy.

The Council has a formal policy setting out its position in terms of provisions,
reserves and balances and this is attached at Annexes 3 and 4. The policy is a key
element for managing risk, helping to protect the Council’s financial standing as well
as supporting its medium term financial planning. The key issues for General Fund
and HRA are outlined below.

3.3
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GENERAL FuND POSITION

After transferring in this year’s forecast net underspending, Balances would amount
to £4.476M by 31 March 2017. Should the outturn prove in line with this forecast and

rec
sur

ognising the risks attached, it would mean that the Council has around £3M of
plus Balances available for use over and above the recommended minimum level

of £1.5M. Taking account of the Section 151 Officer’s advice, planned use of those
surplus funds is as follows:

(i)

(ii)

(iii)

(iv)

Ge

During the next year, a contribution to Balances of £165K is budgeted. This
would result in surplus Balances reaching £3.1M (above the £1.5M
minimum) by 31 March 2018 if net spending is as projected.

If the Council is able to contribute further to Balances (for example, by
achieving greater service expenditure savings and/or increasing its
budgeted income) then it will do so.

The £3M of forecast surplus Balances has been left available to help address
the more fundamental budget challenges that are expected from 2018/19
onwards. This also gives scope to manage any changes in expected
spending, ahead of then.

Balances help with those challenges, as in due course they may be used to
finance up-front costs attached to savings initiatives, or they may be used to
cover budget shortfalls, in the lead up to implementing agreed major service
reductions, as examples. Whilst they help, in themselves Balances by no
means resolve those challenges fully.

neral Fund has a number of other earmarked reserves available to support

investment priorities, manage key risks and help address the medium term budget
deficit. The most significant ones are:

Invest to Save
This reserve is earmarked to help fund schemes that can generate savings in the
medium term, informed by corporate planning.

Renewals
This source of funds helps ensure that the Council’s infrastructure, facilities and
equipment are fit for purpose going forward.

Budget Support

This provides resources to help finance capacity and various feasibility/other
development work in support of the Council’s forthcoming strategic review of its
corporate planning and budgeting.

Restructuring
This is to be used in support of the Council’s long standing commitment regarding
the pay and grading review.

Canal Corridor North

This reserve has been created, given the significant of the project and the
ongoing need for quality external advice to achieve the best deal possible and
protect the Council’s interests. It should be noted that other than this reserve, as
yet there is no other provision within the revenue or capital budget forecasts for
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the progression of any CCN development. Update of the budget framework
would be integral to any Council decisions regarding the project.

— Economic Growth
This new reserve provides funds to help support economic growth and the
development of strategy, through a variety of potential means.

As at 31 March 2017 the combined total of General Fund reserves and Balances is
forecast to be £9.8M, representing 62% of next year’s revenue budget.

On balance the Council’s reserves position is reasonable and fits with the aims of
this Strategy but nonetheless, the Council still has a large ongoing budget gap
forecast for the medium term, and many uncertainties and risks to manage in the
interim.

HousING REVENUE ACCOUNT POSITION

As at 31 March 2017 HRA Balances are forecast to be £1.825M, which is £1.325M
above the new recommended minimum level of £0.5M. The Council’s section 151
Officer has recommended and increase (from £0.35M to £0.5M) in recognition of the
key issues, assumptions and risks underlying the budget projections.

All other surplus resources are held in the Business Support Reserve. As at 31
March 2017, £8.54M is expected to be available in this reserve and the first spending
priority is now supporting existing commitments over the lifetime of the 30-year
Business Plan.

CAPITAL INVESTMENT AND FINANCING

The Council’s current asset base is summarised below, based on its audited Balance
Sheet. As at the end of last financial year the Council held land and other property
of £240M, against which it had £65M borrowing and leasing obligations outstanding.
The majority of assets held are integral to providing services and supporting delivery
of the Council’s objectives.

Summary Consolidated €l MERE £L e
Balance Sheet AW A
£000 £°000
Intangible Assets 87 71
Tangible Fixed Assets:
Property, Plant and Equipment 204,273 206,028
Heritage Assets 7,856 8,291
Investment Property 25,321 26,036
Assets Held for Sale 57 57
Total Capital Asset Base 237,594 240,483

A key task of the Council’s Property Strategy is to keep the authority’s General Fund
property portfolio under regular review to ensure that its capital base remains fit for
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purpose, and that any major associated risks or opportunities are identified and
managed as appropriate. In turn these matters are reflected in either the Council’s
capital investment priorities, or its capital receipts forecasts. The review of the
Council Housing 30-year Business Plan fulfils a similar function for that service’s
asset base.

Based on the last condition surveys, £6M of capital investment is needed over the
next few years to improve the condition of the corporate property portfolio for General
Fund services. The assumption is that this will be financed mainly through increasing
the Council’s borrowing need, but on the following condition:

The Council will continue to review its corporate property holdings
over the medium term, in collaboration with Lancashire County
Council. The primary aim of this review is to reduce corporate
property investment needs through the rationalisation of property
holdings, with any resulting capital receipts being applied
accordingly, rather than being used to support other new

investment.

Accordingly, the Council’s programmed capital investment and its current assumed
financing for the medium term is summarised below and further details are attached
at Annexes 5 and 6.

General Council Total
Fund Housing
£°000 £°000 £°000
Total Gross Capital Programme 39,688 20,822 60,510
Financed by:
Grants and Contributions 16,424 55 16,479
Capital Receipts (from other land & property sales) 2,089 1,352 3,441
Direct Revenue Financing 413 0 413
Use of Reserves (including HRA Major Repairs Reserve) 2,298 19,415 21,713
Net Increase in Underlying Borrowing Need 18,464 0 18,464
Total Financing 39,688 20,822 60,510

It is evident that the Council Housing programme is reliant on using reserves, and
this avoids any increase in HRA borrowing needs. For General Fund investment,
the financing is more varied. In particular, the majority of the increase in underlying
borrowing need is helping to finance vehicle replacements and corporate property
works, mentioned above.



7 FINANCIAL TARGETS AND CONSTRAINTS
7.1 CouNclIL TAx

7.1.1 Lancaster City Council believes that council tax should give good value for local
taxpayers. In setting its tax rates, the Council has regard to:

- anticipated levels of pay and price
inflation

- Government funding levels

- local referendum thresholds

- the ability to meet its statutory
obligations

- its wider vision for the district.

7.1.2 The Council aims to keep its Band D council tax increases to £5 for 2017/18 and
future years, subject to future thresholds for holding local referendums, which are set
by Government. These targets apply to the basic Band D City Council tax rate across
the district excluding parish precepts.

7.1.3 For 2017/18, the approved increase equates to 2.39%, reducing slightly in future
years. Other Bands will experience difference £ increases relative to their Band D
equivalence. They are shown in the table below:

Council Tax Band D 2017/18 Year on Year
Band Equivalent City Council Increase
Proportion Tax Rate £
£
A 6/9ts 142.65 3.34
B 7/9ts 166.42 3.89
C 8/9ths 190.20 4.45
D 9/9ths 213.97 5.00
E 11/9ts 261.52 6.11
F 13/9ts 309.07 7.22
G 15/9ts 356.62 8.34
H 18/9ts 427.94 10.00

7.1.4 The Council has kept with the difficult decision of increasing the tax rate and targets
for future years, as a way of helping to mitigate the impact of Government funding
reductions. To some extent, increasing council tax will help protect key services.

7.1.5 As a consequence, the following table sets out the key financial targets that the
Council will strive to work within for the next three years.



Target

Target Budget Requirement
Target Council Tax Requirement
Target Council Tax Increase (Band D)

Target Council Tax Rate (Band D)

Year on Year Net Savings
Requirement (assumes recurring
savings achieved)

Cumulative Net Savings Requirement

7.1.6

7.1.7

7.1.8

7.1.9

2017/18 = 2018/19

£15.839M | £15.688M

£8.623M £8.956M
£5.00 £5.00
2.39% 2.34%
£213.97 £218.97
- £0.512M

- £0.512M

The net savings targets would need to be increased for:
- any additional growth that may be required in future, or
- any further net increases in the base budget, or
- if council tax targets reduce below £5 at Band D.

2019/20

£15.487M

£9.295M
£5.00
2.28%

£223.97

£0.994M

£1.506M

2020/21

£15.784M

£9.640M
£5.00
2.23%
£228.97
£2.103M

£3.609M

As a guide for the future, typically a 1% change in council tax now amounts to

approximately £86K.

Clearly the savings targets are indicative and they will continue to be monitored and
reviewed as referred to later in this Strategy. There is nothing to indicate that the
Council’'s annual funding prospects will improve significantly over the term of this

strategy, unless any potential growth in business rate income can be realised.

Thereafter, beyond 2020 the Council’s financial prospects will hinge upon the
operation of the full Business Rates Retention Scheme, the details of which are still

under development.

Building on the figures quoted earlier, between 2010/11 and 2020/21 the Council’s
net annual spending is expected to have to reduce by £8M or 35% in cash terms.

This is as compared with 2010/11, when Council spending reached its peak.

£25M

£20M

£15M

£10M

HMRSG M Business Rates [ Council Tax [dBudget Deficit




7.1.10 ltis therefore considered safe to re-state the following:

7.1.11

7.2

7.2.1

7.2.2

7.2.3

7.2.4

Between 2010/11 and 2020/21 net revenue spending is expected to
have to reduce by £8M or 35% in cash terms. Although every effort
will continue to be made to deliver savings through efficiencies and
innovation, it is expected that future budgets will not be balanced
without increasing the charges for some services, as well as
reducing the overall range and quality of services provided. That
is why prioritisation of services is even more important, as is the

need to share these expectations with communities.

On a more positive note, however, the Council does have the time to plan for the
medium to longer term future and achieve a financially sustainable budget. Currently
it still has a strong financial standing that gives the flexibility to deliver such plans -
as long as the Council uses its time and other resources wisely. To summarise, that
is the whole point of this strategy.

REVENUE BUDGET LIMITS
Council ultimately approves the budget forecasts for future years and any associated
use of Balances. Cabinet Members and Officers must then work within this

framework, unless any flexibility is agreed by Council.

For the next few years, current figures for General Fund are as follows:

-~ Net Spending Forecast Forecast
Limit (before Contribution Net Revenue
transfer to to Balances Budget
Balances)
£000 £000 £000
2016/17 16,506 17 16,523
2017/18 15,674 165 15,839
2018/19 16,200 0 16,200
2019/20 16,481 0 16,481
2020/21 17,887 0 17,887

Cabinet has no general flexibility to increase net spending over the amounts shown
above, or to increase the use of Balances, or to take on new (unfunded) spending
commitments for subsequent years.

For the Housing Revenue Account, Cabinet has no general flexibility to use
Balances, or to take on unfunded spending commitments.
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7.3.1

7.3.2

7.3.3
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7.4.1

Outside of the above constraints, the only exception is if immediate spending is
needed in relation to either an emergency threatening life or limb, or major structural
damage threatening the fabric of a building (Financial Regulations s4.3.1.4).

Any flexibility within these overall financial constraints is set out within the Council’s
Financial Regulations and the supporting budget transfer limits (virements and carry
forwards) included at Annex 7.

EXTERNAL GRANTS AND CONTRIBUTIONS

The Council anticipates that generally, external sources of finance will continue to be
scarcer than in the past. Nonetheless, it will continue to pursue funding opportunities
where:

they fit clearly with the Council’s corporate planning and/or capital investment
priorities;

the funding makes provision for any extra capacity needed to support the
workload involved, or the impact can be otherwise managed from existing
resources; and

pursuing such opportunities requires no extra financial support/commitment over
and above that already provided for within approved budgets, or included in future
budget proposals supported by Cabinet/Council, or alternatively, the funding
opportunity may reasonably result in the Council avoiding future costs or liabilities.

Should potential funding opportunities arise, they will be considered as part of the
annual budget and planning process where appropriate. If timescales do not fit with
this, then the relevant approvals must be gained to pursue the opportunity, as set out
in Financial Regulations.

The use of any general, non-specific grants will generally be considered as part of
the budget process, in light of overall spending needs and priorities.

CAPITAL RECEIPTS

From the current year to 2020/21 inclusive, usable capital receipts totalling £3.441M
are anticipated, of which £2.089M relates to General Fund property disposals with
the remainder relating to Council Housing. The controls regarding their use are set
out below:

— Council housing capital receipts may be used either to
support capital investment in council housing stock and
supporting assets, or to reduce HRA capital financing
costs. The use of any additional receipts arising will be
considered in context of the 30-year Business Plan.

— For General Fund, all of the budgeted capital receipts
will be used to support the capital programme. Subject
to property rationalisation requirements, any additional
capital receipts generated will be used to reduce the
Fund's underlying borrowing need, unless any
contractual obligations require otherwise.
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In 2016 the Government issued statutory directions that allow the flexible use of new
capital receipts, gained from April 2016 to March 2019, to pay for the revenue set up
costs of projects that are designed to make revenue savings. Whilst the Council
currently has no plans or perceived need to use this flexibility, the position will be
kept under review as appropriate. Any future plans to make use of the flexibility
would require Council’s consideration, with Government also being notified.

REVENUE FINANCING FOR CAPITAL INVESTMENT

Revenue financing from reserves will be based on existing earmarked reserve levels
(or projections), as long as capital investment proposals match with the approved
use of those reserves. Within the HRA, substantial annual contributions will be made
to the Major Repairs Reserve, to finance the bulk of in-year capital investment needs.

No other general provision for direct revenue financing will be built into budgets,
although specific proposals may be considered in appropriate circumstances, e.g.
invest to save schemes.

CAPITAL INVESTMENT: UNDERLYING BORROWING NEED
(ALSO KNOWN AS CAPITAL FINANCING REQUIREMENT OR CFR)

Taking into account current investment needs and availability of other capital
resources, in gross terms the Council’s basic underlying borrowing need is assumed
to increase by almost £18.5M to 20/21, prior to any further savings being identified
from the property review. This increase relates solely to General Fund. The gross
increase will be offset by ‘repayments’, chargeable to revenue over the same period
(E9M for General Fund, £5M for HRA).

The practice will continue by which the Chief Officer (Resources) will assess, under
delegated authority and in consultation with other Chief Officers, the most
appropriate means of financing for the planned acquisition of new vehicles and
equipment. This may give rise to changes in the underlying borrowing need
projections.

Further changes to the CFR may be considered in year for invest to save schemes,
but only in context of the Prudential Code requirements and where robust, achievable
revenue savings can be identified or income generated, which reasonably exceed
the ongoing (whole life) costs associated with a new capital proposal and meet any
other payback requirements. This scenario would require further specific Cabinet /
Council approval as required.

No other prudential borrowing is planned during the medium term, until fuller plans
have been adopted for tackling future years’ budget deficits over the longer term.

Whether or not any of the underlying borrowing needs will give rise to actual
additional long-term borrowing or, alternatively, be financed by utilising the Council’s
cash balances, is a decision that will be made within the framework of the council’s
Treasury Management Strategy.
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THE BUDGET PROCESS
TIMETABLE AND OVERVIEW

Budget setting is an annual review process, it being a key part of the Council’s
corporate planning arrangements. The Council must set a budget (or council tax
requirement) and the council tax before 11 March each year. The Council’s financial
year runs from 01 April to 31 March and it has a four-year financial planning horizon.

Throughout the annual review process, elected Members determine the allocation of
resources across services and Corporate Plan priorities and the level of council tax
to be charged. In conjunction with the Chief Officer (Resources), other Chief Officers
are responsible for the more detailed aspects of budget preparation in their areas,
including developing service options to assist elected Members’ deliberations.

The approved annual budget is therefore a resource plan that, as far as possible,
aims to match inputs (e.g. staff, premises, equipment) to planned outputs and
objectives, and gives authority to spend. It provides a basis for monitoring and
accountability.

In December 2016 Cabinet approved an outline budget and policy framework
timetable leading into the budget process for 2018/19 onwards, a copy of which is
attached at Annex 8. The key elements of this strategic review are:

- A major review of the Council’s Corporate Plan (all aspects, including vision
and priorities) and the supporting Policy Framework, culture and risk appetite.

- Completion of other major policy and strategy reviews (such as corporate
property, ICT/digital/customer service, HR/workforce planning, procurement,
housing, etc). A full schedule and proposed timetable will be presented for
consideration in due course.

- Consideration of major transformational / innovative budget options for
implementation from 2018/19 onwards.

- Any emerging national policy implications, ranging from Brexit to 100%
Business Rates Retention.

The aim is to establish a clearer priority-driven and policy-led approach to budgeting
and resource allocation, establishing a firm basis on which to build on in the coming
years.

BUDGET PREPARATION

The Council has taken an incremental approach to budget setting for 2017/18 and
the future years’ forecasts underpinning this Strategy. Broadly speaking, this means
that the current year’s budget provides the starting point for next year’s. It is based
on the assumption that unless any specific decisions are taken to determine
otherwise, services and activities will continue at broadly the same level from one
year to the next. This does not preclude efficiency or innovation being sought in
service delivery, however. Indeed efficiencies are the first priority for achieving
budget savings and this is reflected later.
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The initial “baseline” assessment of the cost of service provision is referred to as the
base budget. Inthe course of the planning process, the base budget for each service
area is updated to include:

o an allowance for the estimated level of pay and price inflation from one year

to the next. Current budget assumptions are set out at Annex 9;

o adjustments to reflect the transfer of functions in the Council, changes in

activity/demand levels for services where appropriate (including demographic
pressures), or general efficiencies and cost reductions, as examples. The
Council expects the number of households in the district to grow, and in turn
this will add cost pressures into the base budget, simply to maintain service
levels;

o any previously approved changes to policy or strategy, for example a

reduction in budget to reflect withdrawal of a service, or an increase to fund a
new initiative or the impact of new legislation.

Estimates of expected Government funding and business rates retention, as well as
any remaining ring-fenced specific grants and associated costs, will be revised
during the planning and budget setting process.

Similarly the main assumptions underpinning the budget will be identified, assessed
and reported, together with the main financial risks facing the Council. This is an
important element of the Council’s risk management arrangements.

Given the forthcoming strategic review, it is anticipated that other budgeting
approaches, such as zero-based budgeting, will be incorporated as specific
circumstances warrant it. For example, in undertaking service reviews and in
identifying and appraising different policy or service options.

BALANCING THE REVENUE BUDGET: SAVINGS AND GROWTH

As the earlier forecasts show, there is still a need to address a considerable funding
gap between spending aspirations and the resources available. Consequently, major
budget savings must be achieved over the medium to longer term. There is also the
need to accommodate any required growth in services and any legislative changes.

The Council’s established means by which it will seek to balance its budget are as
follows. These will be reviewed and updated as appropriate, in context of the
forthcoming strategic review. Various options that have already been identified for
consideration are set out at Annex 10.

Efficiency Savings (including Minor Service Reductions):

These are regarded as a priority over other forms of making savings in Council
expenditure. Primarily the Council will focus on ‘cashable’ efficiency savings and
trimming of services, rather than those that seek to enhance service standards
for the same cost. The Council will continue with this approach, to achieve better
value for money for the community as a whole. It will consider collaborative
working with partners as appropriate, and explore innovative ways of working, its
commercial appetite, and new, more modern technologies.



Invest to Save Initiatives:

Various initiatives will be developed for
appraisal, and prioritisation as appropriate.
Examples include a review of the financial
viability of the Middleton solar farm, further
proposals for Salt Ayre Leisure Centre, and
Museums rationalisation. There are numerous
competing initiatives.

Income Generation

During 2017/18 the Council will determine its appetite and approach to
commercialism and this will inform future policy, for example on income
generation. As part of either that overall charging policy or various specific
service reviews, the Council will identify potential options for increasing income
generation, thereby reducing the subsidy for some services.

Major Service Reductions

Notwithstanding the drive for efficiency, savings are expected to be needed from
reducing the level or range of services provided to meet future financial targets.
Through taking an informed, evidence-based approach in its strategic review, the
Council will develop options as may be appropriate for:

- reducing service standards in statutory areas;

- rationalising access to services and facilities (including property holdings); and

- reducing or withdrawing discretionary services and activities, taking account
of priorities and need.

Redirection of Resources (“Growth”)
Any growth in a particular area will only be considered if it meets either of the
following conditions:

- itis needed to meet statutory service standards; or

- itis essential to meet a key objective within Corporate Plan proposals arising
from the forthcoming review, for which there are no alternative providers or
sources of funding available and sufficient progress has been made in
establishing and delivering plans for addressing the medium to longer term
budget deficit, so as to consider any growth proposal affordable and
sustainable in the medium to long term. This applies particularly to any
recurring or high cost one-off growth proposals.

Any potential ideas or growth proposals for 2018/19 onwards will be considered
at the same time by Cabinet, prior to presenting its budget proposals to Council,
to ensure that their respective merits can be compared and prioritised.

It is highlighted that the term ‘growth’ is something of a misnomer, certainly at a
corporate level. In times where funding levels are reducing, a service level or
activity may grow but only at the expense of another, through the redirection of
resources.
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BALANCING THE CAPITAL PROGRAMME: THE PRUDENTIAL CODE

The Prudential Code for Capital Finance in Local Authorities was introduced to
support councils in planning for capital investment at a local level. The key objectives
of the code are to ensure, within a clear framework, that:

- the capital investment plans of local authorities are affordable, prudent and
sustainable;

- treasury management decisions are taken in accordance with sound
professional practice; and

- local strategic planning, asset management planning and proper options
appraisal are supported.

The ultimate aim is to help ensure value for money from capital investment. Also, it
reinforces openness and accountability in the decision-making surrounding capital
spending.

Details of the Council’'s Prudential Indicators (as required under the Code) are
included in the Treasury Management Strategy, which also sets out the framework
for managing associated debt.

The Council will apply and promote the principles of the Code in its consideration of
the affordability and value for money of key capital investment.

BUDGET OPTIONS APPRAISAL

Establishing plans to tackle the medium term budget deficit requires various
scenarios and alternatives to be tested.

The appraisal of future budget options will incorporate any appropriate and
proportionate impact assessment as necessary and it will consider the relevant
workforce, property, ICT, legal and any other resource implications, as well as the
timescales for implementation. It is recognised that major change programmes
cannot all be agreed and delivered at the same time and this is reflected within the
Council’s budget plans.

Options for any additional significant capital investment (over that already identified)
and its financing will also be appraised as part of future budget processes, in line
with priorities as set out earlier and to meet the requirements of the Prudential Code.
It is imperative that the investment of capital resources contributes clearly to the
achievement of the authority’s objectives and supporting activities, and that such
investment represents real value for money for people in the district.

DECISION-MAKING AND TIMING

As the Council still needs to make significant savings in future, and, in any event, it
makes sense to implement any true value for money measures as soon as possible,
the practice of taking decisions on efficiency proposals, income generation
initiatives and minor service reductions throughout the year will continue. In
support, the Council’'s approach to commercialisation and its Fees and Charges
Policy are scheduled for review during 2017/18.
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For new invest to save initiatives, the timing of decisions will depend on the nature
of the proposal concerned, and its potential risks and impact on the budget. As a
rule of thumb, any minor initiatives may be determined in year, but any major
proposals would be considered as part of the annual budget and planning process,
to ensure comparison and prioritisation.

Whilst various savings decisions will be taken throughout the year therefore, where
operationally it makes sense to do so, it is recognised that more difficult budgetary
decisions still lie ahead and typically these take longer to develop and implement.
With this in mind, it is intended that a further programme of more major proposals
will be developed by Cabinet during 2017/18, informed by the forthcoming strategic
review, for consideration as part of the 2018/19 budget process. The extent of this
programme will be influenced by the Council’s financial outlook at that time.

These practices mean that the Council should still expect to see
underspendings arising during the course of the year, in revising
the current year’s budget and at outturn. Analysis of any
underspendings will continue, to identify any trends and inform
future budget setting.

More fundamentally, the aim is to build on the existing savings
programme during 2017/18, for implementation over the medium

term.

Regarding growth or redirection of resources, unless there is an unavoidable
Council or corporate need, all growth options will be considered as part of the budget
process (at Budget Council).

Ultimately, revenue budgets, capital programmes and detailed council tax rates will
all be approved by Council at the Budget meeting to be held in late February / early
March. Cabinet will set housing rents in advance of this, to ensure that rent notices
are issued in a timely manner.

MONITORING AND REVIEW

The Council needs to ensure that its financial planning takes adequate account of
the many changes or other issues that inevitably arise during the course of a year,
including risk considerations. This will be done in a variety of ways:

e Alongside the strategic review of the Council’s corporate planning, this MTFS
will be reviewed and updated accordingly, to ensure it both supports and informs
the Council’s future direction.

e Any impact from the Council’s corporate financial monitoring arrangements will
be considered, together with the impact of the previous year's outturn.
Corporate financial monitoring will be undertaken and reported quarterly. Where
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appropriate, this may include a review of the national economic outlook and
other key assumptions and risks underpinning the budget.

¢ A financial assessment is undertaken when any key decisions are to be taken,
or when any major policy changes are proposed, and these will be collated for
factoring into future projections.

The outcome of the monitoring and review arrangements will be brought together to
avoid a piecemeal approach to reviewing the Strategy. The aim is to report any
changes twice yearly (once during autumn 2017 and once to complete the 2018/19
budget process) for referral on to Council, although the exact reporting arrangements
will be dependent upon circumstances. The reporting may necessitate changes
being proposed to the MTFS framework and the key financial targets contained within
it.

GOVERNANCE
Members
The current Portfolio Holder for Finance is Councillor Anne Whitehead.

Cabinet is responsible for formulating and recommending budget proposals and
MTFS updates to Council. Cabinet must then operate within the bounds of the
approved MTFS.

Full Council is responsible for approving the MTFS and any updates; this is on the
basis that it forms part of the council’s overall Budget and Policy Framework.

Overview and Scrutiny Committee may commission or undertake work on related
issues as part of its Work Programme or take other measures (such as the call-in of
decisions) as set out the Constitution.

Budget and Performance Panel is responsible for reviewing and scrutinising the
Council’s finances and performance.

Officers

The Chief Officer (Resources), as Section 151 Officer, is responsible for the
development, application and interpretation of the MTFS and the Prudential Code,
the annual budgeting process to ensure financial balance, and the supporting
financial monitoring arrangements. She is also responsible for ensuring the MTFS
reflects any joint planning with partners and other stakeholders; all Management
Team actively contributes to this process.

As appropriate to their roles, Officers are responsible for working within the MTFS.
Other detailed Officer responsibilities and key controls are set out in the Council’s
Financial Regulations, which reflect statutory requirements as appropriate.

PuBLIC ACCESS TO INFORMATION

As a publicly funded organisation, the Council is committed to being open and
transparent on how it spends tax-payers' money. Such openness helps to gain a
wider understanding of the many financial pressures and challenges that the
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organisation faces. The Council demonstrates this openness through various
means:

The Annual Budget
Information is published each year in the budget book, which is publicised in various
forms to Council Members and Officers.

Spending in Year

During the year, the Council provides information on various payments made to
suppliers for goods and services and other matters, in line with the Government’s
Transparency Code.

Outturn and other annual reports
After the year end, the Council reports on its actual financial performance and
publishes its audited Statement of Accounts.

As well as informing the public and other stakeholders, the Council uses the results
and feedback from this information to inform its financial planning and strategy going
forward.

All information is available through the Council’'s website (www.lancaster.gov.uk) or
alternatively, queries can be sent to finance@lancaster.gov.uk.
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