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NORTHAMPTON
BOROUGH COUNCIL

COUNCIL
25 February 2019

Agenda Status: Public Directorate: Management Board
Report Report by the Chief Finance Officer on the Robustness of
Title Budget Estimates and Adequacy of Reserves
1. Purpose
1.1 To advise the Council on the robustness of the estimates in the budget and
the adequacy of the proposed financial reserves for the general fund and
Housing Revenue Account (HRA) before approving the Council’s Medium
Term Financial Plan (MTFP) 2019/23, the revenue budget for 2019/20, capital
programme 2019/23, reserves levels and the treasury management strategy
for 2019/20.
2, Recommendations
2.1 That Council carefully consider the content of this report with regards to the

general fund and HRA prior to the approval of the Council’'s MTFP 2019/23,
the revenue budget for 2019/20, capital programme 2019/23 and the treasury
management strategy 2019/20.

3. Issues and Choices
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3.1.1

Report Background

Section 25(1) of the Local Government Act 2003 requires that the Chief
Financial Officer (Section 151 Officer under the Local Government Act 1972)
reports to the Council when setting its council tax on:

e the robustness of the estimates in the budget.

e the adequacy of the proposed financial reserves.

3.1.2 Section 25(2) of the 2003 Act requires the Council to have regard to this report

in approving the budget and council tax.



3.2

Context

3.2.1 The Council is setting its budget at a time when it faces a range of issues to

contend with. In broad terms these can be split into 3 categories; economic,
local government and local.

Economic

3.2.2 There continues to be uncertainty around the national and global economic

3.2.3

outlook, caused by various factors including the UK’s planned withdrawal from

the European Union (EU).
The Office for Budget Responsibility’s economic and fiscal outlook (published

in October 2018) forecasts a relatively stable but unspectacular trajectory for
economic growth — close to 1.5% in every year — plus a gradual further decline
in the budget deficit and in net debt as a share of gross domestic product. It is

worth emphasizing that this forecast assumes a relatively smooth exit from the

EU. A disorderly one could have severe short term implications for the
economy, the exchange rate, asset prices and the public finances.

Local Government

3.2.4

Local
3.25

3.3

The provisional settlement was announced by the Housing, Communities and
Local Government Secretary on the 13 December 2018. Some of the
headlines from this settlement were as follows:
e The New Homes Bonus national baseline will stay at 0.4%;
e There are no changes to the council tax referendum threshold for
district and borough councils. This threshold remains at 3%;
e The governments objective to increase local business rate share to
75% from 2020 was restated,;
e 15 new 75% rates pilots were announced — including Northamptonshire.

The 2019/20 budget setting process was done in the context of the proposed
local government reorganisation and creation of a new unitary authority.
Whilst this means that Northampton Borough Council will cease to exist in its
current form beyond 2019/20 (subject to the announcement from the Ministry
of Housing, Communities and Local Government), the budget set for that
year must be sustainable. Therefore, forecasts are prepared for three
financial years beyond 2019/20 on an existing ‘ongoing’ basis.

Risks and Mitigations

The budget report presented to the Cabinet on 20 February 2019 sets out the
councils proposed Medium Term Financial Plan (MTFP). The assumptions
on which the MTFP is made are robust and are based on the most up to date
intelligence available. However, as with any assumption, there is an element
of risk that the reality will be different. The following assumptions in the MTFP
contain the most risk:



3.3.1 General fund revenue

a)

b)

c)

d)

g)

Government funding. Government grant income is based on known
(settlement funding) or reasonable assumptions concerning future
entitlement.

Business rates retention. The current assumption is for the level of
business rates in 2019/20 to be £8.8m, including £0.5m of actual growth
achieved in 2017/18. The actual level of business rates for 2019/20 will
not be known until after the end of the financial year, and it should be
noted there is a high level of uncertainty over the level and timing of
business rates income. It is for this reason that growth achieved over and
above budgeted levels from two years previous (hence £0.5m growth
from 2017/18) has now been released into the MTFP as this provides
some certainty. However, risk still remains around business rates appeals
where the Council has made assumptions regarding success rates

Council tax. A clear strategy on the Council’s policy for council tax
levels over the MTFP period is an essential part of a councils financial
planning. The MTFP includes an assumption that the Council will
increase council tax by 2.99% in 2019/20 and future years — this is the
maximum amount permitted without triggering a referendum.

Delivery of proposed savings. The MTFP includes savings to be
achieved of £1.0m in 2019/20, rising to £1.7m per annum over the
medium term — these are itemised in the budget report at appendix 2.

There is risk of non-delivery of these due to the financial quantum and
complexity associated with delivery. This risk will be mitigated by
monitoring the progress of these savings targets.

Northampton Partnership Homes (NPH). The Council created NPH in
January 2015 to deliver the Council’s landlord function. This is being
financed through a management fee paid by the Council to NPH. There
are a number of general fund activities provided directly (for example,
certain housing responsibilities such as Housing Choice) and indirectly
through recharges by NPH.

The risks are mitigated through the governance structures and the
involvement of the Chief Finance Officer and his representatives in those
governance structures. This includes regular meetings between the Chief
Finance Officer and NPH Resources Director.

Employee costs. Pay inflation has been assumed to be 2% for 2019/20
and across the MTFP period. This is in line with government
announcements on public sector pay.

Demand led budgets. There are some services which historically have
had higher levels of financial risk associated with them, including car
parking, development/planning income, and homelessness/temporary
accommodation.

The position on each of the demand led budgets is reported to
Management Board in the monthly financial monitoring report. This
provides senior management with enhanced information about the cost
and service demand levels to take informed judgements about



maximising demand on income (generating activities and
reducing/mitigating demand on cost consuming activities.

Cabinet receive bi-monthly budget monitoring reports, highlighting
material risk and variance areas.

3.3.2 General fund capital

h)

j)

Large capital schemes. There are a number of high profile capital
schemes to deliver over coming years, including Vulcan Works,
Northampton Museum Extension, and new Environmental Services
assets.

Each of these schemes will have its own unique set of risks. At an overall
level the Council’s governance arrangements provide greater assurance
that large capital schemes are being delivered effectively.

Waterside enterprise zone. There has been significant capital
investment relating to investment in improved infrastructure in the
enterprise zone over recent years. The bridging funding of this
investment is from various sources including the Growing Places Fund.
The ultimate repayment of this bridging finance is reliant on the delivery
of business rates uplift.

New schemes. The capital budget proposals include a number of large
new items, which are being investigated and will receive full economic
and financial appraisals. These include the possible acquisition of
residential property to reduce temporary accommodation costs and
investing in commercial property to support the local economy and create
income.

3.3.3  Housing Revenue Account (HRA)

k)

1)

Removal of the HRA debt cap. The Government's autumn budget
announced with immediate effect the removal of the HRA debt cap. The
debt cap was introduced at the time of self-financing and placed a limit of
the total amount of borrowing the HRA could take out, for Northampton
this was £208.4m. The removal of this restriction allows the Council to
prudentially borrow within the HRA to pursue the policy of building new
Council housing.

Further planned government policy change. Since the introduction of
self-financing in 2012 there have been a host of government policy
initiatives that have impacted upon housing finances. Some of the major
impacting ones are the legislative backed 1 % rent reductions for 4 years
from 1 April 2016, the encouraging of right to buy (RTB) by increasing
RTB discounts, and the introduction of universal credit and benefit cap.

More recently the Government has pledged to spend an additional £2bn
on affordable housing and firm proposals for future rent increases from
2020/21 were released with increases to be capped at CPI plus 1% for 5
years.



m) Northampton Partnership Homes (NPH). NPH, a wholly owned arms

length organisation of the Council, provides the Council’s landlord
function, plus other housing functions. NPH is funded by a management
fee from the Council. In addition NPH receive monies to deliver repairs
and maintenance services and capital improvements to the Council’s
housing stock. The total fee paid to NPH is the financial representation of
the management agreement between the two parties and has been sub
divided into six component parts. As with any arms length organisation
there are risks, one risk worthy of note from a financial perspective is that
the budgets are not allocated correctly between the components
elements of the total fee.

To mitigate the risk of any change the management agreement includes
a clear approach to managing the virement of budgets between the
various elements of the total fee. The financial performance of NPH will
be closely monitored by the Chief Finance Officer through regular
meetings with the NPH Resources Director.

3.3.4 Housing Revenue Account - capital

3.3.5

n)

The asset management plan. The asset management plan has been
reviewed and updated by NPH with the latest information from the stock
condition surveys. In addition to this included in the draft capital
programme is a significant increase to the Councils’ new build and major
works 2019/20 programme (£23m to deliver over 100 new homes in
year), reflecting the removal of the HRA debt cap from October 2018 and
the new ability to prudentially borrow within the HRA. This has been
included in the draft budget and will inform the refresh of the Council’s
HRA business plan for 2019/20. The HRA capital programme has been
developed within the context of the 30-year business plan and the
existing asset management plan. The capital programme has a direct
impact on the revenue position of the HRA.

Treasury management

o)

pP)

q)

The Council has entered into a number of loan agreements with local
partners.

Risks are assessed with due diligence undertaken. Loan agreements are
in place to mitigate the risks including proposed repayment schedules;
interest rates charged on the loans, assessments against state aid
implications and appropriate security. The repayment of loans are
monitored regularly.

There is a risk relating to interest rate increases.

The interest budgets have been built using latest forecasts of interest
rates provided by the Council’'s risk management advisors, Link Asset
Services.

Sixfields and recovery of NTFC loan monies. The Council is in the
process of taking action to recover the loan monies lent to Northampton
Town Football Club (NTFC). The Council should closely monitor progress



3.4
3.4.1

on this activity. In particular the costs associated with the recovery of
monies will need to be monitored to ensure value for money is being
achieved.

Forecast reserves and balances

There has been a review of earmarked reserves and the minimum working
balance.

Minimum levels of working balance

3.4.2

3.4.3
344

The risk assessed minimum level of general fund balances for 2019/20 is
£4.0m and reflect the risks being faced by the Council. This is £1.5m less than
the level of general reserves held as at March 2018, but this is due to the
creation of a specific earmarked reserve to cover the risk associated with the
recovery of the Sixfields loan, therefore this risk no longer needs to be covered
in the general reserve. The risk assessed minimum level of general fund
balances are expected to remain at this level in the medium term.

The working balance for the HRA continues at £5m.

The underlying minimum level of working balances necessary to mitigate
against short to medium term risks will be reviewed, along with the levels of
earmarked reserve, on an annual basis.

Use of earmarked reserves

3.4.5

3.5
3.5.1

3.5.2

3.5.3

3.54

Earmarked reserves are set out for specific purposes. There is a net
contribution to earmarked reserves within the 2019/20 revenue budget of
£0.13m.

Conclusion

Based on the assumptions made in the 2019/20 budget and MTFP for income
and expenditure the Council can set a balanced financial position for 2019/20.

However, due to the continued reduction in government funding and forecast
pressures on services the Council is facing a significant risk of a deficit budget
of around £2.1m by 2022/23.

Whilst in the next financial year the Council’s financial position is sustainable;
beyond this there are well publicised financial challenges facing the whole
sector. The Council (or any new entity resulting from the Local Government
Reorganisation) will need to ensure it makes the right decisions over the short
term to ensure it rises to these challenges over the medium to long term. Such
a strategy could include maximising all income streams, sharing services with
other councils, being more commercial, continuing to generate efficiencies and
influencing the risks faced to optimise the Council’s future financial viability.

There is sector wide uncertainty in respect of the implications of the
Government ‘Faire Funding’ review and how funds may be redeployed across
the sector, as 2019-20 is the last of the previously agreed 4 year settlement.



3.5.4 Provided the Council carefully considers and acts upon the above analysis,

and officers robustly manage the implementation of the revenue and capital
budgets, a positive opinion can be given under Section 25 of the Local
Government Act 2003 on the robustness of budget estimates and the level of
reserves.

3.6 Choices (Options)

3.6.1

Section 25(2) of the Local Government Act 2003 requires the Council to have
regard to this report in approving the budget for both the general fund and the
Housing Revenue Account.

Implications (including financial implications)

4.1

411

41.2

4.2

4.21

43

4.3.1

43.2

44

441

Policy

The revenue and capital budgets are set in support of the Council’s priorities
and in order to do this effectively, the calculations used within the budgets
must be robust; this report demonstrates that, in the opinion of the Chief
Financial Officer, the budgets for 2019/20 are robust within the parameters
outlines in this report.

Protecting the Council’'s medium to long term financial position and ensuring
adequate provision for reserves allows the Council to continue to deliver
services in line with its priorities.

Resources and Risk

The report is of a financial nature and the implications are set out within the
report. This report by its nature considers risk management from a financial
perspective.

Legal

The Council has a legal duty to set a balanced budget each year, bearing in
mind its fiduciary duties to the taxpayer, and the HRA is not allowed to go into
deficit by law. Section 25(1) of the Local Government Act 2003 requires that
the Chief Financial Officer (Section 151 Officer under the Local Government
Act 1972) reports to the Council when setting its council tax on the robustness
of the estimates in the budget and the adequacy of the proposed financial
reserves.

Section 25(2) of the 2003 Act requires the Council to have regard to this report
in approving the budget.

Equality

There are no equality and diversity implications arising from this report.
Separate assessments will be produced as savings plans are developed over
the period of the MTFP to deliver the savings yet to be identified.



4.5

Other Implications

4.5.1 None

5. Background Papers

5.1  General fund budget report
5.2 HRA budget report

Stuart McGregor
Chief Finance Officer (Section 151 Officer)



