Haringey Council Agenda item:

Cabinet 21° December 2010

Report Title: Medium Term Financial Planning 2011/12 to 2013/14

Forward Plan reference number:

Report of: Director of Corporate Resources

Wards(s) affected: All Report for: Key decision

1. Purpose

including:

* The financial resources available to the Council:

e The cost of providing existing services; and,

* The overall level of savings that need to be identified to give a balanced,
sustainable budget over the business planning period.

1.2 To propose the release, for consultation and budget scrutiny, of savings proposals
identified to date through the Haringey Efficiency and Savings Programme (HESP)
and the draft Capital Programme.

1.3 To consider the actions necessary to identify the further savings proposals necessary
to deliver a balanced three year medium term budget.

2. Introduction by Cabinet Member for Resources

2.1 The Government cuts mean that Haringey will face the largest cuts since its inception.
We stand opposed to the depth and speed of cuts, not just to ourselves but to the

more economically perilous situation than that of the UK.




2.2 | feel it necessary to highlight this, because we believe that the cuts are not only too
fast and too deep for the Council, but we believe they will be damaging to the
economy as a whole, both locally and nationally. We believe they deny the
opportunity for growth and with it the opportunity to close the deficits through the
increased revenues the Treasury receive as economic activity increases. The most
extreme impacts of this directly impact on our financial plan with a need to ensure we
meet our statutory obligations to service the increased demand on services from the
most vulnerable in families. For example the IFS says that the government budgets
will see the first rise in child poverty in 15 years, with the number of people entering
absolute poverty in the next three years of 900,000. Given this, any claim that the
Spending Review represents an agenda of fairness requires us to adopt a definition
of that word that we simply don’t recognise.

2.3 We had hoped that the government would phase the cuts in a manner which would
enable us to transition the Council's services more smoothly and with minimum harm
to services, but the front loading of cuts now means that we are required to find well
over half of our savings next year alone, in addition to the unprecedented in-year cuts
which have required us to deal with lost monies of £17m.

2.4 The settlement will require Haringey Council to save £46m next year alone and a total
shortfall of £87m over the next three years. This essentially means that for every £10
we had, we will only have £6.50, which would be painful on any household budget, let
alone the Council's. The notion that these level of savings can be found easily and
without detriment to vital services and to the good people of our borough is to deny
facts. Already | have been moved by some of the submissions | have received from
residents across the borough during the consultation, and they stand as a testament
against the notion that the public sector can do no good, that they represent poor
value for money, and that they make no difference to people's lives.

2.5 Given my responsibilities on sustainability the changes to the carbon reduction
commitment to a carbon reduction tax cannot pass without comment. This feels like
an extremely disappointing and regressive measure. Given the need to reduce
carbon emissions in the public sector it is hoped revenues derived should be ring
fenced for re-investment for initiatives to deliver greener public services.

2.6 Perhaps most shocking of all is the fact that the government has decided to
essentially redistribute resources from councils with high levels of deprivation to other
areas. This report highlights the governments own figures on this, where the impact
on Haringey's spending power is over 3000% higher than for example Dorset County
Council. This creates the real double whammy of the spending review, which has
ultimately created more pressure on and removed more resources from populations
that serve more deprived and more vulnerable communities.

2.7 | feel that as well as the severe reductions to our services, | also feel compelied to
highlight the significant reductions in capital funding which will deny us much needed
investment in our borough. In particular we expect this to dramatically impact on our
regeneration and housing programmes.




2.8 We stand opposed to these cuts. The speed and depth have left the Council with very
little room for manoeuvre, and very few choices. The extremely late disclosure of our
settlement, and the lack of information that has been forthcoming from the
Department of the Communities and Local Government have been extremely
unhelpful to our ability to identify all the savings at this stage of the budget process.
Given the scale of cuts we wanted to ensure residents the maximum opportunity to
shape the future of our borough and to ensure we identified the services and activities
of most value to residents. The large bulk of the savings will force us to make a
fundamental restructuring of our organisation, which will see a high level of job losses
which have already been announced. We will publish a full budget in January.

3. Recommendations

3.1 Cabinet is asked to note and comment on the overall draft Medium Term Financial
Plan and approve:

3.2 That the HESP savings proposals as detailed in Appendix 6, totalling £28.4m over the
three year planning period, be released for budget scrutiny with a report back to
Cabinet in January.

3.3 That the proposals for capital projects to be funded from capital receipts detailed in
Appendix 7 be released for budget scrutiny with a report back to Cabinet in January.

Report Authorised by: Julie Parker, Director of Corporate Resources
Yo Jor DoCR.
./

\/

Contact Officer: Kevin Bartle - Lead Finance Officer
Telephone 020 8489 5972

4. Local Government (Access to Information) Act 1985

4.1 The following background papers were used in the preparation of this report:
Report of the Director of Corporate Resources to the Cabinet on 13 July 2010 -
Financial Planning 2011/12 to 2013/14

5. Background

5.1 The Council’s integrated financial and business planning process is the key mechanism
by which plans and strategies are reviewed to ensure the performance and priorities
are being met and that resources are allocated effectively to underpin their
achievement. The process culminates in changes to the budget and medium term
financial strategy that delivers a revised Council Plan. The plan reflects the Council’s
own priorities and contributes to the wider Sustainable Community Strategy delivered in
conjunction with the Haringey Strategic Partnership.



5.2

5.3

5.4

5.5

5.6

The Cabinet on 13 July 2010 considered a comprehensive report on financial strategy
for the period 2011-12 to 2013-14 based on a number of assumptions and national
policy issues and agreed a business planning and budget-setting process. Members
acknowledged the unprecedented scale of the financial challenge facing the Council
and the significant levels of savings that will need to be delivered over the planning
period. At that time an overall net additional savings target of £58.5m was reported
which assumed the achievement of pre-agreed investment and savings proposals of
£4.2m (net saving) in 2011/12.

However, the July report also highlighted the uncertainty surrounding the level of future
financial resources which would not be clarified until the Government had concluded its
Spending Review (published in October 2010) and the results of the new Formula
Grant Settlement which were announced on 13 December 2010. The July report also
pointed to a number of additional risks relating to both the key planning assumptions
and the increasing demand for Adult Social Services, Children’s Services and
Temporary Accommodation.

It is now clear that the funding shortfall facing the Council from 2011-12 onwards is
significantly greater than the £58.5m figure indicated in July 2010. The draft Medium
Term Financial Plan (MTFP) is summarised in Appendix 1 and shows a current
projected three year funding shortfall of £86.9m. With HESP savings proposals of
£28.4m identified to date this still leaves £58 5m in savings still to be identified over the
three year planning period with £34.0m of that to be found in 2011-12.

There is a considerable amount of work on-going to develop further savings proposals.
These proposals are being considered in light of the feedback from the budget
consultation process which included an on-line option. The additional proposals will
involve significant policy changes and will continue to transform the way the Council
operates under the significantly reduced resource base. Further savings proposals will
be presented to Members for approval at the January Cabinet. It is planned that the
next raft of proposals will go a significant way to filling the funding gap identified and
the January Cabinet report will set out other measures to ensure a balanced budget for
2011-12is approved at Council in February 2011.

The detailed assumptions that support the current draft MTFP are set out below and in
the attached Appendices.

Appendices

Appendix 1 — summary of the draft Medium Term Financial Plan highlighting projected
annual funding shortfalls

Appendix 2 — detailed analysis of the draft Medium Term Financial Plan by service
area

Appendix 3 — detailed analysis of projected budget revenue investments resulting from
increased service demand and higher unit costs

Appendix 4 — other changes and variations

Appendix 5 — pre-agreed revenue investments and savings schedule

Appendix 6 — detailed HESP savings proposals

Appendix 7 — draft Capital Programme funded from corporate resources
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7.1

7.2

7.3

7.4

7.5

Financial Resources

The Council now has five main streams of financial resources:

1. Formula Grant

2. Core Grants

3. Council Tax

4. Fees and Charges

5. One-off use of Reserves

Fees and charges are considered separately under the savings proposals in Section 9
below.

Formula Grant

The budget year 2010-11 is the last of the three years under the direction of the
Comprehensive Spending Review (CSR) 2007, which was issued in October 2007 and
set totals for national and local government expenditure together with Treasury-led
policy directions. The budget for 2011-12 is the first one under the new Coalition
Government and also the first under the new Spending Review announced on 20
October.

Members will be aware that in the summer the Government announced public
expenditure cuts of £6.2bn for the current financial year. £1.165bn of this was in Local
Government funding through the reduction in grants to local authorities. The
Government also removed the ring fences around £1.2bn of grants to local authorities
in 2010-11, to give them greater flexibility to re-shape their budgets and find savings in
the most appropriate areas, while maintaining the quality of services to their customers.

As a consequence the Council's revenue grant funding has been reduced by £7.9m in
2010-11. The main reductions have been in ABG (£3.3m) and LAA Reward Grant
(£3.6m). The separate report to Cabinet on Finance and Performance to Period 7
shows a projected budget overspend at the year end of £4.0million. However, the
overspend has been progressively reducing and at this stage the draft MTFP assumes
that there will be no budget variance by the close of financial year 2010-11.

The results of the Government's Spending Review announced on 2g™ October have
provided the financial framework within which Government Departments will be
expected to operate over the next four years. A Policy briefing note setting out some of
the more significant changes in funding being proposed has already been posted on
Harinet but in summary these were as follows:

* A reduction in local government funding of 28% by 2014-15;

* £4.5billion of specific grants being rolled into the formula grant;

e £1billion additional funding for adult social care (plus £1billion for the NHS);

* The freezing of 2011-12 Council Tax with a grant for that year based on 2.5% of the
Council Tax base (payable for four years);

* Greater freedoms and flexibilities for local authorities; and,

* The planned introduction of new funding streams from 2012-13 onwards.



7.6

7.7

The reduction in local government funding, although announced as the equivalent of an
average of 7% per annum, masks a number of significant changes including a “front
loading” of the reductions in 2011-12 and a higher reduction in London compared to
other parts of the UK. Calculating the exact impact for each local authority had been
further complicated by the decision to ‘roll-in’ a large number of current specific and
area based grants into the formula funding pot, the abolition of other area based grants
(such as Working Neighbourhood Funding) and proposed changes in the basis for
allocating formula funding.

The actual grant allocations were announced on 13" December 2010 (subject to
consultation). The detailed assessment of the implications of the announcement is on-
going, however it is important to note that Haringey suffers the 6™ worst settlement in
London when comparing reductions in ‘revenue spending power’. The settlement
appears to disadvantage Councils with high levels of deprivation such as Haringey.
Furthermore this is brought sharply into focus when using government figures to
compare reductions, with Dorset County Council, for example, seeing an increase of
+0.25% compared to the London average reduction of -11.3%. The government's
methodology for analysing the scale of reductions using spending power masks the
real grant reductions this Council will face. The current projected reduction in the
Council’s funding allocation is actually 13% in 2011/12 (excluding Council Tax Grant)
and in cash terms is estimated as £42.3million over the Council’s three year planning
period profiled as follows:

2011-12 2012-13 2013-14 Total
£million £million £million | £million
New Grant Settlement 179.9 168.0 164.5
Reduction from 2010-11 base after
adjusted for roll-in (£206.8m) -26.9 -11.9 -3.5 -42.3
% Reduction (year-on-year) 13% 7% 2%

7.8

7.9

This loss of formula grant funding on top of the budget pressures already facing the
Council gives the total potential budget deficit of £86.9million over the next three years
as detailed in Appendix 1.

The grant settlement announcement has not made any reference to some £3.2million
of existing smaller grants and the MTFP assumes that if the funding is not received in
2011-12 then associated service reductions will be identified. A fuller assessment of the
local government settlement will be included in the January report to Cabinet.

Core Grants

The Grant Settlement also confirms the announcements in the Spending Review that
the number of separate core grants is being reduced from over 90 to 10 as follows:

Early Intervention grant

Public Health grant (from 2013-14)

Learning Disabilities

New Homes Bonus

Council Tax Freeze Grant (see Section 7.10 below)



7.10

7.11

712

7.13

7.14

Housing Benefit and Council Tax Administration Grant

PFI Grant

Dedicated Schools Grant including the Pupils Premium (see Section 11 below)
Preventing Homelessness

NHS grant to Support care and benefit health

None of the above grants, apart from the DSG, will continue to be ring-fenced and, as
such, will be able to be used more flexibly. There is, however, a considerable lack of

Council Tax

As part of the Spending Review and Grant Settlement the Government has announced
that local authorities who freeze their Council Tax in 2011-12 will have the resultant

Council Tax in 2011-12 and therefore qualify for £2.5m in grant funding in each of the
next four years. For financial planning purposes only, the draft MTFP incorporates an
assumed 2.5% per annum increase in Council Tax from 2012-13 onwards. The Council

will make its decision on potential future Council tax rises as the medium term financial

The Government has already consulted on proposals to hold local referendums to veto
excessive Council Tax increases. The scheme proposed that the Secretary of State will
each year determine principles regarding levels of Council Tax and any authority
planning an “excessive” Council Tax increase will be required to prepare a ‘shadow
budget’ and will be required to hold a local referendum of all registered electors by no
later than the first Thursday in May.

from 2013-14. This is potentially a significant issue for those residents who are eligible
for receipt of CTB, should the Council be forced to pass on the reduction, significant
hardship could resuit for those individuals affected. Analysis of the reductions in benefit

In 2010-11 a 10% reduction in CTB subsidy would have cost the Councii £3.7m without
a corresponding reduction in benefits. In fact even if the level of benefits is reduced the
Council would need to anticipate a fall in its collection rate.



New Funding Sources in the Future

7.15 The Government has recently published a White Paper that proposes to give local

authorities new opportunities to raise additional funding. These include:

o The establishment of 24 government-approved Local Enterprise Partnerships
(LEPs) with the GLA taking on the role of stimulating economic growth in
London;

¢ the introduction of Tax Increment Financing (TIF) under which local authorities
would retain the business rate uplift generated from development and use this
funding stream to borrow for infrastructure needed to start the development;

e a New Homes Bonus to incentivise house-building locally through which the
government will match fund the additional council tax for new homes and
properties brought back into use for six years after being built;

e a local government Resource Review which will consider whether the
government should establish a Business Increase Bonus scheme or enable
Councils to retain locally raised business rates;

¢ local authorities will also be allowed to keep additional business rates generated
from hosting renewable energy projects.

The views of local authorities are being sought during December 2010 with the
Resource Review being launched in January 2011.

7.16 Over the medium term planning period it is unlikely that these opportunities will

8.1

8.2

generate significant additional general fund revenue resources with the exception of the
New Homes Bonus. The position will therefore be kept under close review and the
results of the various consultation processes will be monitored with the potential
revenue implications assessed and incorporated into our financial plans once the
proposals have been finalised.

Revenue Investments (Budget Pressures)

Service Demand and Unit Cost Pressures

The Council’s budget monitoring reports over the first eight months of 2010-11 have
been highlighting significant cost pressures particularly in the Children and Young
People’s Service, Adult Social Services and Homelessness. The management action
that has been necessary to contain these budget pressures, as well as dealing with the
in-year reduction in Government funding, will now be largely reflected in longer term
savings proposals through the HESP sub-groups which are reported in more detail in
Section 9 below. However, these budget pressures will continue over the financial
planning period and therefore need to be reflected in the new base budgets against
which savings decisions will be considered.

A schedule detailing the budget pressures in each service area is attached as
Appendix 3. Over the three year planning period the growth pressures total some
£16.8m with £14.2m in 2011-12. These pressures are summarised below.



Looked after Children and Safeguarding (£7.4m from 201 1-12) - increased
numbers of children in care and those with no recourse to public funds.
Adult Social Care (£4.4m from 201 1-12) — a higher demand for services, including in

~ learning disabilities with children transitioning into adult social care. There is also a

significant reduction in anticipated NHS joint funding.

Homelessness Temporary Accommodation (£2.2m from 2011-12) - resulting from
the housing benefit subsidy changes introduced on 1st April 2010 and further
changes to the benefit system being introduced by the Government.

Benefits and Local Taxation (£0.2m from 2011-12) — reflecting the additional cost of
administering an increasing number of benefit claimants and maintaining existing
service standards.

Other Changes and Variations

8.3  In addition to the specific budget pressures there are a number of general cost
pressures that the Council will face over the planning period.

Inflation — the Government's projections for Consumer Price Index (CPI) inflation
reflected in the Spending Review are 2.4% in 2011, 1.9% in 2012, and 2.0% in 2013
and 2014. The Governor of the Bank of England is already warning that the 2011
projections are optimistic, particularly given the 2.5% increase in VAT from January
2011. Whilst the Government has stated that it expects a period of wage restraint
across all public services a provision will be factored into the planning assumptions.
Furthermore there is a 1% increase in the employers’ National Insurance rate from
April 2011.

Another area of considerable price volatility is the cost of energy. Although
Corporate Procurement has successfully driven down unit costs the current
wholesale prices have gradually increased over the past three months and all
energy users could face significant price increases over the next twelve months.
Provision has therefore been included to cover unavoidable price increases to
goods and services although Corporate Procurement will be working with service
managers to negotiate lower prices wherever possible.

Equal Pay/Single Status - a new package of pay and conditions was agreed in
September 2008. The pay arrangements in terms of the back-dated compensation
were resolved and paid last year and an estimate of the potential on-going costs
going forward will be included in the budget.

Concessionary Fares - London Council’s previously agreed to revise the allocation
of the cost of the concessionary fares levy to move towards actual usage data and
this is being phased in. However, further substantial increases to concessionary
fares are forecast due to further reductions in grant funding from the Mayor of
London as well as the continuing impact of the change in the method of distribution.

North London Waste Authority — increases in both waste tonnages and the statutory
increases in landfill tax. With the plans for the major procurement to secure new
long term recycling and environmentally sound disposal facilites now in doubt
following the Government's withdrawal of PF| credits the future cost implications for
all of the member boroughs is unclear.



e Employer Pension Costs - the next actuarial triennial valuation will be finalised
before April 2011. However, current indications are that the pension fund is 70%
funded with ever increasing life expectancy giving rise to higher long term liabilities
and employer contributions. Discussions are taking place with the actuary regarding
the level of future employer contributions.

e The Government has commissioned a report from Lord Hutton into the future
financing of public service pensions and significant changes to the scheme are
anticipated. An increase in employee contributions and amendments to the existing
final salary arrangements are predicted. Once the report is released it will be
possible to start to consider the funding implications.

e Risk Provision — there are significant risks to the level of government funding from
2012 onwards and the Council will see further increases in the demand for
Children’s Services, Adult Social Care and Housing Services as a result of the
Government's proposed changes to the Welfare Benefits System with a
consequential increase in service costs.

e Alexandra Palace and Park - the long term future will be the subject of further
consideration and consequently the Council’s financial support to the Charity will
need to be reviewed in light of the Council's considerable financial challenge. Work
will need to commence to formulate a master plan for the Palace with the aim to
secure its long term future. The underlying revenue deficit is in the order of £2m per
annum and this is not likely to improve without further significant changes or
investment.

e Carbon Trading — the Government has announced proposed changes to the carbon
Trading Scheme which in effect turn it into a carbon tax. This is a disappointing
change given that the Council has continued to give a high priority to environmental
improvement and this change in direction will make it even more difficult to achieve
our green agenda objectives. There is currently uncertainty as to whether the
Council will become liable for the tax on schools carbon emissions and although the
payments under the scheme will not be due until 2012 (based on 2011-12
consumption) provision will need to be included in the budget from next year.

e Other — there are other smaller provisions that need to be included in the MTFP to
cover the increased cost of levies and potential debt financing cost changes (see
paragraph 14.4 below).

8.4 The potential overall additional cost to the Council from the above budget pressures is
detailed in Appendix 4.

10
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9.1

9.2

9.3

9.4

9.5

9.6

10.

10.1

Budget Process and Savings Proposals

The strategy for dealing with the considerable budget gaps from 2011-12 onwards is
already well advanced. There are three key strands which have been developed
through a Haringey Efficiency and Savings Programme (HESP):

* Significant ‘back office’ efficiencies will be achieved through the ‘support
functions review’ in order to protect front line services as much as is possible;

* Services to be reduced or discontinued will be identified in the ‘strategic service
reviews’; this will involve prioritising resources to the most vulnerable in the
Borough and other changes could include reconfiguration, shared services, social
enterprises, reviewing policy options and discretionary areas of spend.

* We will bring together commissioning activities by developing a ‘strategic
commissioning’ function that will focus our resources on desired outcomes over
and above delivery and process.

As part of the 2010-11 financial and business planning process the Council has
already approved a number of revenue investments and savings which will impact on
the draft MTFP. These show a net saving of £4.8m and are detailed in Appendices
5.1and 5.2. To date new savings proposals totalling £28.4m have been identified
which are detailed in Appendix 6.

It must be recognised that there will be costs associated with delivering an efficiency
programme of this scale. The Council has an earmarked Risk Reserve of £10m to
fund the associated transition costs of redundancies, decommissioning, and
investment necessary to deliver longer term efficiencies and change.

Indeed, the Council has already asked staff to volunteer for redundancy with the total
redundancy costs of approximately 1,000 staff likely to be between £10m and £20m.

The transition costs will be kept under constant review and reported to Members as
part of the overall budget monitoring process. The Government has already
recognised the strain that will be placed on local authority finances by the number of
redundancies that are likely to be necessary and has invited Councils to apply for
authority to capitalise the associated costs. This Council has made such an
application.

The savings proposals include an estimated £2.0m from increases in fees and
charges. Cabinet will have received separate reports on these proposals (one on
Parking, another on Children’s Centres and one covering other service areas) and
therefore any changes resulting from the consideration of those reports will have a
direct impact on the draft MTFP and will be taken account of.

Risks and Opportunities

When setting the draft MTFP, Service Directors have provided their best estimate of
their service costs and income based on the information currently available. However

11



10.2

10.3

10.4

11.

11.1

11.2

there will always be factors outside of the Council’s direct control which will vary the
key planning assumptions that underpin those estimates.

There are a number of significant risks that could affect either the level of service
demand (and therefore service delivery costs) or its main sources of funding. In
addition there are general economic factors, such as the level of inflation and interest
rates that can impact on the net cost of services.

Similarly there are opportunities either to reduce costs or increase income which will
not, as yet, have been fully factored into the planning assumptions. The main risks
and opportunities are summarised below.

Risks

e Reduction in service standards and/or performance

¢ Increasing service demand ‘

e Impact of Housing Benefit and other welfare benefit changes
« Delay or non-delivery of savings proposals

¢ Inflation

e Shortfall in revenue due to general economic climate

e Further reduction in NHS joint funding

e Increase in bad debts

Opportunities

o New freedoms and flexibilities
e New income streams as a result of government White Paper

An assessment of the possible impact of these risks and opportunities will form the
basis of an on-going review of Reserves and Contingencies.

Dedicated Schools Grant

2010-11 is the final year of the current multi-year funding settlement for the Dedicated
Schools Grant (DSG). The government has now confirmed DSG funding details for
2011-12 and that it has continued with the ‘spend-plus’ methodology for distributing
DSG in that year; this means that the earliest point at which there could be a
reversion to a formula based DSG allocation (including a more equitable Area Cost
Adjustment (ACA) factor for Haringey) would be 2012-13.

The announcement identifies that DSG has, for 2011-12, been maintained at 2010-11
cash levels on a per pupil basis which is a real terms reduction to school funding. The
grant has also been broadened to include a number of previously separate grant
funded resources which have been included in DSG at the same per pupil level as for
2010-11. Those grants now included within DSG are:

London Pay Additional Grant;
School Standards Grant (incl. Personalisation);
School Development Grant (incl. Specialist Schools);

12



11.3

11.4

11.5

11.6

11.7

11.8

School Lunch Grant:

Ethnic Minority Achievement Grant (EMAG);

1-2-1 tuition (making good progress);

Extended Schools (sustainability and subsidy elements);

National Strategies (Targeted Support for Primary and Secondary);
Flexibility of Free entitlement (3 and 4 Year olds); and

Diploma Delivery Grant.

In summary therefore the Council's 2010-11 per pupil Guaranteed Unit of Funding
(GUF) of £5,364.29 taken together with the value of the above grants at 2010-11
levels on a per pupil basis (£942.51) gives a 2011-12 GUF of £6,306.81. Whilst final

No details have yet been published on the funding levels for post 16 pupils, who are
funded by the Young Peoples Learning Agency (YPLA), although the government
has said that they will be reduced as they seek to equalise funding between different
providers.

A key element of the announcement, and the subject of previous consultations in
2010, is the introduction of a Pupil Premium (PP) for disadvantaged pupils up to age
16 in schools. The PP is to be provided by way of g Separate ring-fenced grant within

The government has previously indicated their expectation that schools can make
efficiency savings from procurement and ‘back office’ functions and it appears that
they have reflected this in their calculation of the pressures facing schools and
therefore in the level of the Minimum Funding Guarantee (MFG) for schools. The
MFG, which will take account of the transfer of grants, inflation and assumed

efficiencies, has been announced at negative -1.5%,

13



11.9

11.10

12.

12.1

12.2

12.3

12.4

12.5

settings providing the free entitlement (15 hours per week over at least 38 weeks) to
3 and 4 year olds.

A meeting of the Schools Forum has been scheduled for 17 January 2011 where
their views on the Strategy for the Schools Budget will be sought and reported
subsequently to the Cabinet however, the current draft plan assumes that there will
be no change in the net cost to the General Fund.

The government has also announced the basis for calculating schools’ Devolved
Formula Capital (DFC) allocations which, on a like for like basis, indicate a reduction
of 80% over 2010-11 levels.

Housing Revenue Account

The Department for Communities and Local Government (CLG) has issued draft
figures for the 2011-12 Housing Revenue Account Subsidy determination which will
form the basis of the draft HRA Medium Term Strategy . Generally these consultation
documents are released towards the end of October each year, but this year they
have been delayed due to the Government’s Spending Review.

The draft figures have been constructed on a similar basis to that used in previous
years. CLG intends to continue with the existing HRA subsidy system until a reformed
system of council housing finance is implemented. It is anticipated that these new
‘Self Financing’ arrangements will come into effect from April 2012 at the earliest.
Indeed local authorities are still awaiting the outcome of the consultation process
which closed in July 2010 with the Government announcing its intention to use the
Devolution and Localism Bill to abolish the current HRA subsidy system.

Consultation on the 2011-12 determination ended on 16 December 2010.
HRA Supported Borrowing and Decent Homes Funding

The Provisional Local Government Finance settlement has confirmed that the annual
Supported Capital Expenditure allocations are to be abolished from 2011/12.
Haringey’s allocation for the current year is £6.233m and this will therefore no longer
be available for 2011/12.

CLG have also announced that allocations of new supported borrowing for Decent
Homes (ALMO SCE) in 2011-12 will be determined after a process of consultation
and bidding to be managed by the Homes and Communities Agency (HCA). The
Decent Homes funding will be restricted to those Councils with more than 10% of
their housing stock not meeting the Decent Homes Standard (Haringey is forecast to
have about 20% of dwellings below this Standard at the end of March 2011) and the
outcome of the initial bidding process is unlikely to be known until January/February
2011. Set in a national context the available funding for Decent Homes is about 60%
below the previous baseline figure for 2010/11.

14



12.6

12.7

12.8

12.9

12.10

13.

13.1

13.2

13.3

13.4

Rents and Restructuring

The draft determination gives a guideline rent increase of 6.4% per dwelling. This is
based on the September 2010 RPI inflation of 4.6% and rental convergence with
Housing Association rents by 2015-16.

The average weekly dwelling rents, with caps and limits applied under the
government's rent restructuring policy, would increase from £82.13 to £87.49. This is
a cash increase of £5.36 per week (6.5%). Consultation with tenants on this proposed
increase will be held during December and early January 2011.

Management and Maintenance Allowances

Management and Maintenance Allowances are increased by 4.3% to £2,277 per
dwelling. Taking into account the reduction in dwellings, this represents an increase
in the overall allowances of £1.47m.

Major Repairs Allowance (MRA)

The MRA per dwelling has increased by 4.9%. Taking account of the reduction in
dwellings this represents a cash increase of £0.63m.

Following the normal consultation process the recommended HRA Medium Term
Strategy and associated rent increases will be presented to Cabinet in January 2011
as part of the Council’s overall MTFP (subject to confirmation of future DH funding).

Capital Programme

The Spending Review announcement in October indicated that capital funding from
all Government Departments to Councils will fall by around 45% over the next four
years and the Government will prioritise capital investment on areas of greatest
economic value such as high value local transport.

This will have a significant impact for the Council as the capital programme has been
largely financed by government grant or other external funding, (although
discretionary local schemes with a high priority have been previously funded by
capital receipts). The externally funded programme being proposed by Directorates
for 2011-12 to 2013-14 factors in the restrictions on capital funding indicated above.

There are major investment programmes underway primarily financed by central
government, in particular Building Schools for the Future, (£214m) and Decent
Homes (£199m).

The Spending Review announced the abolition of the Buildings Schools for the
Future (BSF) programme but set aside £15.8billion of capital funding over the
Spending Review period to rebuild or refurbish over 600 schools from the BSF and
Academies programme. The Government believe that the decision to end BSF will
allow new capital to be refocused on meeting demographic pressures and addressing
maintenance needs. The Council's Secondary Schools BSF programme is almost
complete and existing projects are unlikely to be affected.
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13.5

13.6

13.7

For Decent Homes, the risk is much greater as £99m of previous indicative resources
remain unconfirmed and the CLG have announced that allocations of Decent
Homes funding will be determined via a bidding process to be managed by the HCA
after a period of consultation on the allocation process which ended on 6th December
2010. This is confirmed in the Provisional Local Government Finance Settlement and
there is a reduction in base funding of almost 60% for 2011/12 and 44% for 2012/13.
The timescales for the bidding process indicate that allocations for 2011-12 will not
be announced until January/February 2011. Furthermore it has been confirmed that
the annual Supported Capital Expenditure borrowing allocations are to be abolished
from 2011/12. Haringey's allocation for the current year is £6.233m. Future spending
and associated resources plans for the HRA will therefore need to be amended
accordingly.

The Government have announced the Major Repairs Allocations for 2011-12 as part
of the draft HRA subsidy determination. The allocation for the Council is £13.5m, an
increase of 5.2% compared to 2010-11. This is currently the only confirmed capital
funding stream for the HRA.

The proposed capital programme for the period 2011-14 to be financed from internal
funding is detailed in Appendix 7. With respect to internal resources, the forecast
capital receipts over the planning period 2011-12 to 2013-14 continue to reflect the
prevailing uncertain and difficult property market conditions. It is estimated that
approximately £19.8m of new usable capital receipts will be available over the next
three years, phased as follows: £9.3m in 2011-12, £7m in 2012-2013 and £3.5m in
2013-14.The proposed schemes to be funded from these and other internal
resources, (e.g. reserves), are based on the Council’s investment priorities and the
need to effect essential health and safety works.

13.8 The Spending Review also announced that Local Authorities in England will be

14.

14.1

14.2

granted new borrowing powers aimed at driving local investment and economic
growth. These new borrowing powers, known as Tax Increment Financing (TIF), will
allow Councils to borrow against predicted growth in their locally raised business
rates (see also Section 7.15 above). Any additional borrowing opportunities are not
reflected in the current draft plan.

Treasury

The Treasury Management Strategy Statement for 2011-12 will be presented in
January 2011 for approval in accordance with the CIPFA Treasury Management
Code of Practice.

The Council’s treasury management advisers’ current expectation is that the Bank of
England’s base rate will remain at 0.5% at least until the end of 2011 and then start to
rise to 3% by 2013. This forecast assumes the UK economy’s growth rate continues
to improve and so there is a risk that base rates remain low for even longer than this.
Medium and longer term rates are expected to remain significantly higher than short
term rates although the difference will start to reduce by 2013.
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14.3

14.4

15.

15.1.

15.2.

15.3.

15.4.

16.

16.1

16.2

On 20 October 2010 the Public Works Loan Board (PWLB) increased all their interest
rates by 1% in line with the change announced in the Spending Review. PWLB is the
main source of borrowing for local authorities and so the Council is now reviewing
with its advisers other possible sources of cost effective borrowing for the future.

This background means that the proposed treasury management strategy for the next
few years will be to continue to keep cash balances low and invested short term and
to borrow only when required. Over the next three years, £129m of fixed term
borrowing is due to mature which currently costs on average 10.2%. It is expected
that this can be refinanced at significantly lower rates and reduce debt financing costs
accordingly.

Consultation

It is proposed that the Haringey Efficiency and Savings Programme proposals are
released for consultation. Consultation will be carried out with various
representatives of tenants, residents, partners, staff and unions and the Council’s
own Overview and Scrutiny Committee in the normal way.

The Council has undertaken a public budget consultation called ‘Shaping our Future’.
Using an online and paper questionnaire the consultation asked people to indicate
the relative importance of services to them; to indicate their level of support for
possible cost cutting measures; and to suggest other ways the council could save
money. The paper questionnaire has been distributed by schools and partner
organisations and was available at the Council’s customer service centres, libraries
and sports and leisure centres. The consultation ended on 17 December.

Cabinet Members are involved in on-going conversations with residents of the
Borough and have also attended the Council’s Area Assemblies to elicit views and
answer questions from attendees. Discussions are also on-going with representatives
of the youth community regarding our plans for Youth Service provision in the future.

The feedback from the consultation process will be considered by Members in due
course and reported in the Council’s final budget report in February 2011.

Summary

The financial climate over the next three years will be extremely challenging for local
government. Central Government restrictions will mean that the breadth of services
currently provided by local authorities will be greatly reduced and very much more
targeted to supporting the most vulnerable in our society.

The current draft Medium Term Financial Plan reflects those risks (and to a lesser
extent opportunities) that can be realistically assessed at this point in time. However,
the scale of social change that will be driven by the Government's proposals from its
Spending Review will mean that the Council will need to review on at least a quarterly
basis the robustness of the key planning assumptions and be prepared to adjust the
plan accordingly.
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16.3

16.4

16.5

17.

171

17.2

17.3

18.

18.1

There is a considerable amount of work on-going to develop further savings
proposals under the HESP. These proposals are being considered in light of the
feedback from the budget consultation process which included an on-line option. The
additional proposals will involve significant policy changes and will continue to
transform the way the Council operates under the significantly reduced resource
base. Further savings proposals will be presented to Members for approval at the
January Cabinet. It is planned that the next raft of proposals will go a significant way
to filling the funding gap identified and the January Cabinet report will set out other
measures to ensure a balanced budget for 2011-12 is approved at Council in
February 2011.

Whilst plans are being developed to transform services and produce greater
efficiency savings these type of savings are difficult to deliver in short timescales. It is
inevitable therefore that reductions in service must be considered.

Much work will need to be undertaken over the next three months before a clear
picture emerges on the final shape of the Council, the services it will be in a position
to provide and the associated allocation of financial resources. The MTFP
programme to the end of March 2011 will need to be flexible to accommodate the
impact of further Government announcements and clarification to existing proposals.

Recommendations

Cabinet is asked to note and comment on the overall draft Medium Term Financial
Plan and to agree the following:

That the HESP savings proposals as detailed in Appendix 6, totalling £28.4m over
the three year planning period, be released for budget scrutiny with a report back to
Cabinet in January.

That the proposals for capital projects to be funded from capital receipts detailed in
Appendix 7 be released for budget scrutiny with a report back to Cabinet in January.

Comments of the Head of Legal Services

The Council is under a statutory duty to set a balanced budget having regard to the
report of its Chief Financial Officer as to the robustness of the estimates and the
adequacy of proposed financial reserves. This must be preceded by a robust and
comprehensive Medium Term Financial Plan. The report proposes to Members that a
process of consultation be undertaken on the HESP proposals for savings which will
involve relevant groups of the community and particularly service users. Members are
reminded that in cases where closure of facilities affect service users with complex
physical or psychological needs, Members will need to be assured before taking a
final decision that the proposals for an alternative meeting of those needs are
adequate.
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19.

Equalities Implications
The Council’s business planning process is designed to capture all strategic issues

including equalities implications. Officers will be carrying out detailed equalities
impact assessments on significant items as part of the final budget process.
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