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Purpose of Report

To set out the strategic financial issues for the three year planning period to 2015/16, and to
propose a process for setting the Council’s 2013/14 Budget and Medium Term Financial
Plan (MTFP) to 2015/16.

Introduction by Cabinet Member for Finance and Carbon Reduction — Councillor Joe
Goldberg’

This is the third year of the Government’s austerity drive and the final year of what was an
original 3 year settlement that has meant taking £84m of out of our base budget of £285m,
equivalent to £3 in every £10 being cut.

A huge level of uncertainty dominates this year’s budget position for 2013/14, because
there is little indication from the Government on the level of funding we will receive next
year.

This is in large part because of the reforms to local government funding which now means
that levels of Government support have essentially become divorced from need, with
business rates being localised, and Council Tax Benefit being abolished, with the Council
being asked to fund a replacement scheme.

This lack of information and transparency means there are likely to be significant changes to
our budget over the coming months. For example, the fact that we seem to be only
‘retaining’ 30% of the business rates in the Borough, shows that the Government’s promise
of localism and self determination has failed to deliver. We are now more reliant on
Government funding than ever.

Notwithstanding this, the only information we have is that the Government’s austerity
programme has failed. | have stated many times before my fear that by cutting too far and
too fast, the Coalition’s plans would be counter-productive. It has undermined the
economic recovery which would have helped pay down the deficit and reduce levels of
public borrowing.

The report from the Office of Budget Responsibility makes clear that the Government will fail
to close the deficit by the end of the Parliamentary term and that Britain will now face an
unprecedented 8 continuous years of public spending cuts.

While | have long had my doubts about the Government’s economic strategy, it is now clear
even those top economists who supported their programme are now having their doubts.
For example, Chris Giles, the economics editor of the Financial Times recently wrote: “A
Treasury press release entitled ‘Changes to cash management operations’ showed my faith
in the credibility of the UK Government’s economic strategy to be misplaced. | no longer
believe this government is serious about economic or fiscal policy.” Giles, goes on to say
the Government is “ripping off future taxpayers, polluting statistics and undermining
independent monetary policy.”

| highlight these concerns not to score points, but because of the vicious impact it has on
our residents, and critically the shape of the Council’s future finances. Based on how the
Government has chosen to apportion the cuts previously, we have to assume deprived
areas like Haringey will continue to be the hardest hit.

To date, Haringey has faced £170.34 per head of cuts, versus the London Borough of
Richmond-upon-Thames which has only faced cuts of just £11.99 per head.

2.10 If the government applies the extra cuts in the same manner it has done to date, we believe

2.11

Haringey’s total cuts over the period may be as high as £144 million, which represents a cut
worth over approximately a half of our current budget.

In this context we have three broad objectives when deciding how to manage these seismic
reductions to our funding. Firstly, whilst we cannot hope to maintain the same breadth and
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depth of services we had in 2010, we can prioritise protection for frontline services, and for
those most in need. Secondly, we need to make sure we are not simply managing the
decline of our services and our borough, but create the room for investment to help our
borough move forward, and to think about re-designing our services to operate on a
reduced base. Finally, because of the impact the poor economic climate has had on many
household budgets, we need to do our best to ensure we help keep money in residents’
pockets.

It is this that has driven our decision to freeze Council Tax for a fourth year. This has not
been easy to deliver, and while a 3% rise would enable us to avoid approximately £2.4
million worth of cuts at a cost of £36 on an average Band D household, we feel it is wrong
to hit harder those residents’ pockets that are being squeezed, especially in families facing
cuts to Working Tax Credit and Childcare support. To date, the 4 year freeze has been
worth on average an extra £144 for local residents.

To put the cuts in context with regard to Council Tax, had we not faced any at all, it would
have enabled us to reduce your Council Tax Bill by a staggering 84%. This would have
meant on an average Band D property, the Haringey portion of your Council Tax would have
reduced by £994.83 from £1184.32 to £189.49.

With regard to protecting frontline services we have been preparing diligently and prudently
in response to the current Coalition austerity measures, while still maintaining that the cuts
have been too far and too fast. Like any forward thinking Council engaging in strategic
financial planning, | am outraged that the Government has taken a last minute opportunity
to top-slice much needed funding from the sector as part of its review of local government
finance. This will add millions of pounds of unforeseen pressures to already stretched
budgets.

Indeed, what began in the planning cycle as a relatively small £6m gap at the outturn of the
previous financial year, has become an extremely volatile figure which has seen the
pressure on our budgets almost double.

Data used to calculate the draft Local Government Finance settlement has been published
by the Government, and we note that the up to date census figures show a 14% increase in
population in Haringey compared to a 3% increase nationally. Common sense would dictate
that we should receive more funding to bolster services that have been hard pressed by this
rapid increase, but the intricacies of the calculation and its floor and damping mechanisms
could mean that this extra funding may not materialise. It will certainly not materialise as a
proportionate increase. We will be looking hard at the figures when the settlement is
eventually released, and pressing the Government for answers if the funding does not
reflect our significant pressures.

As usual, we will be engaging with residents and businesses in a consultation designed to
convey the scale of these challenges, and the Council’s determination to create a better
future for Haringey in the face of seemingly ever increasing austerity.

| recognise that we have lost many highly valued services and for that matter staff over the
last two years, but we have succeeded in protecting our frontline services. Administrative
support service, such as communications, IT, policy and finance, which consume the
smallest part of our budgets have faced up to a 41% level of cut, versus 11% services for
the elderly and vulnerable adults, which consume the largest portion of budget. Similarly
children’s services have been cut by 16% while universal environmental services have faced
27%.

Finally it is worth noting that, at this stage, this is an unbalanced budget and there is still a
significant gap next year which will need to be to be bridged. This is in large part because of
the nature of future cuts we will have to take, which demand a more radical rethink of how



we maintain our critical operations, and our ability to create a better, more prosperous
borough for residents to live and work in.

3 Recommendations

3.1

Cabinet is recommended to:

Note the currently known changes to Local Government Finance set out in Section
7, and the associated modelling assumptions;

Note that the assumptions will be refined after the provisional Local Government
Finance Settlement is published in late December;

Note the proposed housing rent increases set out in Appendix 5 which are subject
to consultation;

Note the proposed tenants’ service charges set out in Appendix 5 which are
subject to consultation;

Note the HRA MTFP 2013-16 as described in Appendix 5;

Approve draft proposals to be recommended to the Council at its meeting in
February 2013 for the Council’s Capital Programme for the period 2013/14 -
2015/16 (paragraph 12 and Appendix 6);

Approve draft proposals, to be recommended to the Council at its meeting in
February 2013 for the Council’s MTFP 2013/14 — 2015/16 subject to the
announcemetril of the provisionai Local Goverriment linanciai setliement
(Appendices 1-4);

Note the significant reform of school funding being implemented in 2013-14 (Para
10.1);

Agree the projected level of Dedicated Schools Grant as £226.244m (Para 10.12);
Note an expected pupil premium allocation of £12.793m for 2013-14 (Para 10.6);

Note projected income of £11.588m from the Education Funding Agency (EFA) to
fund post 16 education in Haringey schools in 2013-14 (Para 10.7);

Note the proposed allocation of the Schools Block recommended to Schools
Forum on 6 December, including

e Growth Fund £1.5m
¢ Centrally retained budgets £3.602m; and
e Delegation to schools through the R-16 formula £199.550m.

4 Other options considered

4.1

4.2

4.3

This report proposes that the Cabinet should consider draft proposals to deliver a balanced
and sustainable MTFP at its meeting in February 2012. This is in line with the process
adopted in 2011.

This approach was developed in order to respond to a series of central government funding
cuts that are unprecedented in scale. Additionally, the Council has to plan for a large scale
change in the way Local Government is financed, with very late delivery of the provisional
details.

Cabinet could choose to adopt a less demanding pace and examine options at a later
stage. There would be more certainty over the exact level of government funding if a
delayed approach was adopted, but there would be less time for robust development and
consideration of options, leading to delays in implementation and delivery.
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The Council’s integrated financial and business planning process is the key mechanism by
which plans and strategies are reviewed to ensure financial resources are allocated
effectively to underpin the delivery of the Council’s priorities and performance standards.
This process culminates in the annual review and approval of the Council’s Budget and
three year MTFP.

The Council’s recent strategic financial planning has been driven by the need to respond to
the Coalition Government’s austerity policies designed to reduce the national deficit, with an
emphasis on reducing public expenditure as a percentage of Gross Domestic Product.

The Spending Review (SR 10) contained proposals to reduce local government funding by
28% over the four years of the review up until March 2015. The economy has not grown as
fast as the projections contained in SR 10, therefore in order to reduce public expenditure

as a percentage of GDP, further cuts will have to be made in 2015/16 and 2016/17.

The 28% is an average figure across the country but Haringey Council has been particularly
badly hit; this can be seen when comparisons are made in relation to the estimated change
in revenue spending power per capita from 2010-11 to illustrative 2013-14 funding, inc.
Council tax freeze grant and New Homes Bonus. Haringey is estimated to reduce by £170
per head while Richmond will reduce by £12 per head.

In February 2012 the Council approved its Budget 2012/13 and MTFP 2012-15. The current
year’s budget was balanced through the approval of a continuing savings programme
totalling some £21m over and above the £41m delivered in the previous year. However, the
overall MTFP at that stage showed planned spending exceeding anticipated resources by
some £25m over the period 2012-15.

The strategic direction adopted allowed the Council to set budgets in 2011/12 and 2012/13,
delivering savings of £41m and £21m in both years respectively. At the time of setting the
2012/13 budget in February 2012, the MTFP identified further gaps of £6m (£4m of which
was the estimated cost to the Council of the abolition of Council Tax benefit) for 2013/14
and £19m for 2014/15. It was noted at the time that the delivery of savings to fill this gap
would be challenging.

The MTFP report to Cabinet in July set out the large number of changes that are being
introduced to both local government finance and welfare reform. This introduced a level of
uncertainty into the planning process that meant accurate figures could not be reported at
the time. However, the Council needed to prepare and plan for the budget, so a number of
scenarios were developed. The report recommended that the medium term scenario be
adopted, i.e. retain a budget gap of £25m, with a view to smoothing out the profile of cuts
to £12.5m in each of the financial years 2013/14 and 2014/15.

In reality, some of the scenarios turned out to be the worst case. The changes to finance
assumptions and the resource base will be set out in section 7. Since July, work has been
undertaken to develop savings proposals after reviewing spending and resource
assumptions. At this stage the draft proposals for 2013/14 to 2015/16 are based on best
estimates, as the Department for Communities and Local Government has announced that
the provisional local government finance settlement will not be available until ‘late
December’. It is therefore almost certain that the proposals will need to be revised in
the light of the settiement.

This report proposes a draft budget package for the three year planning period 2013/14 to
2015/16, and is presented over the following sections:

e Strategic approach
e Financial resources



o Budget pressures

e Budget and MTFP Revenue proposals
e Dedicated Schools Grant (DSG)

e Housing Revenue Account (HRA)

o (Capital Programme

6 Strategic approach

6.1

6.2

6.3

6.4

6.5

The Council’s plans for spending reductions have been framed by a need to ensure that
priority services and outcomes for Haringey citizens were protected as far as possible. This
has been at the core of the Council’s strategic response to austerity and deficit reduction,
encapsulated by the MTFP. The key element of this response is the clear vision for the
Borough defined in “Re-thinking Haringey: Implementing One Borough One Future”.

To reflect this approach, the Council has protected front line services and placed the largest
burden on administration and support services such as Finance, HR, IT and Policy. The
reorganisation of the Council makes it difficult to track budget reductions but the following
estimates give a sense of how the prioritisation has occurred: Children’s 16%; Adults and
Housing 11%; Place and Sustainability 27%; Corporate Resources 29% and Chief
Executive’s 42%.

In July, Cabinet requested Directors to identify draft proposals to save £12.5m in both
2013/14 and 2014/15 to deliver 2 balanced MTFP for censideration at the next appropriate
meeting. These proposals, along with revisions to assumptions and growth, are presented

in this report. Given that some of the cuts to funding have been worse than originally
envisaged, it has not been possible to develop a balanced position over two years at this
stage. Further modelling including the proposed cuts in 2015/16 and 2016/17 suggest that a
longer term planned approach will be needed in order to deal with the size of future year

resource gaps.

The proposals contained in the report are focussed on balancing the 2013/14 budget,
although some savings are suggested for both 2014/15 and 2015/16. The size of the gap in
the last two years means that the Council will be drawing up comprehensive transformation
plans so that a strategic and prioritised approach will be taken over the medium term.

This report and recommendations have been informed by best estimates of the changes to
Local Government Finance. The Chancellor’s Autumn Statement will be presented on the 5
December, and the provisional Local Government Finance Settlement will not be available
until after the date of this meeting. It is a certainty that the figures will change again
leading into the February Cabinet report as a result.

7 Financial Resources

7.1

7.2

The Autumn Statement

The Chancellor’s Autumn Statement on 5 December 2012 identified that once again, growth
forecasts had been optimistic, and that austerity measures and public sector cuts would
have to be extended into 2017/18.

In order to try and boost economic growth, there is a strategy to switch current spending
into investment in capital and infrastructure. As a result, departmental Budgets are being
reduced by 1% in 2013/14 and 2% in 2014/15. Local Government will be exempt from the
1% cut in 2013/14 on the basis that budgets are being held down to deliver a Council Tax
freeze, but the 2% cut in 2014/15 will apply. This means that nationally, a further £445m will
be cut from Local Government Funding, and the exact impact on Haringey will depend on
the results of the Local Government Finance Settlement to be reported at February Cabinet.
An initial estimate based on the operation of the current system suggests that the Council
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could lose a further circa £3.5m in government support in 2014/15.

A spending review will be announced during the first half of 2013, and it is expected that
this will verify the more aggressive approach to cuts in 2015/16 and 2016/17 that have been
used in the MTFP.

Business Rates Retention Scheme

The MTFP report to July Cabinet gave a high level view of the changes introduced by the
Local Government Finance Bill. Despite promising transparency and simplicity, the new
scheme is opaque and complex. The following paragraphs set out how the scheme will
operate at a very high level, and the assumptions that underpin the current estimates of the
budget gap. However, it is almost certain that these figures will change when the local
government finance settlement is announced.

The Business Rates Retention Scheme is a way of allocating the national control total for
local government over all Councils, whilst at the same time providing an opportunity to

retain proceeds from business rates growth in the local economy. Conversely, the risk of
lower business rates due to economic conditions and appeals will be passed to Councils.

At the start of the scheme, the national aggregate for business rates will be split into two.
Half will be allocated to the rate retention scheme (the local share). The national control total
for local government, less the local share, will make up the total of revenue support grant -
this amount includes the other 50% of the national aggregate for business rates. The
Greater London Authority transport and Fire Services grant is then deducted from the local
share to give a revised tigure. The national ratio ot local share to revenue support grant,
estimated as 10.6:13.5, will then be used to allocate Revenue Support Grant and the local
share within the individual authority totals. If this was not complex enough, the way in which
local authorities’ funding requirements are calculated are also changing. What this means in
practice for Haringey is that a funding requirement will be calculated using a revised
methodology, and then split between the rate retention scheme and RSG using the
nationally derived ratio.

The government is retaining RSG as a means to implement cuts to Council funding as part
of the ongoing austerity policies of the coalition government.

After going through this process, the Council will be notified of the amount that has been
allocated to its rate retention scheme. This is known as the baseline funding level. The
Government will then calculate an individual local authority business rates baseline by
taking an average of the previous 2 years business rates returns, and then allocating 50% of
the national business rates aggregate proportionately. If the business rates baseline is less
than the baseline funding level, the Council will receive a ‘top-up’ from the government.
Conversely, if it is more, the Council will be subject to a ‘tariff’ and will have to pay the
difference over the central government.

The difficulty in modelling the scheme is that the total allocated to each council - the
funding requirement — will not be known until late December. However, using the existing
Formula Grant methodology, and applying the national totals to the new scheme, the
following figures have been estimated for the London Borough of Haringey for the financial
year 2013/14:

£m
Business rates baseline 19.690
Top up 56.902
Baseline funding level 76.593




7.10 For information, the Business Rates Baseline is derived as follows:

7.11

7.12

£m
Gross Business Rates 65.634
Less:
Central Share -32.817
Fire -0.656
GLA Transport -12.470
Baseline funding level 19.690

From the Gross £65.634m business rates derived within the local area, the Haringey
baseline is £19.69m, or 30% of the total.

When the scheme is up and running, any growth in business rates over and above RP! will
be retained by the Council, split 40/60 between the GLA and the Council. For example, if
RPI is 2%, the Council would retain any income above 2% growth in business rates and
split it 40/60 with the GLA. If a Council is subject to a fall in business rate income, a ‘safety
net will kick in at 7.5%, i.e. business rates will be allowed to drop to a maximum of 92.5% of
the business rates baseline before government support is received, and even then it will
only provide support over and above the 7.5% drop, not restore it back to 100%.
Conversely, if a Council is deemed by the Government to have ‘disproportionate benefit’

from too high growth in business rates, then a ‘levy’ will be applied to scale back the growth
and nass the money to the government.

The Haringey baseline funding level is very near the projections derived from government
returns, but this will be refined when the figures are calculated and signed off in January.
The current modelling in the MTFP does not assume that the Council will either lose
business rates income, or grow above RPI.

7.13 The Council can only generate additional income by growing the Business Rates baseline-

the ability to increase the business rate multiplier (the increase) will still be retained at a
national level by the Government.

Revenue Support Grant and Grants Rolled in

7.14 Additional to the baseline rates retention funding level is RSG and grants rolled into RSG.

7.15

Previously, the Government had rolled grants such as Supporting People into RSG, and
during 2013/14 a new tranche of grants will be rolled in. However, before grants are rolled
in, there are a number of changes to RSG that will have an impact on the Council.

The way in which New Homes Bonus (NHB) operates will change from 2013/14 onwards.
Previously, the Government provided funding to incentivise Councils to build new properties
and bring empty properties back into use. Under the new regime, New Home Bonus will be
top sliced from the Local Government Spending totals, and then returned via grant. Those
areas which have house building schemes will benefit, whilst those Councils who cannot
develop new properties within their area, for whatever reason, will lose out. The Government
plans to top slice NHB in 2 tranches, and any money that is not used will be returned to
Councils in year, and deducted again the next year, until the scheme is fully utilised. The
impact on Haringey, which is included in the overall funding predictions (see paragraph
7.18), is estimated as:

Year on year 10ss

2013/14 2014/15 2015/16
. £m £m £m
New Homes Bonus Returned 8.845 6.808 2.927
0 2.037 3.881
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Current modelling allows for an increase in £1.3m in New Homes bonus Grant in 2013/14,
and no increases thereafter, so by 2015/16, the changes have removed £5.9m from
Haringey’s government support compared to the 2013/14 level.

7.17 The Government has also introduced an additional top slice for the safety net (see

7.18

paragraph 7.9) and capitalisation. Local Government Association calculations have shown
that the Levy should be enough to pay for the safety net, but the Government have
consulted on an additional top slice to local government funding to pay for a shortfall. The
same top slice has been set aside to pay for capitalisation costs. Previously, Government
has supplied funding for Councils who need to capitalise costs, for example redundancies
and equal pay. However, this cost is now being met from Local Government funding. As
with New Homes Bonus, any unused money will be returned to the system and paid back to
Councils. It is currently estimated that £2.547m will be top-sliced from Haringey for this
purpose. In 2013/14, it is assumed that 50% of this will be returned to the Council,
producing a £1.274m cost pressure in 2013/14.

Another fundamental change to RSG is the treatment of Local Authority Central Services
Equivalent Grant (LACSEG). This is funding that the Council receives to provide central

- services to schools. Under a new regime, consulted on during the autumn, the Government

7.19

will now top slice the LACSEG grant from RSG, and return the amount to the local area,
although Academies will now be paid direct for their element of the grant. The removal of
this grant is estimated to cost the Council £1.2m in the first year of operation, with an
additional £600k in both 2014/15 and 2015/16 to reflect further schools moving to Academy
status.

In order to estimate the total quantum of RSG, grants rolled in need to be added. The
following changes are occurring:

Early Intervention Grant - the Council received £16.4m Early Intervention Grant in 2012/13.
This was a non ring-fenced grant that the Council could utilise for any purpose. The
Government has top-sliced £150m from this grant to fund their own early intervention
programmes, and the estimated amount to be received by Haringey is £15.7m. However,
the Government has also introduced a change which means that the element of the grant
that was nominally for 2 year olds is now being passported to Dedicated Schools Grant
(DSG). The General Fund element will be £12m, which means a £4.4m reduction in non ring-
fenced grants. £1.4m costs have been identified in Children’s and Young Peoples Services
that can be transferred to DSG, but this still leaves the Council approximately £3m short
due to the changes. As the grant moves forward into future years, the proportion
passported to DSG increases, costing the Council £654k in 2014/15. This change is seen as
particularly hard to understand, and despite lobbying by the LGA and London Councils, it is
still going ahead. However, the methodology used to calculate the grant will be changing in
line with formula grant changes, so the exact amounts may differ when the overall finance
settlement is announced.

Learning Disabilities Grant - this grant will continue at an estimated £3.7m in 2013/14,
£3.8m in 2014/15 and £3.9m in 2015/16.

Council Tax Freeze Grant — the Government will continue to pay the 11/12 element of the
Council Tax freeze grant as a part of RSG. This is £2.5m for Haringey.

Council Tax Support Grant - the government is abolishing Council Tax benefit and
replacing it with a local support scheme, as set out in the following sections. The grant for
this scheme is being rolled into RSG, and will be £26.1m.

Preventing Homelessness - the Council received £925k in 2012/13, and £746k has been
rolled into RSG, costing the Council £179k



Local Flood Grant - this has been rolled into RSG at previously budgeted levels of £207k.

7.20 Taking these changes into account, the estimated revised resource base for the Council in
2013/14 is a follows:

£m
Retained Business Rates 19.7
Top up 56.9
Total Business rates retention scheme 76.6
New Homes Bonus Returned 8.8
Revenue Support Grant 89.5
Safety Net/Capitalisation returned 1.3
Total Government Support in MTFP 176.2

7.21 The MTFP then assumes that government support will reduce in 2014/15 by 7.9%, and
2015/16 by 7.4%, in line with current projections and Government Policy.

Core Grants

7.22 A number of core grants will still be retained outside of Revenue Support Grant, and the
changes are as follows:

Housing Growth Grant - this grant has not been continued, costing the Council £51,000

Rights to Free Travel Grant - this grant has not been continued. costing the Council
£24,000

Housing Benefit and Council Tax Benefit — Council Tax Benefit will not exist beyond April
2013, and Housing Benefit will eventually disappear as it is transitioned to Universal Credit.
Exemplifications by the Department of Work and Pensions have shown that the grant will
decrease by £297k in 2013/14, with further reductions of £1m in 2014/15 and £75k in
2015/16 as the transfer to Universal Credit starts.

NHS grant to support care and benefit health - The 2010 Spending Review set aside an
additional £2bn to support the delivery of social care, recognising the pressure on the
system. The MTFP expected that £1.4m would be received in 2013/14, and the provisional
notification indicates that £3.6m will be received, a positive variation of £2.2m. It has been
assumed that the grant will decrease in 2014/15, as changes to the way in which the
Council interacts with the Health Service start to operate.

Council Tax Freeze Grant — The Council has indicated that it will freeze Council Tax levels
in 2013/14, thus making it eligible for the Governments recently announced Council Tax
Freeze Grant. This is being made available in both 2013/14 and 2014/15 at a level
equivalent to a 1% rise in 2012/13 Council Tax. £1m has been included in the MTFP in
2013/14 and 2014/15 for this grant. The Government will propose to lower the local
authority tax referendum threshold to two per cent in 2013/14. This would mean if a local
authority seeks to raise its relevant basic amount of council tax by more than two per cent,
residents would have the right to call a binding referendum. Details on these matters will be
released as part of the December settlement.

Local Council Tax Support Scheme

7.23 The analysis above refers to the £26.1m grant that is part of the revised arrangements for
supporting people on low incomes with their Council Tax bills, but the implementation of the
scheme has further ramifications, especially its effect on the Council Tax base.

7.24 As reported to Cabinet in July, the Government is abolishing Council Tax Benefit and asking
Councils to replace it with a local support scheme with a significantly reduced funding base
to pay for it.



7.25 In effect, this is a decision to cut the UK welfare budget, and transfer the cost to Councils
leaving them with the difficult decisions about implementation. The government is also
requiring councils to protect pensioners from the cut in benefits, so the cut in grant to the
Council, once any increase in the number of claimants is taken into account, is estimated to
be more like 19%, as opposed to the 10% as stated by CLG. ’

7.26 Haringey has consulted on how we manage the cut to our funding for the Council tax
reduction scheme. The details on how this will operate, and the impact on residents, have
been consulted on and the responses are being considered. The scheme will be formally
approved at a special full Council on 17 January. However, in order to develop the MTFP we
have used the proposals in our consultation for planning assumptions.

7.27 Due to this abolition of Council tax benefit, the monies associated with it will now transfer to
general grant as opposed to Council tax income. The means that the MTFP currently
contains £75.2m for Council Tax, as opposed to the £103m generated in 2012/13. Critically
this means any future rise in demand for Council tax support will become detached from
levels of demand.

7.28 The MTFP has also been adjusted for movements in the tax base and bad debts, but clearly
shows that the Council is less able to generate resources by making decisions about the
level of Council Tax. The ratio of Council Tax received to Government support is known as
‘gearing’, and a consequence of the local support scheme is that the Council has become
more highly geared.

7.2¢ If 2 comparicen is made between 2012/13 and 2013/14 therefore, 2 fairly significant
reduction in the Council tax base results as grant will in future be provided for CT support
through the RSG settlement and not as a direct receipt of support for Council Tax payers.

7.30 Even after approximately £10m cuts in government funding, the Council generates 9% less
of its resource from Council Tax in 2013/14 than it did in 2012/13. This means that the
Council is more reliant on government funding than it ever has been. The Government may
well argue that Business Rates Retention offsets this, but as described above, it is not that
straightforward, and the Government will still set the increase for NNDR nationally.

Reserves

7.31 The Cabinet will consider the need for and the level of both specific and general financial
reserves at its meeting on 12 February 2013.

Fees and Charges

7.32 A separate report will be considered by this meeting setting out the outcomes of a review of
fees and charges, and will make recommendations for increases across specific service
areas for 2013/14. At this point in time, £350k has been allowed for increased fees and
charges in the MTFP, but any revisions arising from decisions made at this meeting will be
reported at February Cabinet and the figures adjusted accordingly.

8 Budget Pressures
Service Demand and cost pressures

8.1 The MTFP report to July Cabinet identified that the MTFP approved in February 2012 allows
for planned increases in demographic growth, and also that particular pressures are being
felt in the Adults and Housing Service. Appendix 2 shows the proposed revenue
investments for the planning period, totalling £6.1m over the three years. The majority (£6m)
of these relate to transition and continuing care costs in the Adults service.

Pension Fund

8.2 The pension fund is undergoing a statutory revaluation of the assets and liabilities, and this
is expected to increase employers’ contributions by £1m from 2014/15 onwards.



8.3

8.4

8.5

8.6

Youth Justice Board

Under current remand legislation Local Authorities have a statutory duty to meet the costs
of placing children remanded to Local Authority secure accommodation where this has
been ordered by the court. Following an agreement with the Home Office in 1999, the
Youth Justice Board (YJB) has given financial assistance to local authorities in this regards
(2/3rd towards cost), although there is no statutory requirement for it to do so. This
agreement will cease on 31st March 2013. From 1st April 2013 Local Authorities will
assume full financial responsibility for the costs of remands to secure children's homes and
secure training centre. This change will cost the Council £768k.

Collection Fund

The 2011/12 out-turn showed that the Collection Fund has generated a deficit for the
second year running, and identified that a review would be carried out into the underlying
reasons. This work is on-going.

Taking account of discounts, existing deficits and the impact of the reduction in Council Tax
benefit, the proposed MTFP allows for an adjustment of £1.6m. Given the changes to the
tax base set out in paragraph 7.24, further cost pressures may have to be reported in
February after the Council Tax Support Scheme has been approved in January. Very
recently the Government has announced new rules about discounts and exemptions and
this adds to the complexity and challenges around the estimation of these cost pressures.

Treasury Management

Budget forecasts for 2012/13 reported to this committee indicate that savings are being
made in treasury management. This £1m saving has been projected forward into 2013/14.

9 Budget and MTFP Revenue Proposals

9.1

9.2

9.3

9.4

9.5

Achieving currently approved savings

Services have identified that £1.904m of pre-agreed savings for 2013/14 will now need to
be re-profiled into 2014/15 and 2015/16. £1.292m is on track for delivery in 2014/15, £230k
in 2015/16, £200k submitted as new/replacement savings, and £182k regarded as no longer
deliverable. In order to keep pressures to a minimum, it is proposed that the £1.904m re-
profiling in 2013/14 is funded from reserves.

Inflation and pay provisions

The Chancellor has continued to set a cap on public sector pay of 1%, and this is reflected
in assumptions. Utilities and external contracts are provided for on a contract by contract
basis, and given the level of uncertainty in the economy, a small (£500k p.a.) allowance for
general inflation has been included.

The approved MTFP allows for £5.5m in 2013/14 and £8m in 2014/15, the revised
assumptions now included are £4.7m and £5.0m which will represent a saving to the
revised MTFP of £800k and £3m respectively.

New savings proposals

In July Cabinet noted the initial review of financial assumptions for the period 2013-16, and
requested Directors to identify draft proposals to deliver a balanced and sustainable MTFP.
Cabinet required £12.5m for both 2013/14 and 2014/15 to be delivered.

The savings proposals set out in Appendix 2 show a total of £13.852m, of which £7.083m
will be delivered in 2013/14, £6.144m in 2014/15 and £0.625m in 2015/16.



9.6

9.7

Summary Position

Appendix 1 shows the current summary position of the MTFP from 2013/14 to 2015/16.
After allowing for all of the analysis and assumption in this report, the gap is still £1.336m in
2013/14, £18.902m in 2014/15 and £22.961m in 2015/16. This results in a total funding gap
of £43.199m over the life of the plan.

More work is required before the position to 31 March 2014 is balanced, and the results of

the provisional local government finance settlement have yet to be factored in.

10 Dedicated Schools Grant

10.1

10.2

10.3

10.4

In March this year, the DfE announced significant reform to School Funding taking effect
from the financial year 2013-14. The main changes to be implemented are:

a) Allocation of the Dedicated Schools Grant (DSG) through 3 notional blocks;

b) Simplification of the factors and datasets allowed for the Reception to16 (R-16)
funding formula;

¢) Increased delegation to schools and Academies, including the ending of the
Schools Budget element of LACSEG recoupment;

d) Transfer of responsibility for funding post 16 high needs education (up to 25) to the
Council and it being funded through the DSG; and

ettt et

¢ A place plus appioach to High Needs, involving commissioning places and funaing
top-ups based on pupils needs.

Officers have worked closely with colleagues on the Schools Forum to progress
implementation on all these matters within challenging timescales.

The Schools Forum met on 6" December 2012 to consider the Dedicated Schools Budget
(DSB) Strategy for 2013-14. A number of recommendations were put to the Forum and their
views have been set out below in respect of these, to inform the Cabinet’s consideration of
these issues.

The schools’ financial settlement for 2013-14 will change from the current spend plus
methodology as a result of the implementation of the new arrangements. It has been
necessary to rebase the 2012-13 DSB over three new blocks (Schools Block, High Needs
Block and Early Years Block), make a number of technical adjustments and determine
baselines for each of these new blocks. Following the successful conclusion to a long
campaign for recognition of higher area costs, the DSG baseline has been increased by
£7.299m. This increase has been partly offset by further transfers of funding required to
implement the new funding arrangements. The main transfers are a hospital top-slice to
fund pupils educated in Hospital provision (£365k) and the removal of transitional protection
for 3 year old free early education participation (£1.86m). The combined loss from all the
additional transfers is £2.218m.

Schools Block - Income

The projected income for the Schools Block comprises DSG, pupil premium and Education
Funding Agency (EFA) post 16 funding. The DSG will be based on the verified number of R-
16 pupils recorded through the October 2012 pupil count, with an announcement, and
release of all relevant datasets, expected on 10 December. Although the verified data is not
yet available, indications are that pupil numbers in Haringey are 3% higher in comparison to
October 2011 which would equate to 30,667 pupils (29,763 October 2011 baseline).
Applying the new, baseline guaranteed unit of funding (GUF) of £5,878.37 to the estimated
pupil numbers would generate £180.270m DSG. Although the level of the GUF for 2013-14
has not been confirmed, the expectation is that it will be held at the baselined 2012-13 level.




This would represent a continuing standstill at cash levels although clearly the effect of
inflation means that schools will experience a real terms decrease in their funding in 2013-
14.

10.5 In addition to this funding, schools will continue to receive the Pupil Premium which was
introduced in 2011-12. For 2012-13 the Pupil Premium was initially set at £600 (final £623)
and the eligibility criteria were extended to include pupils who have been registered as
entitled to Free School Meals (FSM) at any time in the previous six years.

10.6 An announcement has already been made that the pupil premium will increase to £900 for
2013-14. Assuming that 45% of Haringey pupils continue to be eligible under the Ever6
FSM methodology, and that there continue to be 391 eligible Looked After Children (LAC),
the pupil premium to be distributed to Haringey schools is projected to increase to
£12.793m in 2013-14. Cabinet is asked to note the amount of the expected pupil premium
within the DSB.

10.7 The projected Schools Block income assumes that funding for 6" forms in Haringey Schools
(including the VI Form centre) will be maintained at £11.477m. The EFA is phasing out the
post 16 Teachers Pay Grant and a reduction of 50% to £111k has been built into the
projected Schools Block income. Cabinet is asked to note the expected EFA income
included in the DSB.

High Needs Block - Income

10.8 The projected income for the High Needs Biock will all come through the DSG. The High
Needs Block within the DSG will be a cash sum, currently projected at £29.601m. A
transfer into the DSG in respect of those post 16 SEN students not in schools is also
awaited. It is unclear how any growth or pressures in respect of high needs pupils and
students from 0-25 will be funded in the future.

Early Years Block - Income

10.9 The projected income for the Early Years (EY) block is all provided through the DSG. The
EY Block funding will be based on the new, baselined guaranteed unit of funding
(£5,345.46) multiplied by actual participation in 2013-14. The Early Years DSG will initially
be estimated based on the forthcoming January 2012 pupil count but will be updated
retrospectively using actual pupil numbers. At this point in time, income has been projected
at £12.674m based on 2012-13 participation levels. Although the level of the EY GUF for
2013-14 has not been confirmed, the expectation is that it will be heid at the 2012-13 level.
This would represent a continuing standstill at cash levels although clearly the effect of
inflation means that schools and the Private, Voluntary and Independent (PVI) providers will
experience a real terms decrease in their funding in 2013-14.

10.10 In order to free up capacity to increase participation in free early education for 3 and 4 year
olds, the number of full time funded places in Haringey schools have been reduced. The
anticipated increase in free early education participation levels has not yet materialised and
there is concern that actual participation levels are down which would impact on the overall
level of funding in 2013-14 and beyond. A campaign to encourage take-up of the free
entitlement for three and four year olds has been running during the summer and will be re-
energised to maximise numbers in time for the crucial January census.

10.11 With effect from 1 September 2013, Haringey will have a legal responsibility to deliver free
early education to around 20% of the most disadvantaged 2 year olds. In order to fund this
responsibility, a transfer will be made from the Council’s Early Intervention Grant (EIG) into
DSG with effect from 1 April 2013. The value of the transfer into the DSG has been
confirmed at £3.699m. Cabinet should note that the transfer from Haringey to fund this is
£4.4m, of which approximately £1.4m is currently being spent on this provision. The way
that this transfer has been actioned means that the Council’s Formula Grant has been




adversely affected by £3m (£4.4m - £1.4m). This loss is reflected in the Council’s MTFP
calculations.

Dedicated Schools Grant 2013-14

10.12 Cabinet is asked to agree the indicative level of the DSG as £226.244m, comprising
£180.270m Schools Block (Para 10.4), £29.601m High Needs Block (Para 10.8) and
£16.373m Early Year Block (Para 10.9 £12.674 plus Para 10.11 £3.699m).

Schools Block Expenditure

10.13 Under the new arrangements, the Schools Block must be delegated to mainstream
schools and Academies through the compliant R-16 formula, with the exception of two
items.

10.14 Local authorities can continue to centrally retain a number of historic and statutory
commitments at a maximum of their 2012-13 level, subject to the approval of Schools
Forum. We have proposed the retention of the budgets for Admissions (£421,400), Carbon
Reduction Commitment (£220,253), Capital Expenditure Funded from Revenue (£489,100),
Contribution to Combined Budgets (£2,158,300) and Miscellaneous (£302,900). Schools
Forum has deferred a decision on these items until 17" January 2013.

10.15 Local authorities can also centrally retain a Growth Fund, subject to the approval of
Schools Forum. At their meeting on 6™ December, Schools Forum deferred their
consideration of the proposal for a Growth Fund to the value of £1.5m with clear criteria
which will support Haringey to meet the statutory abligation to ensure a supply of school
places.

10.16 The remaining projected Schools Block income, after centrally retained items (£199.550m)
will be distributed to all schools and Academies using the R-16 compliant funding formula
or, in the case of post 16 funding and the pupil premium, will be passported directly to the
relevant institutions.

10.17 The funding pot to be delegated to schools and Academies in 2013-14 includes a number
of budgets that were previously centrally retained by the local authority. The new delegation
supports the enhanced commissioning role of schools and Academies and includes all
services previously transferred to Academies and funded through Schools Block LACSEG
as part of their General Annual Grant (GAG).

10.18 Maintained schools can choose to continue to provide some of these services centrally,
through a process called de-delegation. At the meeting on 6" December, decisions on de-
delegation (£1.637m) were deferred to the Forum meeting scheduled for 17 January 2013.

10.19 Academies are invited to buy into these services at the same rates as maintained schools
would contribute if de-delegation is approved. Should academies wish to use the service at
a later date, the rates charged would be increased to reflect the spot purchase.

High Needs Block Expenditure

10.20 Officers are continuing to work with schools to implement the reformed funding
arrangements. At this stage, no pressures are anticipated on the High Needs Block.

Early Years Block

10.21 The Early Years Block will continue to fund participation in free early education for three
and four year olds, as well as centrally retained budgets for early years (£2,527,112).

10.22 Officers are continuing to work with Schools Forum to develop a two year old EYSFF for
implementation from 1 April 2013.

LACSEG
10.23 The DfE have now finalised arrangements for ending both the Schools Budget and Central



Local Authority Central Services Grant (LACSEG) funding.

10.24 Schools Budget LACSEG calculations and recoupment has been replaced by the
delegation of all relevant budgets to all maintained schools and Academies.

10.25 Central LACSEG is being replaced by a per pupil grant that will either be paid to Haringey
for maintained schools or direct to Academies. The financial implications of this new grant
will be clearer once an announcement on the per pupil rate of the grant is made as part of
the settlement in December, but an estimated impact has been reflected in the Council’s
MTFP.

11 Housing Revenue Account (HRA)

11.1 A detailed analysis of the HRA MTFP and Capital programme are contained is set out in
Appendix 5

12 Public Health

12.1 From April 2013 Haringey Council will receive a single ring-fenced public health grant
composed of three components: mandated (or statutory) services, non-mandated services
and the commissioning of drug and alcohol prevention and treatment services which are
currently commissioned by DAATs (Drug and Alcohol Action Teams) through the Pooled
Treatment Budget (PTB) (also non-mandated). In Haringey the DAAT is part of the public
health directorate.

12.2 There is still uncertainty around the precise amount of budget to be allocated. Based on the
Department of Heaith baseline spending estimates, published in February 2012, Haringey’s
baseline spend was £62 per head of population. This is just above the London average of
£57 per head, but low in comparison with other London boroughs with similar levels of
deprivation. Actual allocations for councils will not be published until the end of 2012. The
indicative budget is in the region of £14 million and it is the expectation that Haringey will
contain costs within this ring-fenced sum.

13 Capital Programme

13.1 The revised draft capital programme over the next three years is £222.85m. A breakdown
by directorate and proposed sources of funding can be seen in the table below. The
revenue implications of this level of capital expenditure, in terms of borrowing costs and
ongoing revenue expenditure on capital assets have been fully reflected in the MTFP.

13.2 In planning the capital programme, the aim has been to maximise the use of external
funding and capital receipts and to limit the use of long-term prudential borrowing to that
which has been agreed as part of the planning process last year. This approach is designed
to minimise the impact of the programme on the general fund.

13.3 The table below shows the current projected spend by directorate area, and provides a
summary of the sources of funding.

Total

Draft Expenditure Proposed | Indicative | Indicative
Budget Budget Budget
2013/14 2014/15 2015/16
£'000 £'000 £'000 £'000
Place & Sustainability 23,947 9,125 7,133 | 40,205
Children & Young People 20,228 8,918 6,350 | 35,496
Adults & Housing 2,036 2,036 2,036 6,108
HRA 34,202 55,818 47,319 | 137,339
Other 1,600 1,000 1,100 3,700
Total Capital Programme 82,013 76,897 63,938 | 222,848




Draft Capital Funding

Government Grants 8,781 8,507 6,886 | 24,174
Other Grants 11,484 947 1,583 14,014
Capital Receipts 16,073 10,128 7,600 | 33,801
Section 106 463 0 0 463
HRA 34,202 55,818 47,319 | 137,339
Reserves & Revenue 2,135 450 550 3,135
Prudential Borrowing (pre-agreed) 8,875 1,047 0 9,922
Total Capital Financing 82,013 76,897 63,938 | 222,848

13.4 The main areas of expenditure are as follows:

Place & Sustainability

The directorate has several large programmes underway including ongoing work in
Tottenham and Northumberland Park, Wood Green Town Centre, and there is
significant investment planned for carriageway maintenance works which have
been limited in each of the past two years.

The Council has a long term commitment to make available £5m for the
Northumberland Park Development project currently projected as required after
15/16. Capital receipts will need to be generated and reserved to meet this
commitment over the planning period.

The current projected spend on Hornsey Town Hall over the next 3 years is some
£5.3m. It is currently planned to fund this expenditure from the associated capital
receipt from the sale of the site. The progress of this scheme is subject to a
satisfactory funding agreement with Mountview.

A further phase of the accommodation strategy relates to the re-provision of office
accommodation and other changes in the location of existing services.

Children & Young People's Services

The majority of the capital expenditure is on the Primary and Pre-School
programme, and the expansion of school places. This programme continues to be
predominantly funded by government grants, with some limited pre-agreed
prudential borrowing.

Housing Revenue Account

Other

It is projected that the HRA will be able to meet all planned expenditure from its
own resources under the self-financing regime. There has been a reduction in the
level of planned expenditure on Decent Homes in 2013-14, with works now
planned to take place in 2014-15 and 2015-16.

The Alexandra Park and Palace (AP&P) Regeneration scheme is aimed at
transforming the Palace into a financially self-sustaining mixed leisure,
entertainment and learning venue consistent with the Trust’s objectives. To date
the Council has required the Palace to make revenue savings and redirect those
savings to fund the preparatory work for regeneration. It is proposed that this
approach should be continued.

It should also be noted that the AP&P Charitable Trust Board recently considered a
report proposing a Major Grants bid to the Heritage Lottery Fund for some
£16million. This would require match funding of £6.7million to be generated. The
Council is committed to assisting the Trust in its fund raising from internal and



external funding streams to address the funding gap.
A more detailed analysis of the capital programme can be found in Appendix 6.

At this stage there is uncertainty over some of the external funding streams, including TfL
funding for Highways expenditure, funding for School Place Expansion, and GLA funding for
Tottenham regeneration. As these funding allocations are confirmed, there will be further
reports back to Cabinet seeking authority to amend the programme accordingly.

13.5 There will also continue to be opportunities to introduce invest-to-save schemes which have
a strong business case.

13.6 As has been stated above, in developing the capital programme proposals, the aim has
been to maximise the use of external funding and capital receipts. In terms of the latter the
Council is continuing to review its property portfolio looking for opportunities to both
rationalise our use of service based accommodation and to divest ourselves of land and
buildings which are no longer required. Capital funding levels will therefore continue to be
closely monitored together with further-development opportunities linked to surplus Council
land or buildings.

13.7 There are some risks associated with the disposal programme and it is assumed that a
number of significant disposals which, between them, represent approx. 50% of the total
projections over the 3 years of the programme. The profile has been adjusted to reflect this
risk, however it may be appropriate to use temporary borrowing if slippage in receipts
occurs.

14 Consideration of the Financial Years 2015/16 and 2016/17 for the MTFP

14.1 The July MTFP report identified that there is potential for further cuts to Local Government
funding in 2015/16 and 2016/17, beyond the current CSR. Modelling of the potential impact
in 2015/16, assuming inflation and service pressures show that a further £23m cuts may be
required, and this is reflected in Appendix 1. Assuming the same level of pressure, and
adjusting for funding reductions, the gap in 2016/17 would be £21m. This means that in
addition to the projected £84m reductions up the end of 2013/14, the Council would have to
find an estimated further £60m up to the end of 2016/17, meaning that in total the Council
would have implemented reductions of £144m over the period, equivalent to just over 50%
of its current budget of £278m.

15 Consultation

15.1 Consultation meetings on the budget proposals will be held across the whole of Haringey
during December and January, and residents will also be given the opportunity to engage
with the process online.

15.2 The Council’s Overview and Scrutiny Committee, and associated Panels, will also be
examining the proposals during the coming weeks. Both the feedback from Scrutiny and
the results of the consultation will be included in the February Cabinet report.

16 Comments of the Chief Finance Officer and financial implications

16.1 As the report is primarily financial in its nature, comments of the Chief Financial Officer are
contained throughout the report.

17 Head of Legal Services and legal implications

17.1 The Budget and Policy Framework Procedure Rules at Part 4 Section E of the Constitution
set out the process which must be followed when the Council sets its Budget. It is for
Cabinet to approve the proposals and submit the same to the Full Council for adoption in
order to set the budget.

17.2 The Cabinet will need to ensure that where necessary, consultation is carried out and
equalities impact assessments are undertaken and that the outcomes of these exercises



inform any final decisions. The Council will need to ensure that any finalised proposals do
not result in the Council being unable to comply with its statutory duties.

18 Equalities and Community Cohesion Comments

18.1 Equality Impact Assessments are being carried out on the budget proposals and outcomes
will be included in the relevant Cabinet reports as appropriate.

19 Head of Procurement Comments
19.1 Not applicable
20 Policy Implication

20.1 The Medium Term Financial Plan represents the resource framework for delivery of Council
Policy and objectives.

21 Use of Appendices

21.1 Appendix 1 - Summary of the MTFP 2013/14 to 2015/16
21.2 Appendix 2 — Savings proposals to 2015/16

21.3 Appendix 3 - Investment Proposals to 2015/16

21.4 Appendix 4 - re-profiling of pre-agreed savings

21.5 Appendix 5- Housing Revenue Account

21 6 Anpendix 6 - Capital Programme

22 Local Government (Access to Information) Act 1985
22.1 The following background papers were used in the preparation of this report:
» Financial planning 2012-13 to 2014-15 - Cabinet 19 July 2011

 Financial Planning 2012-13 to 2014-15 — mid year budget update — Cabinet 4
October 2011

e Financial Planning 2012-13 to 2014-15 — Cabinet 20 December 2011
 Financial Planning 2012-13 to 2014-15 - Cabinet 7 February 2012
» Financial Planning 2013-14 to 2015-16 - Cabinet 10 July 2012

22.2 For access to the background papers or any further information please contact Barry Scarr,
Interim Head of Corporate Finance, on 0208 489 3743.






Medium Term Financial Plan Summary 2013/14 to 2015/16

Appendix 1

2013/14 2014/15 2015/16 Total
£000's £000's £000s £000's

Reported Budget Gap as at February 2011 6,051 19,273 0 25,324
Changes to the Council's Resource Base
Earley Intervention Grant passported to DSG 3,043 654 0 3,697
Central LACSEG removed from RSG 1,246 600 600 2,446
Modelling assumptions based on draft Council Tax '
Support Scheme -3,000 0 0 -3,000
Phased loss of Benefits Adminstration Subsidy 297 1,000 750 2,047
Revised Collection Fund Assumptions 1,681 0 0 1,681
Housing Growth Grant discontinued 51 0 0 51
Rights to Free Travel Grant discontinued 24 0 0 24
Learning Disabilities Grant - revised forecast -131 -83 0 -214
Preventing Homelessness Grant - revised forecast 179 0 0 179
NHS Grant - revised forecast -2,180 1,790 0 -390
Assumption that only 50% of New Homes /
Bonus/Capitalisation top slice may return 1,297 -649 0 648
Increased New Homes Bonus Grant -1,336 0 0 -1,336
Change in RSG levels over estimates etc. -921 2,889 11,366 13,334
Council Tax Freeze Grant -1,000 0 1,000 0
Revised Gap afier Resource Changes 5,901 25,474 13,/16 44,491
Service and Demand Pressures
Estimated Pensions revaluation from 14/15 onwards 0 1,000 0 1,000
Growth Proposals 4,500 960 640 6,100
Savings Proposals o -7,083 6,144 -625 -13,852
Reprofiling and revisions to pre-agreed savings 1,904  -1,292 230 842
Youth Justice Board - withdrawal of funding 768 0 0 768
Revised inflation assumptions ~-800 -3,000 5,000 1,200
Estimated demographic pressure ' 0 0 4,000 4,000
Estimated Fees and Charge increases -350 0 0 -350
Treasury Management - improved forecast -1,000 0 0 -1,000
Re-profiling met from reserves -1,904 1,904 0 0

43,199

Net Gap to find as at December 2012 1,336 18,902 22,961

THIS TABLE WILL BE REVISED ONCE THE LOCAL GOVERNMENT FINANCE SETTLEMENT IS

KNOWN
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Appendix 5

HOUSING REVENUE ACCOUNT 2013/14 to 2015/16

1
1.1

1.2

1.3

Summary

The report makes recommendations in respect of the Housing Revenue Account
MTFP and capital programme 2013-18.

It also makes recommendations about HRA rent increases, service charges, and the
future maintenance and improvements programme, on the basis of which overall
financial assumptions for 2013-18 are recommended.

The report advises Cabinet of the current position in respect of the 30 Years’
Business Plan.

2 Other options considered

2.1

The Council is required to approve an HRA budget and Capital Programme for
2013-14 and to set rent and service charges for the year. The report outlines the
considerations the Cabinet should take into account and the options available to
them in doing so. ' ~

3 Background information

3.1

3.2

3.3

3.4

Under the provisions of the Localism Act 2011, on 1 April 2012 the previous Housing
Revenue Account subsidy system was abolished and replaced by a system of self-
financing. ‘ ’

Under the new system housingA authorities no longer receive HRA subsidy but are
allowed to retain all rental income and make decisions on how to spend it to meet
their local housing needs.

The introduction of Self Financing was accomplished with a final debt settlement ,
between Central Government and Local Authorities. Although most authorities were
required to take on additional debt, Haringey had £234 of its housing debt paid off.

The Council must set a balanced HRA budget each year, using rent and other
revenue collected to manage and maintain its housing stock and to pay all interest
and financing costs associated with its housing debt

4 Rent increases

4.1

4.2

Under the self-financing regime rents are the main source of income for the HRA
and Cabinet continue to be required to make decisions annually on the level of
increases. At the February meeting, Cabinet will be asked to agree a
recommendation to Council.

For several years it has been the Council’s policy to set rent increases in
accordance with government policy following the rent restructure guidance. This
policy is based on gradually increasing council housing rents to that they converge
with typical rent levels of other social landlords. "

4.3 Although the Council is not required to follow rent restructuring, the calculations

underpinning the self financing model assume that it will do so and it will not be
possible to meet the investment needs of Haringey’s stock without achieving this
level of income. Setting lower rents will reduce the income available to the HRA and



4.4

4.5

4.6

4.7

restrict the funding available for housing services and capital investment.

Conversely, although the Council has some freedom to set rent levels slightly above
rent restructuring, in previous years the DWP has used the limit rent mechanism to
restrict the Housing Benefit subsidy payable to councils who levy excessive rent
increases. Clear guidelines of how this will work in 2013-14 have not yet been
announced. However the introduction of Welfare Reform and the economic climate
are likely also to make it difficult to collect large rent increases from tenants.

It is therefore recommended that Cabinet continues to follow their established policy
with target rent increases for 2013-14 reflecting the September 2012 RPI
announcement (2.6%) and convergence in April 2016. '

The exception to this will be where a tenancy comes to an end and the property is
relet to a new tenant. It is recommended that in such cases the rent should be

raised immediately to the target rent thereby achieving convergence in advance of
the main stock. The amount of additional income raised will be dependent on the
properties that become vacant in year but is estimated to be in the region of £62k.

The average weekly dwelling rents with caps and limits applied according to the
Government’s restructuring policy will increase bv £4.19 (4.45%) from £94.04 to

£98.23. There will be differing increases across dwellings as set out below:
Forecast weekly dwelling rents for 2013-14 with caps and limits applied

Number of Number of Min Rent Max Rent Average
Bedrooms Properties Rent
0 144 63.49 108.86 79.40
1 5,631 53.69 131.51 84.03
2 5,437 75.64 140.91 98.19
3 4,029 71.69 146.45 112.83
4 621 83.38 155.13 - 127.74
5 102 98.98 162.67 147.36
6 11 128.30 171.04 155.54
7 2 130.23 166.29 148.26
8 1 168.22 168.22 168.22
Grand Total 15,978 53.69 171.04 98.23

Percentage increase in weekly dwelling rents for 2013-14 with caps and limits

applied

No of bedrooms Minimum Maximum Average
' % % %

Bedsit 1.3 6.5 4.8

1 1.0 7.1 4.4

2 2.2 5.9 4.5

3 2.1 6.1 4.4

3+ 2.6 56 4.3

All dwellings 1.0 7.1 4.5




Range of changes

Amount Number of properties
Less than £4.00 7092
Between £4.00 and £5.00 5920
Between £5.00 and £6.00 2741
Between £6.00 and £7.00 225
Total 15,978

4.8 Were the Council not to implement the full increase the loss of rent would be £810k
per annum for each 1% of reduced increase. This would reduce the revenue
contribution to the capital funding available for the Decent Homes programme and
is not recommended for that reason.

4.9 Alternatively, if the Council wished to raise additional rental income, Homes for
Haringey have identified a way to raise an additional £490k that is not far out of line
with the rent restructuring model and the limit rent. This would ensure that all rents
Increased by HPI + U.5% + £2 except where a property was already at the maximum
rent for its size. Under this scenario, most rent increases would be in the range
3.1% to 6%. The additional income would be available for investment in the decent
homes programme or in additional services for tenants such as the cyclical
maintenance programme.

4.10 Over 70% of the Council's tenants currently have at least part of their rent paid by
benefits.

4.11 For financial planning purposes only at this stage the Cabinet are asked to agree the
inclusion of the rent increases detailed in paragraph 5.7 above.

5 Service charges

5.1 In addition to rents, tenants need to pay separate service charges for specific
services that they receive. Charges are currently made for the following services.

e Concierge services

e Caretaking

e Grounds maintenance
* Street sweeping

e Light and power

e District heating

e Water

5.2 The Council’s policy has been to set charges to match budgeted expenditure unless
this would be an increase of more than the limits used in rent restructuring in which
case charges are increased by RPI + 0.5%. For 2013-14 this is equal to 3.1%.
Except in unusual circumstances it has not been the policy to compensate for under



or over recovery in previous years. However charges will be adjusted for future

years to avoid its continuance.

5.3 Based on current policy the following adjustments to charges are recommended:

Recommended Forecast Forecast Forecast
Increase Income Income Additional

Charge 2013/14 before  2013/14 after Income

review recommended
changes
% £ £ £

Concierge 1.8% 1,475,700 1,531,600 55,900
Grounds Maintenance. 2.8% 1,212,200 1,269,900 57,700
Caretaking 3.1% 2,165,700 2,276,800 111,100
Street Sweeping -2.5% 1,539,300 1,530,100 -9,200
Communal Lighting -29.5% 1,254,800 901,600 -353,200
District Heating 8.0% 371,600 409,300 37,700
Integrated Reception Service (Digital TV) 0.0% 347,000 387,100 40,100
Estates Road maintenance 2.2% 219,500 228,700 9,200
Dirn & Chiute Cleaning na - £4,70C £4,70C
Water 4.7% 5,401,300 5,664,900 263,600
‘Total Charges including Water Rates 2.0% 13,987,100 14,264,700 277,600

Forecast additional Income based on number of Tenants x increase in charge x 98% (Recovery rate-

i.e. 2% void and bad debts)

5.4 Reductions are recommended in Street Sweeping and Light and Power where the
current level of charge is resulting in an over-recovery. For other service charges
increases are recommended at the lower of 3.1% or full cost recovery.

5.5 Service charges other than District Heating charges are eligible for Housing Benefit.

(District Heating charges are for the supply of heat from a central supply to

individual properties. As such they are not considered to be part of the rental cost.)

5.6 A new charge has been proposed for bin and chute cleaning at £0.15 per week for

relevant properties.

5.7 Homes for Haringey have been requested to give further consideration to other
service charges that can be made in general needs or Sheltered Housing. If new
proposed charges are identified these will be included in the final HRA rent setting

report in February.
6 Revenue Budget and MTFP 2013-16 ]

6.1 As part of the Council’s budget strategy to generate efficien‘cy savings, Homes for
Haringey have been asked to reduce the portions of their Company Budget within
their full control, that is excluding charges made by the Council, by 5% which

equates to £1.787m.

6.2 In 2013-14 the bulk of this saving (£1.5m) will be made through a review of Housing
Management services that is expected to increase productivity resulting in improved



6.3

6.4

6.5

6.6

services, greater consistency of standards and decreased costs. The balance of
savings, £255k, will be met from back office services. Transitional costs and
redundancies (38 FTE estimated) will be met from HRA reserves (subject to value for
money consideration.)

Homes for Haringey have identified £652k savings for 2014-15 across a range of
services and are developing further proposals to meet the rest of the target
(£1.135m to be found.)

The net budget for the managed account which comprises most of the HRA income
sources is estimated to realise increased net income of £3.6m arising largely from
rent increases discussed above and additional service charges. However this is
offset by the need to make an increased provision for bad debts. The level of bad
debt has been increasing over recent years and this is expected to worsen following
Welfare Reform Act changes including the benefits cap, the under occupation
penalty and the payment of housing support to the tenant rather than the landlord
under Universal Credit.

The retained Account shows an expenditure reduction of £0.7m arising mainly from
the reduction in the Management Fee pavable to Homes for Haringey (-£1.787m).
However £425k of costs for Broadwater Farm Leisure Centre and ASBAT have been
transferred to the HRA from the General Fund following a review of charges between
accounts,

There is also new investment growth for activity to support the HRA Estate Renewal
work (see below.) This is made up of a contribution to the Regeneration team of
£225k for HRA specific activity and £550k one off costs for feasibility studies and
other development work.

7 HRA Capital Programme

7.1

7.2

7.3

7.4

In recent years the Council’s programme for maintaining its estate has depended
mainly on subsidy determinations and Supported borrowing. The capital programme
for 2011-12 is £34.2m of which £16.3m is for a planned programme of works to
maintain the stock condition.

In addition there is £15.5m earmarked for Decent Homes, funded from £6.45 Decent
Homes Backlog Grant from the GLA and £9m from the HRA revenue surplus.

A further £2.45m is for specific capital projects including loft conversions and the
development of Supported Living Schemes. This is funded from HRA internal
sources.

Following the introduction of Self Financing, Council Officers and Homes for
Haringey are developing a 30 year business plan that will set out the proposed use
of HRA borrowing capacity and future income streams in order to improve and
enhance the condition of the housing stock and support wider Council priorities and
Regeneration aims. Thisis a complex piece of work and is not due to be finished
until after the budget is finalised. It will be reported to Cabinet in the first half of next
year. For this reason the later two years of the capital programme should be
regarded as indicative only.



7.5

7.6

7.7

In order to ensure maximum flexibility for the Council in advance of completion of '
the Stock Options Appraisal it is proposed that the capital programme for 2013- 14
relies solely on internally generated resources . It is not planned to draw on the
limited borrowing capacity nor on any capital receipts.

A proposed programme with commentary totalling £34.2mis included as Appendix
6. Funding is proposed as follows:

Funding Source £m
Decent Homes Grant 6.5
internally generated funds 27.7
TOTAL 34.2

Should any of the works cover leasehold properties the costs will be recoverable
from the leaseholders and will not be a charge on the Council’s resources.
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Appendix 6

HRA 2013-14 Capital Programme Commentary

1.
1.1

2.1.

3.1

3.2

3.3

4.2

4.3

Mechanical and Electrical —= £1.25m

Approximately half of the budget will be spent on the re-wiring of
landlord’s electrical supply to blocks and the other half on planned
maintenance and repairs to existing door entry systems.

Asbestos Removal - £0.100m

This budget funds the testing, removal and management of asbestos
containing materials (ACMs) identified during responsive repair works.
This work is essential to enable responsive repairs work to be
completed safely and ensure that ACMs are safely managed in homes
and communal areas. Sometimes where appropriate, the work is
carried out by sealing or encasing the asbestos, rather than removing
it.

Boiler Replacements and Major Repairs — £3.500m

This budget funds the replacement of boilers. together with major
repairs such as the replacement of heat exchangers, on a reactive
basis.

Although a boiler has an expected life of 15 years, many boilers are
considerably older than this and should be replaced. Modern energy
efficient boilers that Homes for Haringey is now installing have a life
expectancy of only 12 years.

The proposed budget is broadly consistent with advice received from
Homes for Haringey that an annual budget of £4m be provided to
support a planned approach to boiler replacement.

Lift Renewal - £2.181m

This budget funds the replacement of lifts that have reached the end
of their useful life. Lifts have an expected life of between 15 and 20
years, and lift replacement programmes require long lead-in periods
because of the specialist nature of the work and the bespoke
requirements of each lift.

There are 142 lifts in the Council’s housing stock. Currently
approximately 60 lifts are identified for renewal. Each of these lifts is
more than 20 years old, and several are significantly older.

In recent years the lift replacement programme has not been keeping
pace with obsolescence causing considerable inconvenience to
residents. The regular lift servicing programme has identified the
need to replace more lifts in future years to ensure continued service
for residents. The budget was increased in 12-13 to help clear the
backlog and this higher level of funding will continue into 13-14.



7.2

8.1

9.2

10.

10.1

Appendix 6

Structural Works — £0.600m

This budget funds essential structural works including, for example,
underpinning, concrete repairs and brickwork repairs.

Capitalised Repairs — £4.000m

This budget funds capital works (such as kitchen renewal, bathroom
renewal and the installation of new central heating systems) that are
carried out, as part of the responsive repairs programme, to renew
items that are beyond economic repair. Repairs to void properties
account for a significant amount of expenditure within this budget.
The budget has been reduced in 2013-14 in line with expected
expenditure.

Extensive Void Works — £1.650m

This budget funds the repair and improvement of void properties that
require major works before they can be re-let.

The proposed budget has increased from £1.350 in 2012-13 partly to
deal with the impact of the reduction in the Decent Homes programme
and the need to focus on the external fabric and services. As a result
kitchen and bathroom replacements in void properties, which would
previously have been part of the Decent Homes programme, must
now be funded separately.

Professional Fees - £1.671m

This budget funds the professional fees for quantity surveying and
other professional advice and support to the programme.

Decent Homes - E15.5m

The GLA has allocated Decent Homes backlog grant of £6.45m in
2013-14 to make an estimated 359 homes decent. It is proposed that
an additional £9m is allocated for 2013/14 from HRA internal
resources.

A separate report is due to be presented to Cabinet in December
recommending agreedment of a detailed programme. The programme
will again be focused on making the external fabric of all our stock
wind and weatherproof but also includes essential boiler renewal and
rewiring.

Aids & Adaptations — £1.200m

This demand-led budget funds the adaptation of council homes and
the provision of disabled facilities for council tenants and members of
their household.



11.
11.1

12.
12.1

12.2

13.
13.1

13.2

14,
14.1

14.2

Appendix 6

Energy Conservation - £0.100m

This project allows for the installation of low cost but high impact
measures, including loft/cavity wall installation and central heating
controls, and provides for start up / matched funding to attract
additional investment from other funders.

Conversions and Worklessness - £0.250m

The aim of this project is to identify innovative ways of making best
use of existing council owned assets to maximise affordable housing
in the borough and assist in tackling worklessness in the borough with
the recruitment of work placements.

A small grant of £46k has been provided by the GLA to support this
scheme so the net call on HRA resources is £204k

Development Opportunities - £300k

This is a project to invest in our housing estates in a way that provides
new housing (hoth for market sale and social rent), brings hack into
use derelict and under-used parcels of land; contributes towards the
creation of mixed and balanced communities; and provides training
opportunities for local people.

Land agreements will be entered into with developers and registered
providers for them to build on infill sites of HRA land that have
development potential. The value in the land is used by the Council to
invest in the development with a contractual provision that the
developer transfers a proportion of the completed units to council
ownership to be let at social rent as council housing; and agrees to
share its developer’s profit to provide a capital receipt in respect of
any units sold on the open market.

Infill - £1.150m

This bid is similar to the preceding one but focused on infill sites such
as underused garages, car parks and empty spaces within a number
of estates.

Schemes will only be brought forward where they support the
Council’s objectives and show individual cost effectiveness and value
for money. The Council will look to use sites in the east of the
borough to introduce market housing to the area while sites in the
west will be used to maximise affordable housing in support of the
Council’s aims to meet the housing challenge in the borough. The aim
will be to utilise the funding to generate additional external investment
and income and this will be clearly set out in individual scheme
proposals.



15.
15.1

15.2

16.
16.1

-16.2

Appendix 6

Loft Conversions - £0.250m

The aim of the project is to provide overcrowded households living in
council property the opportunity to have their loft converted to provide
an additional bedroom. Such works would resolve the overcrowding
while allowing the family to remain in their current home and area
where they are already settled. This project will build on the
successful conversion programme of the last three years.

The programme will be focused in the North Tottenham area in
support of the Council’s priority to meet the Housing Challenge in
Haringey.

Supported Living Schemes - £0.5,

This project will support the refurbishment of five to eight properties
for supported living, each accommodating up to five people with either
learning difficulties or another social care need. :

The properties require investment beyond that needed for Decent
Homes Standard. The delivery of such schemes enables significant
reductions in commissioning spend through improved Value for
Money care delivery and supports national and local policy objectives
for Social Care by providing greater independence and choice for
Adults with Disabilities.



