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MAYORAL RECOMMENDATION

(City)  Ref

Status - Public

	Cabinet Member: Mayor Joe Anderson
	Director: Becky Hellard, Director of Finance and Resources – 225 2347


	Date of submission: 4th October 2013

	Subject: Medium Term Financial Strategy Update

	Report No.: DFR 34 13  


	Contact Officer: Becky Hellard  - 225 2347

	Executive summary:

Purpose of Report

To advise Cabinet of the updated financial forecasts over the next 3 financial years following DCLG’s release of a series of consultation papers which are intended to feed into the Finance Settlement for 2014/15 and 2015/16.
In light of the severity of proposed further funding cuts from central government, to advise on the financial sustainability of the City Council to continue to carry out mandatory duties or provide mandatory services over the next 3 years. On the basis of the figures currently available, the situation facing the council is that there would be no funding for any discretionary services which currently amount to 25% of the net budget and include key regeneration, skills, cultural, leisure, libraries and housing services.



	Mayoral Recommendation:

That Cabinet approve the update to the Medium Term Financial Plan and based upon these forecasts:

i) note the requirement for significant remodelling of mandatory duties and services in order to continue to deliver these services.

ii) note that there is nil funding for discretionary services by 2016/17 and deficits of funding of £72m in 2014/15 and £123m in 2015/16 


	Balance of Funding
The Spending Review 2013 significantly changed the amounts and balance of funding to local government by central government. Before this review, the City Council was funded 80% by central government, 12% by Council Tax and 8% from fees and charges levied locally, as set out in the chart below.
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Central Government (80%) v Locally Generated Funding (20%)

Other Income, £104m, 8%

Council Tax Income, £164m, 

12%

Government Funding, £1,064m, 

80%


Following this review the balance has shifted 76% from central government Revenue Support Grant (RSG), 9% from Council Tax, 7% from Localised Business Rates and 8% from fees and charges. The major changes being the introduction of Business Rates Retention (7%) with the City Council being directly accountable for raising and collecting  £92m of Business Rate income and a significant reduction in the Council Tax income due to the localisation of Council Tax Support as set out in the chart below. 
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This means that the City Council bears a significant increase in financial risk as follows:

· Responsibility for collection of £92m of Business Rates at a time when Business Rates has flat lined and business is under financial pressure due to the recession.

· The introduction of welfare reform generally and specifically the Council Tax Support Scheme has significantly affected our ability to collect or to raise Council Tax even in line with inflation.
· The recession has limited our ability to raise fees and charges locally.
· Continued high dependency on the diminishing RSG due to the City Council having a disproportionately high level of deprivation and need within the City

Amounts of Funding Cuts 

The Local Government Finance Settlement consultation papers of 25 July 2013 set out a number of New Burden monies all of which are to be funded from a further top-slice of RSG, this is a continuation of the top-slice approach which led to 7.1% cuts in the finance settlement for 2012/13. It should be re emphasised that wherever there is top-slicing of RSG the City Council will experience one of the highest cuts in the UK due to the higher dependency on RSG, which directly reflects the higher levels of deprivation and needs within the City. These further proposed top-slices will equate to a further 15.8% cut in real terms which worsens our cumulative budget gap over the next 3 financial years from £140m to £156m. 
The amount of New Burdens Monies expected has been estimated on broad assumptions.  The conditions attached to these monies is not know for all categories. The net deficit to Liverpool is estimated at  £16m in 2015/16

The report to Cabinet on the 2nd August 2013 showed the following funding estimates shown in table 1 below and assumes a 10% cut in funding per year

Table 1: Revised MTFS June 2013

 

2013/14

2014/15

2015/16

2016/17

 

£m

 

 

Retained Business Rates

92.208

95.037

97.952

100.956

Top Up

62.160

64.067

66.033

68.058

Revenue Support Grant

232.038

188.661

149.004

112.676

Settlement Funding Assessment (SFA)

386.406

347.765

312.989

281.690

 

 

Annual Reduction

-38.641

-34.776

-31.299

Annual Reduction (%)

 

-10%

-10%

-10%

Forecast Cumulative Budget Gap

 

43.867

90.377

140.215

Annual Budget Gap

 

43.867

46.51

49.838

If the Government’s indicative figures are borne out in the actual settlement then these funding estimates could be as shown in table 2 below:

Table 2: Revised MTFS Sept. 2013

 

2013/14

2014/15

2015/16

2016/17

 

£m

 

 

Retained Business Rates

92.208

95.215

97.887

100.628

Top Up

62.160

64.187

65.987

67.835

Revenue Support Grant

232.038

187.054

131.490

97.365

Settlement Funding Assessment (SFA)

386.406

346.456

295.364

265.828

 

 

Annual Reduction

-39.950

-51.092

-29.536

Annual Reduction (%)

 

-10%

-15%

-10%

Forecast Cumulative Budget Gap

 

45.176

108.002

156.077

Annual Budget Gap

 

45.176

62.826

48.075

The funding estimates in table 2 are still only indicative figures and were issued by the Government as part of the consultation process. 
The consultation document also indicates that a further reduction to local government spending in 2015/16 will be announced after April 2014 relating to the Government’s proposed simplification of the Carbon Reduction Scheme. It is proposed that all state funded English schools will be withdrawn from participating in the scheme.  Removing state funded English schools from the Carbon Reduction Scheme will result in a number of local authorities becoming too small to meet the required threshold for participating in the scheme. This in turn will result in a loss of tax revenue received by the Government for which it is seeking compensation from local authorities under the New Burdens principle. This is also being challenged as part of the consultation process.

The assumptions for 2016/17 remain unchanged and assume a 10% reduction compared to the previous year, however, we should expect this reduction to increase which will increase the budget gap further over and above the forecast £156m. 

Financial Sustainability & Impact on Service Provision

The City Council has already successfully delivered £173m of budget cuts over 3 financial years up to and including 2013/14. The current figures will mean a further £156m on top of this over the next 3 financial years up to and including 2016/17, on a net revenue budget of £550m.
The successful delivery of the budget cuts means that straightforward efficiency savings have been made and the City Council will need to consider closure of services and facilities in order to sustain a balanced budget position.

This is happening at a time when demand for services is increasing due to demographic increases as well as the impact of the recession and central government initiatives such as welfare reform.
It should be noted that Adult and Children Social Care and Schools make up over 50% of the budget and there has been a trend of increasing demand for these services. Also, schools spend is ring-fenced and therefore we are not able to secure our savings target from school resources.
In terms of income generation, Business Rates has flat lined which reflects the economic recession and there is limited scope for increases in fees and charges due to lower than average wages in the City.
The City Council has an obligation to carry out mandatory duties and commission mandatory services as set out under current legislation. It is vital that there is sufficient funding to sustain these duties and services which need to be undertaken in the most cost effective manner.
Mandatory Duties and Services

Given the severity of the funding cuts over the next 3 financial years, a comprehensive exercise has been completed across all services at function level, to establish and quantify financially, the funding required to sustain the delivery of our mandatory duties and services, the summary of which is set out in Appendix 1.

In overall terms there is insufficient funding to sustain these mandatory duties and services by 2016/17, as set out in table 3 below, with a shortfall in funding of £16.456m in that year and this deficit increases in future years.

Table 3: Total General Funding  MTFS Sept. 2013

 

2013/14

2014/15

2015/16

2016/17

 

£m

 

 

Retained Business Rates

92.208

95.215

97.887

100.628

Top Up

62.160

64.187

65.987

67.835

Revenue Support Grant

232.038

187.054

131.490

97.365

Council Tax

118.166

118.166

118.166

118.166

Other General Grants

22.261

19.525

19.359

19.204

Collection Fund Balance

2.614

Total General Fund Financing

529.447

484.147

432.889

403.198

 

 

Total Mandatory Spend 2013/14

419.654

419.654

419.654

419.654

Available Funding/Deficit
-109.793

-64.493

-13.235

16.456

It should be emphasised that there is a current spend on discretionary services of £135m as highlighted in Appendix 1, which is 25% of the net cost of services. 
There is only £64m of the £135m funding required for these services in 2014/15 and nil funding from 2016/17 onwards as this will be required to fund our mandatory duties and services. These discretionary services are vital to the City including Culture and Tourism, Employment and skills, preventative social care services, housing and regeneration services, libraries and leisure services.
Significant remodelling of the mandatory services will be required in order to establish the most effective cost bases and delivery mechanisms undertaken in order continue to deliver these duties and services efficiently and effectively as well as free up funding for key discretionary services to support the City. 


	Mayor’s Priorities

Making the best use of the City Council’s assets and resources underpins all the Mayoral priorities.



	Corporate Aim(s):

We will ensure services are efficient, effective and offer value for money by making the best use of our assets and resources


	Key Decision: Yes


	28 Day Notice. Yes.  This report supports the Medium Term Financial Plan.  
Reason if not in 28 Day Notice:
Inclusion in Urgency Notice:


	Implementation effective from: 
The report covers the period 2014/15 to 2016/17


	Timescale for action: 
The City Council is legally required to set a balanced budget for 2014/15 by March 11th 2014


	Reason(s) for Recommendation:



	Alternative options considered:
It is a requirement for Council to set the 2014/2015 Budget by March 11, 2014 and have a robust financial planning process in place for future years.


	Consultation including consultation with Ward Councillors and outcome:
A comprehensive process of consultation will be undertaken in connection with the formulation of Budget Savings Options to deliver a balanced budget.


	Financial implications (Efficiency Savings):
This update report sets out the assumptions around reductions in Government funding following the release of information from DCLG as part of their technical consultation on the Local Government Finance Settlement 2014/15 and 2016/17 which runs until the 2nd October 2013.  An exercise has been undertaken to establish the mandatory duties that the City Council has to deliver under current legislation. This has highlighted that, using current cost bases, the reduced funding from central government is insufficient to fund these mandatory services by 2016/17.



	Legal implications:

Legal assessments are completed at the time of setting the budget; any changes to the budget require a Cabinet report which will clearly set out the any legal implications.
No further legal implications are identified as a direct result of this report.

	Risk Management:
There is also a risk based approach to the budget and the resultant Reserves requirement, will be reported to the Cabinet as part of the budget process


	Equality implications/Equality Impact Assessment:
Equality Impact Assessments are completed for each element of the Budget at the time of setting the budget, no further equality issues have been identified at this point.


	Climate Change Strategic Framework and Climate Change Adaptation Framework:

There is no impact on either framework


	Budget and Policy Framework:
The report is compatible with the City Council’s Budget and Policy Framework.

	Report attached:
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(Director)
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