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Open Decision Item 
 
One Corby Policy Committee 18th February 2020 

 

Medium Term Financial Strategy 2020/21 to 2022/23 
 

SYNOPSIS  
This report sets out for approval the Medium Term Financial Strategy to cover the three year 
period of 2020/21 to 2022/23. The Strategy is designed to give a plan of where our finances 
are heading, and to optimise the financial resources allocated to the delivery of the Council’s 
Corporate Plan. This includes detailed projections for the General Fund, Housing Revenue 
Account (HRA) and the Capital Programme.  

 
1. Background Details 

The Medium Term Financial Strategy (MTFS) is a statutory document that sets the 
framework for future budget setting, which defines how the Council wants to structure and 
manage its finances to ensure that it fits in with and supports our priorities. 

The One Corby Policy Committee approved the previous MTFS in February 2019, and this, 
along with our stated One Corby priorities, provided the context for the 2020/21 budget 
being set in February 2020. 

This report moves the previous 5 year Strategy on a year, and provides updated projections 
for the General Fund, Housing Revenue Account and Capital Programme, so that it 
provides context to and informs the 2019/20 Budget Process and beyond. However, it is 
now based on a 3 year period rather than 5. 

2. Report 
Medium Term Financial Strategy – underlying principles 
The strategy is underpinned by the following underlying principles, which remain 
unchanged from previous years: 

1. The Council will, within available resources, seek to maximise delivery of services and 
levels of performance and ensure that resources are targeted to meeting its objectives 
and priorities. It is recognised that delivering high quality services comes at a cost. 

2. The burden falling on local taxpayers will be kept to a minimum, through ensuring that 
external funding is maximised. 

3. The Council will seek to build up reserves wherever possible to cover unforeseen 
events. 

4. Where requirements to undertake borrowing are identified, the costs and benefits of 
doing so will be assessed as required in line with CIPFA’s Prudential Code. 

5. Services will be kept under constant review to ensure that they are delivered efficiently 
and effectively, and efficiency savings targets will be set. 

6. Annual budgets will be robust and fully represent the cost of providing the levels of 
service and performance set out in the One Corby Corporate Plan and Service Plans. 

Summary of Financial Projections 
The last few years has seen significant savings made within the Council’s expenditure, 
particularly in respect of the General Fund. This had been further supported by a 
commitment to growth and a considerable investment in commercial property. Whilst the 
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Council continues to face financial risks and a need for investment, it has a stronger 
financial outlook than it has had for a number of years.  

From a housing perspective, the government’s decision to annually reduce housing rents 
by 1% for 4 consecutive years has placed a significant pressure on the HRA and in 
particular the Capital Programme that the HRA funds. The Council will need to have a 
robust focus on priorities and the identification of both efficiency savings and of non-
priorities, if we are to continue to set balances budgets without drawing upon HRA 
reserves.  

Capital Programme 
The General Fund 2019/20 programme utilised approximately half of our £10m reserves 
and since the remaining reserves are required for the significant risks and uncertainty that 
the Council faces in the near future, future years beyond 2020/21 therefore only cover 
essential or externally grant funded expenditure.  This does not mean that we will not 
undertake capital projects in the future, just that they will not be undertaken unless they are 
essential or unless external funding is secured. If any further schemes are identified, or 
funding secured, they will require separate OCPC approval.  

Aside from this, and as with the HRA capital programme the overall programme for 2020/21 
will only change when unfinished schemes for 2019/20 are approved for carry forward by 
OCPC in June.  

In terms of the Housing capital programme, the Government announcement to enforce a 
rents reduction of 1% for 4 years has led to a significantly reduced capital programme as 
this investment is funded from the HRA. This will have an inevitable effect on the long term 
condition of the stock and the requirement to invest £160m over 30 years. Whilst this 4 
year period has come to an end, there will be a period of time before the funds within the 
HRA can be increased sufficiently to meet all the investment requirements in the stock.  

If any further sources of funding for additional schemes become available they can also be 
added to the capital programme during the year. 

General Fund  
The current projections demonstrate that the Council has a solid financial base with an 
expected balanced budget each year that does not draw down on reserves.  

This does though rely on several key assumptions that will inevitably be uncertain and are 
therefore estimated prudently, especially in terms of our share of Business Rates growth 
and New Homes Bonus and Council Tax Base growth. It should be noted that we will 
continue to face risks as a council and as such there is a need to continue to increase and 
maintain reserves. 

Council Tax Increase 
In 2020/21, no Council Tax increase is assumed as this is what has been consulted on. In 
2021/22 and 2022/23, a Council Tax increase of £5 (or 2.7%) is assumed. The maximum 
amount allowed without triggering a local referendum is 2% or £5, whichever is the greater.   

Whilst Members could also decide not to increase the Council Tax at all, it should be noted 
that this may create an ongoing future pressure.  Every 1% increase equates to 
approximately £38k of additional income. 

Income from Council Tax amounts to £3.8m in 2020/21. The growth of Corby will generate 
an increase in taxbase and therefore Council Tax income. This strategy assumes an annual 
increase in the taxbase of 2% or roughly 400 Band D properties per year.  

Prioritising Future Services 
Whilst the five year projections set out in Appendix 2 show that we have a balanced and 
settled financial outlook, it is worth noting that austerity measures continue to be applied to 
Local Government. It is clear that there are considerable uncertainties involved in medium 
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term planning in the current climate and that Local Government will continue to be 
adversely affected by Central Government spending cuts and policy changes. Whilst the 
extent of these measures is uncertain, there remains a likelihood that we or any future 
Unitary Council may have to prioritise which services we undertake and fund in the future. 

General Fund Reserves & Balances 
As at March 2011, our reserves were at the statutory minimum revenue balance of £800k, 
and this placed us amongst the lowest 10% of authorities in terms of reserves as a 
proportion of net expenditure. This meant that our exposure to risk was relatively high. As 
a result of stronger financial management and housing and business rates growth, we have 
been able to consistently benefit from year end budget underspends and budgeted 
contributions to reserves.  

As such, our reserves were around £9.3m at the end of the 2018/19 financial year. Although 
this level of reserves represents a significant achievement and demonstrates that the 
Council is acting in a financially prudent manner, it should be noted that the capital 
programme for 2019/20 will utilise approximately £5m of the above reserves. In addition 
there is a further £1.9m required for our contribution to the Unitary process, as outlined 
above in the General Fund report. 

The remaining £2m should be maintained to cover our key risks in the future. The most 
significant of these include Business Rates, future investment required in our buildings and 
facilities, investment income from our property portfolio and further Government funding 
cuts. In support of this Appendix A also shows that a contribution of £1.149m to reserves 
is currently being provided for in 2020/21. This contribution will reduce if any further 
pressures are included.  

Housing Revenue Account (HRA)  
Whilst the position has now been stable for a number of years, the Government 
announcement to enforce a rents reduction of 1% for 4 years means that the HRA is now 
only sustainable if the investment in the stock (the capital programme) is reduced as this 
investment is fully funded from the HRA.  

This will have an inevitable effect on the long term condition of the stock and the 
requirement to invest £160m over 30 years. There will therefore need to be a review of the 
long term HRA capital programme now that the 4 year period has ended. 

3. Options to be considered  

Key options for Members to consider during the development of future year’s detailed 
budgets are: 

• The supporting of a Council Tax freeze in 2020/21.  

• The 2.7% increase in housing rents and the subsequent investment in the housing 
capital programme. If additional investment is required then further efficiency savings 
or revenue cuts will need to be made. 

• The extent to which lower priority services are reduced or ended in order to release 
resources for higher priorities. 

• Other areas for budget reductions or growth that members would like officers to 
consider and review. 

4. Issues to be taken into account:- 
Policy Priorities 
The strategy provides a framework for ensuring that resources are directed towards “One 
Corby” Corporate Plan objectives and the priorities. 
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Financial/Risks 
This updated Medium Term Financial Strategy will continue to ensure that the Council 
operates from a sound financial base and financial risks are fully managed, whilst 
responding to the challenges presented by the current economic outlook. 

Legal 
The statutory requirement to maintain revenue balances on both the General Fund and 
HRA will be met throughout the period. The strategy represents good governance and best 
practice in financial and business planning.  

Performance Information 
Financial performance should be considered in the context of levels of performance 
achieved in delivering services. 

Equalities, Sustainability, Community Safety 
The implications of any proposals for changed service levels will be considered as part of 
the detailed budget process. 

5. Conclusion 
The Medium Term Financial Strategy provides the framework and broad projections that 
underpin the detailed budget process.  

These projections highlight that careful monitoring and a responsible approach to 
budgeting and reserves will be required within the General Fund. The budget process is 
designed to ensure that there is a robust approach to the identification of income 
generation, efficiency savings and reductions in non-priority services.  

The HRA and housing capital programme has been adversely affected by the imposition 
of an annual 1% reduction in rents over 4 years and so there is an underinvestment during 
this period that will need to be addressed at some point in the future. 

6. Recommendations 
The Committee: 

i)  approve the Medium Term Financial Strategy attached to this report.  

Background Papers - None 

External Consultations 
The public has been consulted on the priorities included in the One Corby Corporate Plan, 
and this will inform the development of options for future savings. The 2020/21 draft budget 
was subject to public consultation in December and January.  

 
List of Appendices/Attachments 
Medium Term Financial Strategy 2020/21 to 2022/23 

 
Wards - All Wards 
Officer to Contact 
Adrian Sibley, Director of Corporate Services, Ext 4125  
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One Corby Corporate Plan: Ambition and Mission 
 
 
 
 
 
 
 

Our Ambition is....  
 
 
 
 
 

“To double the population of Corby by 2030, 
with a complementary increase in jobs, 
prosperity and public services that rank 

with the very best!” 
 
 
 
 
 
 
 
 

Our Mission is....  
 
 
 

“Working together for the future to improve 
the quality of life for the people in the 

Borough” 
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Introduction and Purpose 
The Medium Term Financial Strategy (MTFS) is designed to give a 3 year plan of where our 
finances are heading, and to optimise the financial resources allocated to the delivery of the 
Council’s “One Corby” strategy. It reflects the significant change in the general economic and 
financial context within which the Council operates, so that decisions can be made based on 
long term financial information.  

Whilst confirmation is expected in the next month or two from Central Government about the 
proposal submitted by all other Councils in Northamptonshire to move to create two unitary 
Councils, the MTFS has been prepared on the basis of the Council continuing in its current 
form. However, it is now based on a 3 year period rather than 5. 

The purpose of this strategy is to agree a set of principles and projections that underpin the 
annual budget process and ensure that the Council can achieve its ambitions for service 
delivery and performance within the resources available. It covers General Fund Revenue, the 
Housing Revenue Account and the Capital Programme. In order to understand how these 3 
distinct and separate areas work and interact with each other, a separate diagram and guide 
on Local Government Finance is included on the next page. The purpose of this guide is to 
show that these 3 main types of expenditure within Local Government are all financed 
differently and only interact with each other for the recharge of support services and interest 
costs. This strategy is split into 3 sections to reflect this. 

Summary of Financial Projections 
Capital Programme – the current projections are shown in Appendix 1.The Capital 
programme is split between General Fund schemes and HRA schemes. 

The General Fund 2019/20 programme utilised approximately half of our £10m reserves and 
since the remaining reserves are required for the significant risks and uncertainty that the 
Council faces in the near future, future years beyond 2020/21 therefore only cover essential or 
externally grant funded expenditure.  This does not mean that we will not undertake capital 
projects in the future, just that they will not be undertaken unless they are essential or unless 
external funding is secured. If any further schemes are identified, or funding secured, they will 
require separate OCPC approval.  

Aside from this, and as with the HRA capital programme the overall programme for 2020/21 
will only change when unfinished schemes for 2019/20 are approved for carry forward by 
OCPC in June.  

In terms of the Housing capital programme, the Government announcement to enforce a rents 
reduction of 1% for 4 years has led to a significantly reduced capital programme as this 
investment is funded from the HRA. This will have an inevitable effect on the long term 
condition of the stock and the requirement to invest £160m over 30 years.  

Whilst this 4 year period has come to an end, there will be a period of time before the funds 
within the HRA can be increased sufficiently to meet all the investment requirements in the 
stock.  

This will also mean that there will now not be any more new housing schemes over and above 
those already funded and approved unless they can be met from savings within the HRA, Right 
to Buy receipts or as yet unknown government grants. In addition, any underspends from the 
current year’s programme will be carried forward, subject to OCPC approval in June. If any 
further sources of funding for additional schemes become available they can also be added to 
the capital programme during the year. 

General Fund – the current projections are shown in Appendix 2 and demonstrate that the 
Council has a solid financial base with an expected balanced budget each year that does not 
draw down on reserves over the 3 year period.  
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This does though rely on several key assumptions that will inevitably be uncertain and are 
therefore estimated prudently, especially in terms of our share of Business Rates growth and 
New Homes Bonus and Council Tax Base growth. It should be noted that we will continue to 
face risks as a council and as such there is a need to continue to increase and maintain 
reserves. 

Housing Revenue Account (HRA) – based on the detailed assumptions as set out below, 
the current projections are shown in Appendix 3. Whilst the position has now been stable for 
a number of years, the Government announcement to enforce a rents reduction of 1% for 4 
years means that the HRA is now only sustainable if the investment in the stock (the capital 
programme) is reduced as this investment is fully funded from the HRA.  

This will have an inevitable effect on the long term condition of the stock and the requirement 
to invest £160m over 30 years. There will therefore need to be a review of the long term HRA 
capital programme now that the 4 year period has ended. 
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Understanding Local Government Finance – A Quick Guide 
Local Government Finance can be extremely complicated. However, the key to it is to 
understand the 3 types of expenditure, how they are financed and how they interact. The 
diagram below helps to summarise this. 

 

 
 

Capital Expenditure and Funding 
Generally speaking, capital expenditure is something that either results in the acquisition of, or 
adds value to, an asset. In accountancy terms, it is something that will affect an authority’s 
balance sheet, or put simply, its net worth. A further distinguishing feature is that expenditure 
can be spread over a number of years. Typical examples within Corby include expenditure on 
the Pool or the Corby Cube.  

Capital expenditure can be financed typically from 4 different sources. These are as follows: 

 Capital Receipts - income from the sale of an asset, including land, 

 Loans/Borrowing - this will incur interest payments to be met from revenue, 

 Grant’s – both specific government grants and private sector partnering, and  

 Revenue – contributions from reserves or annual ongoing expenditure. 

Until relatively recently, Corby has been in a fortunate position in that it has received a 
significant level of government grants and capital receipts from the sale of land. This has, as 
part of its policy to utilise balances, led to an ambitious capital programme that has included 
the funding of projects such as the Corby Cube, a 50 metre swimming pool, several Sheltered 
Schemes, the building of new Council Homes and the Corby Enterprise Centre. However, 
apart from Housing schemes that will continue to be brought forward, these funds are no longer 
available and so will over cover essential schemes beyond 2020/21, unless external funding 
becomes available or we utilise reserves. 

It is becoming increasingly important that we recognise the impact of capital expenditure 
decisions on the revenue accounts. The use of capital receipts has had the effect of reducing 
interest income that we could have received and could also result in additional ongoing 
revenue costs or savings from new capital schemes. The cost of borrowing has also increased 
the demands on the general fund. 

Revenue Expenditure Explained 
If the purchase of an asset is capital expenditure then the annual running costs could be 
described as revenue. If you buy a house, this would be capital, since it will have a long life 
and retain its value, where the purchase of gas and electricity would be revenue as it is 
consumed immediately. 

General Fund 

Interest 

Support Services 

Support Services 

Interest 

Interest 

Funded By 
Tenants Rental 

Fees & Changes 
Subsidy 

Capital Funded By 
Capital Receipts 

Grants/106/etc 
Revenue Contributions 

Borrowing 

HRA 

Support Services 

(services to public) (expenditure on assets) 

(landlord functions) 

Funded By 
Government Grants 
Fees & Changes 
Council Tax 
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In local government terms, the purchase of a building is capital whereas costs such as salaries 
for someone to run or manage the facility would be revenue. The capital expenditure has 
increased the assets of the authority whereas the revenue expenditure is an annual running 
cost. 

The two types of revenue expenditure within local government are housing revenue and 
general fund. 

Housing Revenue Account 
A local authority with council housing stock has to keep a Housing Revenue Account (HRA). 
This records all revenue income and expenditure in relation to the management of its stock 
and running expenses of services to its tenants. 

It is, in effect, the income and expenditure associated with being a landlord of the housing 
stock. It is a ring fenced account solely for this purpose and cannot be used to meet any general 
fund expenditure or receive any general fund income. 

The expenditure is financed from tenant’s rental, fees and charges and specific grants. 

Its only interaction with the general fund is the transferring of interest charges, all of which are 
initially charged to the general fund before a proportion is reallocated to the HRA, and the 
recharge of support services. 

General Fund 
Any revenue income and expenditure not to do with council houses is General Fund. It covers 
the costs of services provided to the general community, such as education, social services, 
highways, environmental, leisure, planning, benefits etc. The General Fund therefore, is where 
the costs of providing general services are charged to. 

It is worth noting that in a County Council and District Council set up, such as 
Northamptonshire, the County is generally responsible for wider serving functions such as 
education, highways and social services, whereas District Councils provide more local based 
services, such as leisure, housing, planning, refuse and cleansing. Other regions with larger 
population bases can have Unitary or Metropolitan Councils, who undertake both County and 
District functions together. 

The General Fund is the most controversial area of local finance and attracts the most 
attention, partly because of the range of services that it covers and also because it is partially 
funded by the Council Tax. However, this only tells part of the story, since funding sources can 
be broken down into 5 areas as follows: 

 Specific Government Grants – earmarked for specific functions (e.g. benefits) 

Other Government Grants – now reduced significantly (e.g. planning delivery) 

Fees & Charges – for services (e.g. leisure facilities) 

Council Tax Income – funds approximately a third of net expenditure 

Formula Grant/Business Rates/New Homes Bonus – funds approximately two thirds 
 of net expenditure 

Council Tax income represents approximately a third of net expenditure funding for most 
district councils. This is a property based tax and there is local discretion as to how much this 
can be increased by each year. There is however, a limit set by the Government and any 
increase over and above this limit requires a local referendum. 
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Link to One Corby, “Performance Matters”, Service Plans and Strategies 
Corby continues to be an ambitious and aspirational Council, working to clearly defined, widely 
shared objectives and priorities at the corporate and service level. Our ambition is to double 
the population of Corby by 2030, with a complementary increase in jobs, prosperity and the 
quality of local public services. The One Corby Corporate Plan sets out priorities, actions and 
targets under five key themes that follow the theme PRIDE:  

• Promoting Healthier, Safer and Stronger Communities 

• Regeneration and Economic Growth 

• Inspiring a Future 

• Delivering Excellence 

• Environmental and Climate Change 

The Corporate Plan is supported by individual service plans. These include stretching but 
achievable targets for local indicators, largely based on the former Best Value Performance 
Indicators (BVPIs). These are monitored on a monthly basis by the Corporate Management 
Team and by the Audit and Governance Committee. 

The priorities set out in the One Corby plan and the “Performance Matters” performance targets 
are the key drivers for the individual service plans developed within each service area. These 
plans form the basis of the Council’s revenue budget allocations and capital investment. Where 
additional resources are required in order to deliver performance targets, these have been 
identified and included in spending plans where necessary. 

The Council is also playing a major part in the achievement and delivery of major regional, 
sub-regional and national service improvement targets. Of special significance are the 
Northamptonshire Local Area Agreement, the Milton Keynes/South Midlands Growth Strategy 
and the Local Development Framework for North Northamptonshire. These link via the Corby 
Local Strategic Partnership into the One Corby approach. 

All other corporate and service based strategies will link back to this MTFS, i.e. service 
developments will be achievable within the overall resource allocations set out in this 
document. 
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Overall Strategic Approach 
This strategy is underpinned by the following underlying principles: 

1. The Council will, within available resources, seek to maximise delivery of services and 
levels of performance and ensure that resources are targeted to meeting its objectives and 
priorities. It is recognised that delivering high quality services comes at a cost. 

2. The burden falling on local taxpayers will be kept to a minimum, through ensuring that 
external funding is maximised. 

3. The Council will seek to build up reserves wherever possible to cover unforeseen events. 

4. Where requirements to undertake borrowing are identified, the costs and benefits of doing 
so will be assessed as required in line with CIPFA’s Prudential Code. 

5. Services will be kept under constant review to ensure that they are delivered efficiently and 
effectively, and efficiency savings targets will be set. 

6. Annual budgets will be robust and fully represent the cost of providing the levels of service 
and performance set out in the One Corby Corporate Plan and Service Plans. 

The Council will continue to take an entrepreneurial approach to achieving its One Corby 
priorities, working with the private sector to achieve common goals.  
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Capital Programmes – see Appendix 1 
The Capital programme is split between General Fund schemes and HRA schemes. 

The General Fund 2019/20 programme utilised approximately half of our £10m reserves and 
since the remaining reserves are required for the significant risks and uncertainty that the 
Council faces in the near future, future years beyond 2020/21 therefore only cover essential or 
externally grant funded expenditure.  This does not mean that we will not undertake capital 
projects in the future, just that they will not be undertaken unless they are essential or unless 
external funding is secured. If any further schemes are identified, or funding secured, they will 
require separate OCPC approval.  

Aside from this, and as with the HRA capital programme the overall programme for 2020/21 
will only change when unfinished schemes for 2019/20 are approved for carry forward by 
OCPC in June.  

In terms of the Housing capital programme, the Government announcement to enforce a rents 
reduction of 1% for 4 years has led to a significantly reduced capital programme as this 
investment is funded from the HRA. This will have an inevitable effect on the long term 
condition of the stock and the requirement to invest £160m over 30 years. Whilst this 4 year 
period has come to an end, there will be a period of time before the funds within the HRA can 
be increased sufficiently to meet all the investment requirements in the stock.  

This will also mean that there will now not be any more new housing schemes over and above 
those already funded and approved unless they can be met from savings within the HRA, Right 
to Buy receipts or as yet unknown government grants. In addition, any underspends from the 
current year’s programme will be carried forward, subject to OCPC approval in June. If any 
further sources of funding for additional schemes become available they can also be added to 
the capital programme during the year. 

Revenue Impact of Capital Expenditure 
The Local Government Act 2003 introduced the scope for the Council to borrow in line with 
CIPFA’s Prudential Code. Whilst this code is predominantly related to the setting of prudent 
and affordable limits for borrowing, we have regard to the principles in making capital 
investment decisions. We therefore recognise the revenue impact of capital investment at the 
current rate of interest. We also have regard to potential savings, income or additional costs 
arising from capital schemes. Assets are utilised to generate revenue streams in support of 
service delivery wherever possible. 

Previous Borrowing in Support of the Housing Capital Programme 
The priority given to the achievement of Decent Homes and other improvements to Council 
Housing, as part of the housing capital programme has, for a number of years until recently, 
been supported by receipts from general asset sales. It is therefore reasonable that, in a tight 
financial position, borrowing previously undertaken to support the programme of improvements 
over the next few years should be funded from the HRA. This was approved by OCPC in 
August 2009. It is intended that the HRA will repay this borrowing back to the General Fund 
over the next 5 years if resources allow. Borrowing has also been undertaken in relation to 
new social housing and the outright purchase of the Council’s stock from the Government, 
which are further detailed below. 

New Social Housing Borrowing  
The Council has been successful in building over 200 new properties from a combination of 
grant funding, Right to Buy receipts and HRA reserves.  As referred to above, the 1% reduction 
in rents has meant that future schemes now have to be scaled back and be limited to those 
schemes that represents the most Value for Money, through the utilisation of grant funding and 
Right to Buy receipts, as this can fund up to half the cost of any new builds. The remaining 
costs will be met from borrowing which in turn will be funded from additional rental income.  
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Rental income will also fund expected on-going annual running costs and these amounts are 
allowed for within the HRA projections. 

Other Borrowing 
The capital programme requires 5 types of borrowing for historical or previous programmes.  
The first is detailed above, in support of the housing capital programme. The second type of 
borrowing, also as detailed above is for new social housing, is grant funded or funded from 
additional rental streams and so is affordable. In addition, short term or temporary borrowing 
is made for general capital schemes such as the Cube and the Triangle, both repayable when 
capital receipts are due to be received. If receipts are not received then there will be an ongoing 
future revenue cost not currently allowed for. 

The fourth is other borrowing, such as the Cube overspends, the Litigation case or any other 
unplanned or overspent schemes that are not externally funded and will therefore have to be 
paid off over a 20 to 40 year period, depending on the useful life of the asset, and at a cost to 
the General Fund. This cost will include both interest and the principal element of the loan 
(referred to as Minimum Revenue Provision or MRP). The annual interest cost will depend on 
the rate of interest for the amount borrowed, whereas the annual principle element is usually 
between 2% to 5% of the amount borrowed. Both amounts are payable until the original loan 
is repaid and represent an annual cost to the General Fund. For this reason, no further capital 
schemes that cannot be self-funded will be considered without member approval. A fifth type 
of borrowing is for invest to save schemes or investment property purchases which provide a 
net revenue return to the Council. 

A further explanation of borrowing, including the borrowing strategy is outlined later in this 
strategy.  

Council Housing Stock Buyout 
In March 2012, all Councils that had a HRA were required to buy their housing stock from the 
Government. In return, this then allowed Council’s to free themselves from the housing subsidy 
scheme. The resources to fund this £71m purchase came from borrowing and this cost of 
borrowing was approximately £2m a year less than the previous subsidy amount of over £4m.  

This saving has been re-invested in the stock and used to increase the funding for the capital 
programme and help to pay off the £71m over the next 30 years. The debt has been staggered 
over different periods within the 30 years so that it is reduced during this period. This approach 
was approved by the One Corby Policy Committee in February 2012. 

Partnership Resources 
The Council recognises that it will never have the capacity to meet all of the aspirations of the 
community due to financial and other constraints. In order to make our own resources go 
further, we seek to maximise partnership funding for the provision of capital assets. We look 
for opportunities to gain funding through other avenues, such as funding national and 
European grant regimes, and from developer contributions using section 106 agreements.  

Section 106 Contributions 
As the Borough continues to grow, the contributions of developers to fund community assets 
and additional service provision will be utilised in line with their agreed purpose. This source 
of funding has become increasingly significant in terms of delivering infrastructure and new 
facilities. These contributions are recognised within the capital projections only when a 
particular scheme to be supported is included in the capital programme. 
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Identification and Prioritisation of Bids 
Although there is very little scope for any future capital schemes, potential projects are 
identified through the Council’s annual service planning and budget process. As well as the 
actual capital costs estimated in relation to the scheme, information is submitted by project 
lead officers on at least the following: 

• any statutory requirements,  

• the contribution to the Council’s objectives, 

• the impact on the achievement of key performance targets, and 

• the net revenue costs or savings  

Where a revenue impact has been assumed, this will be built into the revenue budget or the 
projections for future years as appropriate. A decision will be made as to which schemes 
should be subject to a more detailed option appraisal prior to commencement. The need for 
an option appraisal is based on the scale of the project and whether or not it is a significant 
one-off scheme. The option appraisal is done on a matrix basis, with each potential option 
(including “do nothing”) assessed against the set criteria. 

Invest to Save Schemes 
Further schemes will be considered on a case by case basis if they create an overall return 
over the life of a capital investment. Where such schemes are approved, agreed funds will be 
either drawn down form reserves or from borrowing, if applicable, and either repaid when the 
returns materialise or used to fund future revenue budgets. 

Significant Risks to the Capital Programme 

There are 4 significant risks to the capital programme. The first is that interest rates increase 
significantly before we can repay our borrowing. Forecasts within the General Fund therefore 
allow for an annual increase of 0.5% in the base rate over the next 3 years. In addition, an 
interest reserve has been set up, following an underspend in borrowing costs over the last 5 
years. 

The second risk is that there are further overspends on current projects, including those 
planned for 2020/21.  For every £1m overspend there will be an approximate £50k annual 
revenue cost for the principal element, along with an interest charge, which at current rates 
would equate to approximately £20k to £40k. This annual charge of at least £70k would be 
repayable over 20 years, or until the borrowing is repaid, whichever is sooner.  

The third risk is that the investment costs associated with updating the Council’s housing stock 
cannot be met. As there is an affordability limit on what the HRA will be allowed to borrow any 
shortfall will need to be met from housing revenue contributions or investment costs will need 
to be scaled back. In view of the recent government announcement to reduce rents by 1% for 
the next 4 years, this risk has now materialised and the capital investment is being scaled back 
as a result. There will be a need to increase rents at some point in the future in order to try and 
increase the level of resources available to invest. 

The fourth risk is that the net returns from investment properties or invests to save schemes 
do not materialise. In order to help mitigate this there is a need to maintain investment income 
and property repairs reserves. 
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General Fund Revenue – see Appendix 2 
Based on the detailed assumptions as set out below, the current projections are shown in 
Appendix 2 and demonstrate that the Council has a solid financial base with an expected 
balanced budget each year that does not draw down on reserves over the 3 year period.  

This does though rely on several key assumptions that will inevitably be uncertain and are 
therefore estimated prudently, especially in terms of our share of Business Rates growth and 
New Homes Bonus and Council Tax Base growth. It should be noted that we will continue to 
face risks as a council and as such there is a need to continue to increase and maintain 
reserves. 

Formula Grant/Business Rates 
Formula Grant cuts continue to have a significant impact on our income levels. Our Formula 
Grant has already reduced from approximately £6m in 2010/11 and will be wiped out 
completely by 2021/22.  

With effect from 2011/12 a proportion of the Formula Grant has been replaced by a proportion 
of the New Homes Bonus and with effect from 2015/16 also by a proportion of locally collected 
Business Rates growth. For Business Rates a baseline has been set and roughly 50% of any 
growth increase over and above this amount will be retained locally. Conversely, any reduction 
will have to be met locally. Corby has entered into a pooling arrangement with other authorities 
within Northamptonshire to spread the risk and share any collective potential growth from 
Business Rates.  

Northamptonshire was successful in a recent bid to be a pilot area to allow 75% of business 
rates growth to be retained locally for the financial year 2019/20.  The latest indicators are that 
the 75% growth retention is likely to result in an additional £17m for Northamptonshire as a 
whole.  This additional funding will help to offset any unitary transitional costs or any County 
Council shortfalls.  It is now expected that a 75% retention system will be rolled nationally by 
2021 when a new baseline will be set and we will get to keep, or have to fund, 75% of any 
growth or reduction. 

In view of the potential growth that has occurred within Corby, it is likely that we will benefit 
annually from additional business rates income in future years. However, there is a time lag in 
knowing what the figure will be each year and so any additional income in this respect is 
temporarily transferred into a reserve when it is known and then used to fund future budgets.  
For instance, for 2018/19, the amount was not confirmed until June 2020. As a result, we 
accrue for this potential additional income in 2018/19 when our accounts are closed down and 
then budget for this amount as part of the 2020/21 budget setting process. The time lag 
between receiving the income and then budgeting for it will also a potential future exit strategy 
if and when the scheme is revised or if business rates income levels reduce. 

Housing Growth Grant/New Homes Bonus 
A New Homes Bonus Grant, that originally gave a financial reward for 6 years for each new 
house built, was introduced from 2011/12 and is met from top sliced Formula Grant funding. 
Future increases in this grant are based on housing growth. The New Homes Bonus was 
revised by the Government following a period of consultation with Local Government in 2018.  
Future payments were then based on a reduced financial reward for growth for 4 years, over 
and above a 0.4% baseline.  

A further consultation exercise was undertaken during 2019 and although the results have not 
yet been announced it is widely expected that the funding will be phased out the next 3 years 
with the final payment due in 2022/23.  
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Council Tax 
Income from Council Tax amounts to £3.8m in 2020/21. The growth of Corby will generate an 
increase in taxbase and therefore Council Tax income. This strategy assumes an annual 
increase in the taxbase of 2% or roughly 400 Band D properties per year.  

In 2020/21, no Council Tax increase is assured as this is what has been consulted on. In 
2021/22 and subsequent years, a Council Tax increase of £5 (or 2.7%) is assumed. The 
maximum amount allowed without triggering a local referendum is 2% or 5£, whichever is the 
greater.   

Whilst Members could also decide not to increase the Council Tax at all, it should be noted 
that this may create an ongoing future pressure.  Every 1% increase equates to approximately 
£38k of additional income. 

Fees and Charges 
Fees, charges and sales made directly to service users generate a total income of 
approximately £3m. Whilst some of these are set by central government, the majority are under 
the control of the Council. The Council needs to take a strategic approach to fees and charges, 
in order to ensure that they do not act as a barrier to take up of services by those most in need. 
The Local Government Act 2003 provides powers for the Council to charge for all discretionary 
services, on a cost recovery basis. An annual review of fees and charges is undertaken as part 
of each budget process. 

The Council will continue to pursue all monies due in line with the approved Debt Recovery 
Policy and using the full resources of the Corporate Debt Recovery Team. The improved 
recovery of debts will help to underpin this financial strategy. 

Partnership Working 
The Council will work with partners to ensure the delivery of services. Whilst the opportunities 
to maximise the funding streams from outside sources has reduced significantly, savings can 
be realised from partnership working. Recent examples of this include the shared EnCor 
Accountancy Team, Benefits Fraud, Payroll, Internal Audit and Human Resources, all of which 
have enabled combined annual revenue savings of approximately £200k. 

Impact of Growth 
As well as having an impact on income, as set out above, the growth in housing and population 
will create a demand for increased levels of service. The main service area where this creates 
a direct contractual increase in cost is in Street Scene services, and this has been allowed for 
in the projections. Developments such as the Corby Cube and replacement swimming pool 
are designed to serve an increased population.  

Base Budget Changes 
Allowances are made within the projections for estimated pay awards, salaries increments and 
increased pension contributions. Pay awards have been assumed at 2% for 2020/21 and each 
year thereafter. No allowance has been made for general inflation, as this is assumed to be 
absorbed by Service Areas through efficiency savings. Other projected changes included in 
Appendix 2 generally reflect the impact of previous budget setting decisions and known future 
pressures. 

Borrowing 
As detailed within the Capital Programme, there is a requirement to borrow both in order to 
fund expenditure before capital receipts can be realised, to fund investment opportunities and 
in order to fund unsecured capital expenditure, such as the overspend on the Cube.  
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The revenue effect of this is that the interest payments are chargeable to the General Fund, 
until the loan is repaid, along with provision for the repayment of the loan. Aside from 
investment properties that generate a net return to the Council, borrowing costs in the General 
Fund are assumed to total approximately £900k in 2019/20.  Whist this has reduced from 
£1.5m, as interest rates reduce and borrowing is repaid, this has a significant impact on the 
General Fund and means that resources cannot be invested on other services until the 
borrowing is repaid. An annual additional provision of 0.5% is allowed for to fund any increases 
in interest rates. As it is a key part of our finances, a further explanation of borrowing, including 
the borrowing strategy and the continued policy to borrow short term is outlined later in this 
strategy. 

Service Development 
Any Service developments, i.e. growth in budget provision, will be linked clearly to One Corby 
priorities and the achievement of the “Performance Matters” performance targets. Given the 
current projections, funding for further service developments can come from one of only three 
sources: 

• Through a reduction in the level of service in a non-priority area, or through efficiency 
savings, in excess of those assumed. 

• Government Grants. 

• From other external funding sources, e.g. Housing Growth Grant, European Funding. 

Given the projections included within this strategy, there is very limited scope for growth. In 
some cases there will be a new or enhanced statutory requirement, for which an increase in 
the amount of government funding through Formula Grant or a specific grant should be 
provided. The impact on the projections attached to this strategy is therefore assumed to be 
neutral.  

Prioritising Future Services 
Whilst the five year projections set out in Appendix 2 show that we have a balanced and settled 
financial outlook, it is worth noting that austerity measures continue to be applied to Local 
Government. It is clear that there are considerable uncertainties involved in medium term 
planning in the current climate and that Local Government will continue to be adversely 
affected by Central Government spending cuts and policy changes. Whilst the extent of these 
measures is uncertain, there remains a likelihood that we may have to prioritise which services 
we undertake and fund in the future. 

General Fund Reserves & Balances 
As at March 2011, our reserves were at the statutory minimum revenue balance of £800k, and 
this placed us amongst the lowest 10% of authorities in terms of reserves as a proportion of 
net expenditure. This meant that our exposure to risk was relatively high. As a result of stronger 
financial management and housing and business rates growth, we have been able to 
consistently benefit from year end budget underspends and budgeted contributions to 
reserves.  

As such, our reserves were around £9.3m at the end of the 2018/19 financial year. Although 
this level of reserves represents a significant achievement and demonstrates that the Council 
is acting in a financially prudent manner, it should be noted that the capital programme for 
2019/20 will utilise approximately £5m of the above reserves. In addition there is a further 
£1.9m required for our contribution to the Unitary process, as outlined above in the General 
Fund report. 

The remaining £2m should be maintained to cover our key risks in the future. The most 
significant of these include Business Rates, future investment required in our buildings and 
facilities, investment income from our property portfolio and further Government funding cuts.  

As it is a key part of our finances, a revised reserves strategy is outlined later in this strategy. 
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Significant Risks to the General Fund 
All major risks are highlighted as part of the Council’s Risk Management process.  These are 
then assessed for likelihood and impact as part of the annual budget process, so that an overall 
value and compensating level of resources can be calculated.  The more significant of these 
are referred to below. 

The risks of interest rate increases, capital scheme overspends and shortfalls in capital 
receipts and their impact on the General Fund are detailed in the Capital Programme section.  
In addition, the General Fund has 5 further specific risks. 

The first risk is that its replacement Business Rates scheme does not deliver the expected 
growth. This is mitigated by only allowing for the income within the budget the year after it has 
been received. For instance, the growth for 2018/19 is only confirmed in June 2019 and this 
will then be incorporated as part of the 2020/21 budget setting process.  It should also be noted 
that there will be a loss of income if a major business rates payer, or a contribution of several 
smaller ones, move or go bankrupt.  

The second significant risk is the level of income from the New Homes Bonus, which is 
currently around £2m per annum. As referred to above, a further consultation exercise was 
undertaken during 2019 and although the results have not yet been announced it is widely 
expected that the funding will be phased out the next 2 years with the final payment due in 
2022/23. Whilst provision has been made for this in the future projections, the New Homes 
Bonus could be withdrawn at any stage by any Government.  

It should also be noted, that any reduction in housing growth will also reduce the assumed 
increase in Council Tax income. Every 100 properties represent approximately £17k in General 
Fund income. 

Not balancing the budget, by not making the required level of savings or by unforeseen 
pressures, is the third significant risk.  If the required savings are not achieved, then we will be 
forced to utilise reserves to balance the budget. The process of identifying and agreeing 
savings therefore needs to be carefully managed and Members need to be aware of the overall 
level of savings required when options are being considered and approved. 

The fourth risk is the introduction of future changes within local government finance. These 
include the introduction of Welfare Reform. The full impact of these changes cannot be fully 
accounted for due to their inherent uncertainty. 

The fifth risk is that the net returns from investment properties or invests to save schemes do 
not materialise. Whilst they generate over £1.5m in net income within the General fund, there 
is a risk that income levels could drop or that capital investment is required in future years. In 
order to help mitigate this there is a need to maintain investment income and property repairs 
reserves. 
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Housing Revenue Account (HRA) – see Appendix 3 
Based on the detailed assumptions as set out below, the current projections are shown in 
Appendix 3. Whilst the position has now been stable for a number of years, the Government 
announcement to enforce a rents reduction of 1% for 4 years means that the HRA is now only 
sustainable if the investment in the stock (the capital programme) is reduced as this investment 
is fully funded from the HRA.  

This will have an inevitable effect on the long term condition of the stock and the requirement 
to invest £160m over 30 years. There will therefore need to be a review of the long term HRA 
capital programme now that the 4 year period has ended. 

This will also mean that any new housing schemes over and above those already funded and 
approved unless they can be met from savings within the HRA, Right to Buy receipts or as yet 
unknown government grants.  

Rental Income 
Now that the 4 year rent reduction period has come to an end, the proposed rents increase for 
2020/21 is 2.7%. This is 1% above the CPI at the end of September and in line with the 
recommended rents increase formulae. Thereafter an increase of 3% is assumed. 

Right to Buy Sales 
Rental income will be lost through ongoing Right-to-Buy sales, assumed to be 60 per annum.  

Voids Management (Empty Properties) 
The action taken to reduce the level of voids has resulted in the average number of “turnover 
voids” being 30 properties. The projections assume that voids are maintained at this level. 

New Social/Affordable Housing 

Members have previously bid for Government funding earmarked to unlock stalled private 
sector sites and encourage new public sector houses for rent.  The Council now built 
approximately 200 homes using a combination of this funding, Right to Buy receipts and HRA 
balances. 

The MTFS also assumes that additional properties will be built in the future using a continuation 
of Right to Buy receipts, grant funding, borrowing and any unspent capital reserves. 

HRA Stock Buyout (also known as Self Financing) and Interest Payments  
Historically, HRA Councils have been part of an antiquated and contentious “subsidy” 
mechanism, whereby most council’s pay over a proportion of their income to Central 
Government which is then recycled within the system to other Council’s whose net running 
costs are assumed to higher. For Corby, this payment amounted to £4.3m in 2011/12. 

This system has been criticised for several years and it was abolished at the end of 2011/12. 
It was replaced by stock buyout, whereby Councils were forced to buy their stock from the 
Government. The cost to Corby for this was £71m. Under this new system, interest payments 
on the borrowing costs required to fund the purchase have replaced subsidy payments. 

As interest payments were approximately £2m a year less than subsidy payments, the Council 
decided to borrow the £71m in stages so that it could be paid off in 4 tranches over 30 years, 
whilst also allowing additional resources to be set aside and re-invested in the Housing Capital 
programme. The first tranche of £11m is due to be repaid in 2022. 
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Expenditure and Efficiency 
As with the General Fund, pay awards, salary increments and pension increases have been 
taken into account, but no allowance has been made for general inflation.  

HRA Projections and Balances 
The five year projections set out in Appendix 3 show that revenue balances can be maintained 
at a consistent level of over £3.5m, which is above the prudent minimum of £800k, without the 
need to make further ongoing efficiency and other savings. 

In addition a borrowing repayment reserve will increase by over £1.5m per annum and 
incrementally thereafter so that the £71m referred to above for stock buy off can be paid off 
when the loans mature. There is also a housing capital reserve of £3m which is increased if 
the housing capital programme is not fully spend each year as this is funded from HRA revenue 
contributions and a Right to Buy reserve of approximately £5m. 

Significant Risks to the HRA 
The HRA has 4 significant risks that are as follows: 

The first is in relation to capital works that will be required to maintain and improve the stock. 
As outlined above, the annual budget for these works has reduced from £5.3m to around £2.5m 
over the next few years. As a result, there is unlikely to be sufficient funds to meet the long 
term investment required in the stock without significantly increasing rents after this period.  

The second related risk is that if rents do not increase in the future, further cuts will be required. 
Each 1% represents approximately £180k so if rents do not increase, this lost income will need 
to be found from revenue budgets. This would need to be done through reducing revenue 
contributions to the capital programme, if no further efficiency savings could be found. 

The third is that the stock reduces from the take up of Right to Buy sales, following greater 
incentives that have been introduced from the Government. Each property generates 
approximately £4k of revenue income each year. A provision of 30 sales per annum is included 
within the HRA income projections. 

The fourth is the impact of welfare reform, whereby recipient of housing benefit will receive the 
benefit directly rather than the landlord. There is therefore a risk that rent collection rates will 
suffer as a result. 
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Efficiency Strategy – Meeting the Challenge 
Introduction and Context 
This Efficiency Strategy forms an integral part of the Medium Term Financial Strategy (MTFS). 
It provides a framework for the achievement of the savings required over the next few years. 

Significant efficiency savings have already been achieved over the last few years. 
Nevertheless there are significant factors that drive the need for further gains to be made. 

The MTFS demonstrates a need to make savings in order to support the funding of new priority 
services, increased borrowing costs, reduced government grants and other budget pressures.  

The auditors Annual Governance Report assessment also requires the Council to demonstrate 
the achievement of Value for Money. 

All opportunities to generate efficiency savings will be fully explored and taken forward 
wherever the impact on service levels and performance can be kept to a minimum.  

All service areas are expected to make efficiency savings, although some initiatives will be 
corporately driven, and proposals will be assessed as part of the budget process. All service 
areas will be expected to make efficiency savings in order to stay within the cash limits set for 
the Base Budget. 

What is Efficiency? 
Cashable efficiency savings are essentially about getting the same level of service and 
performance (or slightly more) for less money in real terms. 

Whilst non-cashable savings, i.e. getting a higher level of service/performance for the same 
cost, are also sought, the Treasury targets and the MTFS requirements can only be met 
through cashable savings.  

This strategy is specifically about efficiency, not service reductions. As part of the MTFS and 
budget process the Council will also separately identify mechanisms for shifting resources from 
lower-priority services towards One Corby priorities. 

Ways of Achieving Savings 
Given the potential long term nature of securing savings, the Core Management Team and 
Heads of Service will plan ahead and not look at each year’s target in isolation. 

Benchmarking and value for money review and challenge will be used to develop 
understanding of service costs relative to other Councils. Where this highlights a comparatively 
high cost, the reasons for this will be explored and Service Areas will draw on best practice to 
bring costs down.   

There are a number of ways in which efficiency savings will be secured. Some of these will be 
corporately driven, whilst others will be driven by the relevant Service Area: 

• Procurement – securing lower prices through an effective corporate procurement process. 
The Council has a dedicated procurement officer supported by a partnership management 
arrangement with other local authorities. 

• Use of Goods and Services – all services will minimise the use of goods and services and 
ensure that waste is minimised, e.g. through energy efficiency measures and reducing 
paper usage. 
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• Shared Services – the Council will continue to evaluate the opportunities for delivering 
services jointly with neighbouring Councils. The EnCor joint Accountancy service with East 
Northants has initially improved resilience, but has a longer term aim of increasing 
efficiency. Further savings have been achieved through the Benefits Fraud partnership, the 
Welland Audit Consortium, and external contract income from the Payroll function. 

• Changing the Way Services are Delivered – as part of our Customer First Strategy, key 
business processes are being reviewed to ensure that they not only improve customer 
service and performance, but also reduce costs. 

• Utilising Technology – investing in new systems and the integration of existing systems will 
reduce manual processes and therefore staffing requirements. 

• Effective Asset Utilisation – the Council uses many assets (e.g. buildings, vehicles, ICT) in 
the delivery of services. Such usage will be kept under review to ensure that there is no 
over-provision of assets.  

• Increased Income Volumes – the usage of services that charge at the point of delivery will 
be increased through marketing and through the delivery of excellent services. This is 
distinct from the additional income generated through inflationary increases in charges. 

• Taking Opportunities as They Arise – where posts become vacant they will be reviewed to 
ensure that they require replacement. The achievement of efficiency savings requires 
reductions in staffing, but redundancy costs will be avoided wherever possible. 

• Annual Review of Fees and Charges – as part of the budget setting process, each service 
area should be reviewing their fees and charges, based on benchmarking data with a view 
to maximising income and recovering as much of the cost of service as is practicable. 

Roles in Achieving Efficiency 
Members play a key role through providing challenge. The Lead Member (Leadership) is the 
Member Efficiency Champion. 

All Heads of Service and their management teams have a joint responsibility to achieve the 
savings target set out in this strategy. 

All staff have a responsibility for ensuring the efficient and effective use of their time and the 
resources allocated to them. They will also be encouraged to make suggestions for more 
efficient ways of working, formally through the Employee Suggestion Scheme and informally 
through their line manager. 

Monitoring the Achievement of Savings 
The achievement of the savings targets set out in this strategy will be monitored through the 
annual budget process. Budget setting reports will set out clearly the level of savings achieved 
each year, and budgets will be monitored accordingly. 

Containing expenditure within the (reduced) budget will be monitored through the regular 
budget monitoring undertaken by the Director of Corporate Services. 

Where significant efficiency projects involve the creation of detailed action plans, these will be 
monitored by the relevant Corporate Director/Heads of Service. 
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Borrowing Strategy  
Introduction and Context 
The Treasury Management Strategy that is approved by OCPC each year gives the Director 
of Corporate Services delegated authority to borrow within agreed limits. 

We have previously taken a balanced view and borrowed over a variety of years, depending 
on the purpose of borrowing.  

The purpose of this strategy is to set out the most cost effective method of borrowing since 
there are risks associated with achieving the lowest short term costs. 

The Strategy 
The cost of borrowing is dependent upon the amount and the length of the loan. Generally 
speaking, the longer term the loan, the higher the interest rate, since the long term forecast is 
that interest rates will steadily increase in future years as we are currently at an all-time low. 

Our short to medium term finances show that we have significant pressures over the next few 
years. The strategy therefore is that we undertake all future borrowing on a short term 
basis, and no longer than 1 year for an indefinite period. Each year we will renew the loan 
for a further short term period until our finances allow us to secure more long term rates. 

This allows us to get the lowest rates over the next few years, although these rates will 
inevitably increase annually as the base rate does and the annual cost of borrowing will then 
increase as we renew loans. However, in the short term there will be a saving on what has 
previously been assumed within the MTFS.  

Financial Implications/Worked Example 
The principle is similar to the choice of having a fixed term or variable rate mortgage on a 
house. In order to understand the financial implications, the litigation case is used as an 
example. 

In addition to the £1.6m already borrowed over 5 years, we also had to borrow a further £7.8m. 

We have to write off the borrowing of £7.8m over 20 years since there is no asset to sell to pay 
for the borrowing. We will therefore have to pay MRP (which is effectively the principal element 
of the loan) at 5% per annum. This will remain the same whatever borrowing strategy we 
employ.  

In terms of the interest, we have previously logically assumed that we would borrow £7.8m 
over 20 years to match the payback period at an interest rate of 5%, since it is the 20 year rate 
of interest. The costs of interest is therefore £390k per annum (e.g. £7.8m * 5%) 

If we borrow on a 1 year basis the cost of borrowing is nearer 1 % so in year 1 the cost would 
be £78k, representing an annual saving of £312k against the 20 year rate of interest. 

In future years the cost of borrowing is likely to increase each year and this will kick in when 
we come to renew the loan. If we assume an annual increase of 1% (which may be on the high 
side), the cost in year 2 would be £156k, an increase in the budget of £78k but still £234k less 
than 20 year rate of interest. 

If the market continues on this curve, there comes a point when the cost of borrowing is higher 
than the 5% that we could currently get. However, in the meantime we have enjoyed the 
benefits of interest rates below 5% for this period, and therefore a saving on the assumptions 
within the previous MFTS. 
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Advantages and Disadvantages 
The obvious advantage is that we can make short term savings that could help to reduce the 
ongoing medium term deficit.  

There are however, potential disadvantages and/or risks to consider. The biggest is that 
interest rates may increase. If they do, so will the costs of borrowing and this could exceed 
5%. It is important to remember that rates are at an historic low. If the economy picks up this 
picture could change and rates could return to higher levels considerably above 5%. 

A further disadvantage is that interest rates will inevitably increase each year and so the base 
budget will need to increase each year to reflect this, even if they are unlikely to increase 
beyond what is assumed in the previous MTFS.  

In order to mitigate both of these risks, a Future Interest Rate Increase Reserve of £1m has 
been set up from previous annual borrowing underspends. 

The final issue to consider is that if we borrow for 20 years the costs are known with some 
certainty. If we borrow on a short term basis there is the uncertainty. However, if we prudently 
allow for a 1% increase per annum over the next 4 years we are still better off in the short to 
medium term. 

Conclusion & Summary 
We are in effect making a gamble of short term gains for long term potential losses. It could be 
argued that this risk is not only worth taking but has to be taken in view of our current position.  
Further Note 
It should be noted that this strategy relates to General Fund borrowing and does not cover the 
Housing Stock Buyout. This has been looked as part of a separate strategy. The decision to 
borrow on a short basis will continue to be reviewed regularly and will be supported by an 
interest reserve whereby any borrowing underspends will be used to mitigate any future 
interest rate increases in excess of those budgeted for. 
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Sensitivity, Risk Assessment and Levels of Reserves 
The five-year projections make a range of assumptions, and there are risks associated with 
many of these. In overall terms the projections are realistic and prudent, therefore the risk of 
needing to make unforeseen service cuts is minimised. The most significant risks and 
sensitivities over the next two years, the way in which these are mitigated, and the potential 
financial impact are set out below. This includes the potential for a financial gain as well as a 
financial loss.  

 

 Risk/Sensitivity Quantification Mitigation 

Capital overspends £1m increase in costs 
increases general fund cost 
by approximately £70k p.a. 

As above. £100k cost of 
borrowing contingency also 
allowed within borrowing 
budget. Requires strong 
project management for all 
schemes. 

Borrowing – increase in 
interest rates 

Increase in Interest Rates 
will significantly increase 
revenue costs. Every 1% 
increase represents 
approximately £300k. 

Prudent rates predictions with 
0.5% increase allowed for 
within predicted costs. 

 

High Housing Stock 
Investment Needed  

Almost £160m required over 
30 years. Currently only 
approximately £80m of 
funding available following 
1% reduction in rents for 4 
years.  

Short term prioritisation 
required. Rents will need to 
increase significantly in long 
term to offset shortfall in next 
6 to 30 years. Any further 
amounts will require HRA 
borrowing and HRA savings 
to fund borrowing. 

Failure to deliver service 
within budget 

Targets for 2019/20 are 
being achieved. A balanced 
budget is now forecast for 
the next 3 years. 

Strict budget monitoring 
controls will also be required. 
Prioritisation of services may 
be required in future. 

Business Rate Growth  £1.3m allowed for in 
2020/21, based on actual 
growth in 2018/19.  Also, 
base figure of £2m. 

Only £100k annual growth 
allowed for, with effect from 
2021/22. Funds accrued for 
from previous years so only 
bring into budget income 
previously received and 
amount known. 
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Council Taxbase Growth Growth provision revised to 
400 properties p.a. Each 
100 band D properties 
equates to Council Tax 
income of £17k. 

Focus on continued housing 
growth and ensuring 
properties added to list as 
soon as complete. 

New Homes Bonus 
Withdrawal of Government 
Funding 

£2m to be received in 
2020/21. 

NHB now phased out of 
projections all together over 
next 3 years. 

Council Tax Increase not 
Approved 

£5 allowed for, equates to 
approximately £100k 

Further cuts need to be 
identified in future if £5 not 
approved. 

Failure to achieve income 
levels for new Pool 

£2m income p.a. required Close budget monitoring 
required.  

Failure to achieve income 
levels for Commercial 
Property rentals 

£5m p.a. required Effective management and 
development of portfolio by 
CB Property team. Specific 
reserve set up. 

Further investment 
required in Council 
facilities, such as Pool, 
Cube and other buildings 

Likely areas of expenditure 
unknown. 

Significant capital expenditure 
in 2019/20. 

Increased pressure on 
budgets from external 
agency decisions, such as 
County Council and other 
providers and funders of 
local services 

Recycling credits worth 
£500k p.a. in total 

Overall General Fund 
Reserve to be maintained. 

 

 

 

 

 

Housing Rents increase 
not approved/further 
reductions required 

Every 1% equates to £180k. Any further reductions will 
reduce capital programme 
funding or other revenue 
reductions or offsetting 
efficiency savings required. 
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Unable to Repay HRA 
Borrowing 

£71m borrowing required 
over 30 years. Cost of 
Interest is £2.3m p.a. 

A reserve has been set up to 
fund repayments with annual 
contribution to it of over £1m.   
Would have to roll over loans 
at renewal dates with potential 
for increased interest rates. 1st 
repayment due in 2022. 

Void Management (HRA) 

(Empty Homes) 

Target is average void level 
of 30 ongoing. +/- 10 
properties equates to +/- 
£40k per annum. 

Reduction in void turnaround 
times remains a key priority.  
Voids target achievable based 
on last 2 years. 

Loss of HRA Properties 
Through Revised Right to 
Buy Scheme 

Each property provides 
approximately £4k of rental 
income. 

30 assumed. 

Failure in Budgetary 
Control 

An overspend of 1% of gross 
expenditure would have 
impact of around (£250k) on 
GF and (£200k) on HRA. 

Regular reporting to SMT and 
Committees. Budget holder 
training and support. 
Balances and reserves 
increased to offset risk. 

Other Future 
Developments in Local 
Government Finance & 
Further Cuts 

Welfare Reforms include 
Universal Credit and 
localising council tax benefit. 
Cannot fully quantify 
financial implications at this 
stage. 

Close liaison with 
counterparts at other 
authorities and consultancy 
advice. Reserves increased to 
offset risk. 

This analysis demonstrates that the most significant financial risks that relate to the Capital 
Programme are future rent levels, securing receipts through disposals as planned, ensuring 
that projects are delivered within budget and that the cost of borrowing does not rise sharply.  

In relation to revenue projections, most of the areas of uncertainty have been realistically 
estimated and therefore the position is as likely to improve as it is to deteriorate. The key 
General Fund financial risks relate to securing forecasted income levels, not achieving the 
planned increase in the council tax base, the failure to identify sufficient options for future 
savings and any failure in budgetary control. The latter will be addressed through further 
improvements in the budgetary control framework and training for relevant officers.  

In addition, the financial impact of loss of rental income and failing to maintain improved void 
management and turnaround is significant for the HRA, and this will therefore continue to be 
a key area for action. 

On the basis of the five year projections and the risks and sensitivities quantified above, the 
Director of Corporate Services has concluded that the minimum level of projected balances 
should be as follows: 

Capital – projections identify full consumption of prudently estimated capital receipts during the 
period of this strategy. These will be maximised and expenditure strictly controlled. Any 
additional receipts will be held until the existing programme is secure and no new schemes will 
be added unless essential or externally funded. 
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General Fund – balances in hand at the end of each year of £800k. All significant financial 
decisions are referenced back to the MTFS and any impact on projected balances. The key 
risks outside of the Council’s direct control relate to the impact of the global economy on 
Commercial Property and other income, Council Taxbase growth and Interest Rates. Balances 
at £800k would be sufficient to cover most risks but would not be sufficient to cover many of 
these risks occurring simultaneously. Separate specific reserves have therefore been made, 
giving the Council time to respond by adjusting budgets or increasing Council Tax income 
accordingly. 

Housing Revenue Account - balances in hand at the end of each year of £800k. The key risk 
outside of the Council’s direct control is the level of Right to Buy sales following enhanced 
incentives that are now available to tenants. Current balances are sufficient to provide time to 
take corrective action if this level increases grows more quickly than assumed. 

Whilst these amounts represent the minimum level of balances required, the ideal level, 
particularly in respect of the General Fund should be considerably higher. In line with this, a 
reserves strategy was approved by OCPC in September 2013 which will set an annual 
reserves requirement to be reviewed as part of each year’s annual budget setting process 
based on risk. 

The key extracts of the reserves strategy now follow: 
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Reserves Strategy 
Background Details 

It is good practice and prudent financial management to review all reserves periodically in order 
to ensure that the reserves are adequate, relevant and set at the right level to guard against 
known future liabilities. 

Following on previous presentations to members and the increase in our reserves over the last 
few years, the annual budget setting process is an appropriate time to ascertain what our future 
requirements should be. This will also enable us to make balanced and informed decisions as 
we move forward into a period of financial uncertainty where the only real certainties are that 
funding will be reduced and financial pressures and change will increase. 

Reasons for Holding Reserves 
Good practice suggests that when councils review their medium term financial plans and 
prepare their annual budgets they should consider the establishment and maintenance of 
reserves.  These can be held for three main purposes: 

• A working balance or contingency to help cushion the impact of uneven cash flows 
and avoid   unnecessary temporary borrowing – this is effectively the statutory 
minimum balance that forms part of general reserves.  

• A contingency to cushion the impact of unexpected events or emergencies – this is 
also the statutory minimum balance forms part of general reserves.  

• A means of building up funds, often referred to as earmarked reserves, to meet 
known or predicted liabilities. 

Current Levels of Reserves  
Aside from the statutory General Fund balance of £800k, a list of all current earmarked General 
Fund reserves that total £9.3m as at 31st March 2019 are set out in the table below. The table 
also shows the movement over the last year. 

 
Reserve 

Balance 
at 31/3/18 
£000’s 

Balance 
at 31/3/19 
£000’s 

Reason for Reserve 

Medium Term Funding 2,059 2,416 Surplus reserves for any one off 
expenditure 

Local Government 
Reform 

500 0 To fund joint Unitary preparation work 

Future Interest Rates 1,000 1,087 To guard against future interest rate 
increases. 

CBC Property 
Maintenance 

473 512 To fund unbudgeted one off repairs 

Property/Cube Sinking 
Fund 

900 906 Tennant & CBC contributions towards 
any future Cube liabilities 

Pool Sinking Fund 424 263 To fund unbudgeted one off repairs 

Other Properties Repairs 700 306 To fund unbudgeted one off repairs 
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Loss of Rental Income 700 700 To fund any income shortfalls from our 
commercial property investments 

Tree Maintenance Works 124 16 To fund unbudgeted one off repairs 

New Homes Bonus 3,000 3,000 To fund loss of grant for one year. 

Oakley Vale Bus 
Contribution 

95 95 To fund potential future annual revenue 
contribution of £15k p.a. 

Total 9,975 9,301  

 

As at 31st March 2012 our reserves totalled £821k and this placed us amongst the lowest 10% 
of authorities in terms of reserves as a proportion of net expenditure. This means that our 
exposure to risk is relatively high.  

As at 31st March 2019 our reserves have increased to £9.3m and this is now roughly average 
as compared to other councils. The reason for the increase is as a result of the year on year 
underspends and the ability to budget for contributions to reserves as income sources currently 
exceed revenue demands. In the current financial year, we are also budgeting for a net 
contribution to reserves as we continue to benefit from New Homes Bonus and Business Rates 
growth. However, this position is unlikely to continue as funding will continue to be cut and 
whilst we are therefore moving the right direction, we are still exposed to risk.  

Although the reserves total of £9.3m represents a significant achievement and demonstrates 
that the Council is acting in a financially prudent manner, it should be noted that the capital 
programme for 2019/20 will utilise approximately £5m of the above reserves. In addition there 
is a further £1.9m required for our contribution to the Unitary process, as outlined above. 

The remaining £2m should be maintained to cover our key risks in the future. The most 
significant of these include Business Rates, future investment required in our buildings and 
facilities, investment income from our property portfolio and further Government funding cuts.  

Future Requirements 
There is no set formula for deciding what level of reserves is appropriate or specified minimum 
level of reserves that an authority should hold. Section 25 of the Local Government Act 2003 
requires the Chief Financial Officer (Section 151 Officer) to report formally on the adequacy of 
proposed reserves when setting a budget requirement and to ensure that there are key 
protocols for their establishment and use. However, it is ultimately members who are 
responsible for agreeing and ensuring that they are appropriate. 
One method is to maintain reserves at a proportion of net expenditure. Good practice 
highlighted by the Audit Commission suggests that the assessment of reserves should be 
linked to turnover and/or risks. The methodology adopted as part of this process has therefore 
been to quantify the financial risk by combining estimates of the costs of the risk and the 
likelihood of it occurring. This analysis has come directly from the risk register approved by the 
Audit and Governance Committee each year and will form part of the annual budget setting 
process. 
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The main financial risks that the Council needs to be aware of include interest rate increases, 
further Cube and Pool expenditure, further government funding reductions, loss of business 
rates income and  pressures resulting from decisions of other service providers that will have 
an impact on our budgets. 

Some of these risks, particularly in respect of future investment on the Cube may not be 
required for several years and so there is time to build up a reserve for this by setting aside an 
annual budgeted contribution over a number of years.  

Building Reserves 
In the event of any one off windfalls or year-end underspends, if the level of general reserves 
requires increasing, this can only be achieved as part of the budget setting process, by 
establishing allocations from the annual budget to achieve the desired level of balances. 
Contributions to or from general reserves should be reviewed annually. 

This would normally be in addition to any amounts needed to replenish reserves that have 
been consumed in the previous year.  

However, there is an opportunity cost to taking this approach in that by choosing to hold or 
increase reserves, the Council is allocating resources away from other potential uses, such as 
expenditure on services, and as such, there is an “opportunity cost” of holding balances as 
reserves. For this reason it is important to set out clearly, and regularly review the framework 
through which such reserves are managed. This review has been undertaken during 2018/19 
as part of the budget setting for the capital programme in 2019/20. As a result the Council 
agreed to utilise approximately £5m of its reserves in 2019/20. 

Reserves can only be used once, as once they are spent they are gone. They should not 
therefore be normally be used to finance recurring planned spending or “balance the budget‟ 
on an ongoing basis as this is unsustainable so they would need to be replenished. The use 
of reserves in this way should only be used as a short term measure. 

A particularly relevant extract from CIPFA’s Local Authority Accounting Panel Bulletin 77 is 
detailed below: 

“Balancing the annual budget by drawing on general reserves may be viewed as a 
legitimate short-term option. However, it is not normally prudent for reserves to be 
deployed to finance recurrent expenditure. Where such action is to be taken, this should 
be made explicit, and an explanation given as to how such expenditure will be funded 
in the medium to long term. Advice should be given on the adequacy of reserves over 
the lifetime of the medium term financial plan, and should also take account of the 
expected need for reserves in the longer term.” 
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      Appendix 1 
        
Capital Programme - Five Year Financial Projections      
              

  2020/21 2021/22 2022/23 2023/24 2024/25 Total       

  £000 £000 £000 £000 £001 £000       
Housing Capital Programme             

 Housing Improvements 2,756 2,338 2,470 2,470 2,430 12,464       

 Housing Development Programme 3,600 5,300 5,300 5,500 5,500 25,200       

 Total Programme 6,356 7,638 7,770 7,970 7,930 37,664       

              
Funded By             

 Revenue Contribution 3,400 3,400 3,400 3,400 3,400 17,000       

 Capital Receipts 1,800 2,650 2,650 2,750 2,750 12,600       

 Contribution (To)/ From Capital Reserve (644) (1,062) (930) (930) (970) (4,536)       

 Social Housing Borrowing/Use of Reserves 1,800 2,650 2,650 2,750 2,750 12,600       

  6,356 7,638 7,770 7,970 7,930 37,664       

              

              
General Fund Capital Programme             

 Woodland Improvements 63 63 63 63 63 315       

 Replacement Wheelie Bins 52 52 52 52 52 260       

 Disabled Facilities/Home Repair Grants 400 400 400 400 400 2,000       

 ICT Hardware Replacement 150 150 150 150 150 750       

 Total Programme 665 665 665 665 665 3,325       

              
Funded By             

 Grants & Contributions 463 463 463 463 463 2,315       

 Contribution from Reserves 0 0 0 0 0 0       

 Capital Reserves 202 202 202 202 202 1,010       

  665 665 665 665 665 3,325       
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    Appendix 2 
General Fund - Three Year Financial Projections    
     
  2020/21 2021/22 2022/23 
  £000 £000 £000 
       
Base Gross Expenditure 8,112 8,212 8,492 
       
Inflation & Demographic Change:      
 Pay Awards 186 230 235 
 Salary Increments 93 62 42 
 Pension Fund Increase       
 Recharges to Other Accounts - Inflation HRA  (96) (91) 
 Living Wage  50 50 
 Street scene Contract Inflation  60 61 
 Other Spending Pressures/Savings 101 100 100 
Projected Changes      
 Local Plan (50)     
 Borough Elections (Cyclical) 75 (75)   
 Electrical Testing 10 (10)   
 Alliance Leisure contract ends (17)     
 Bangrove Road Investment (39) (60)   
 Mitchell Road Investment (99) 19 19 
 Brakey Road Investment (225)     
 Posts moved to HRA (79)     
 Software Licences 26     
 Unavoidable Inflation & Growth 118     
Estimated Gross Expenditure 8,212 8,492 8,907 
       
Gross Income      
       
 Formula Grant - Revenue Support Grant 109 0 0 
 Formula Grant - Business Rates Retention 2,081 2,081 2,081 
 Business Rates Retention Growth 1,300 1,600 1,900 
 New Homes Bonus 2,065 870 534 
 Council Tax Income - Base 3,806 3,882 3,960 
 Council Tax Income - £5 Increase  0 100 201 
       
Total Funding 9,361 8,533 8,676 
       
       
In Year Reduction Required (1,149) (42) 231 
/(Contribution to)/from Reserves      

       
Cumulative Movement in Reserves (1,149) (1,191) (959) 
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   Appendix 3 
Housing Revenue Account - Three Year Financial Projections    
     
  2020/21 2021/22 2022/23 
  £000 £000 £000 
     
Base Gross Expenditure 22,547 22,973 23,326 
     
Inflation & Other:    
 Pay Awards 100 143 146 
 Salary Increments  33 22 
 Staff Transferred from GF 81   
 Pension Fund Adjustment (35)   
 Central Support Recharges/GF/HRA Recharges (163) 77 78 
     
Projected Changes    
 Other Spending Pressures 68 50 50 
 Repayment of Debt/Capital Investment 150 50 50 
 Borrowing Costs 216   
 HRA Depreciation on Housing Stock 9   
 Recharge Salary to Capital Programme    
     
Estimated Gross Expenditure 22,973 23,326 23,672 
     
     
Base Gross Income 22,617 23,029 23,439 
     
     
Rental Income Inflation increase/(Reduction) 162 383 384 
Lost Income - RTB Sales/Voids (120) (123) (127) 
Rental Increase from New Build 204 150 38 
Rental Increase from Hostels 100   
Rent Convergence 15   
Additional Service Charge Income 11   
Additional Interest Income 40   
Estimated Gross Income 23,029 23,439 23,734 
     
Surplus/(Deficit) for Year 56 113 62 
     
     
     
HRA Balance b/fwd 3,590 3,646 3,759 
     
Surplus/(Deficit) for year 56 113 62 
     
HRA Balance c/fwd 3,646 3,759 3,821 
     
Minimum Balance Required 800 800 800 
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