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1

Purpose

We continue to face unprecedented financial times due to continued cuts to
Government funding and substantial increases in demand for services. This document
sets out the size of the financial challenge; our approach to sustainability and the
anticipated impact as a result of changes.

2 Ambition for Milton Keynes

2.1

2.2

2.3

Milton Keynes has a successful economy and is a successful place:

Milton Keynes is one of the UK’s fastest growing economies, both in terms of
employment and output. The last UK Powerhouse reports produced by Irwin
Mitchell (Jan 2018) forecast that in 2018 Milton Keynes will be the third fastest
growing UK city (only behind Cambridge and Oxford). Provisional Gross Value
Added (GVA) for 2016 is £12.14bn, a GVA of £45,915 per head of population
— only five London boroughs have a higher per head rate.

The latest Centre for Cities City Outlook publication (January 2017) on the
UK’s 63 largest towns and cities reported that Milton Keynes had the :

o 3" highest percentage change in real wages
o 3" highest business stock per 10,000 population
e 4™ highest start-up rate per 10,000 population

« 6™ for percentage of private knowledge intensive business service
jobs.

In 2016 (the latest available data), there were 183,000 jobs in Milton Keynes.
This equates to a job density of 1.09 (i.e. more jobs than working age
population). In terms of sectors, there is a lot of diversity. By employee jobs,
Wholesale and Retail is still the largest sector (32,000 or 17.5% of all jobs)
followed by education (20,000 jobs, 10.9%); administrative and support
services (19,000, 10.4%); professional, scientific and technical activities
(16,000, 8.7%); transportation and storage (16,000, 8.7%).

The latest model based estimates of unemployment (this is the wider measure
of unemployment, not just those who are claiming Jobseekers Allowance)
show 5,800 individuals as unemployed in July 2016-June 2017. The
Jobseekers Allowance claimant rate stood at 1.1% (1,840 individuals) in
November 2017.

It should also be recognised however, that Milton Keynes also has areas of
deprivation.  The indicator on Income Deprivation Affecting Children (IDACI)
shows Milton Keynes as 7th highest in our Regional Group of 22 authorities.
Milton Keynes has more children living in poverty than the whole of the
Buckinghamshire County Council area.

As Milton Keynes turns 50 years old, we have taken the opportunity to both
reflect on our successes and challenges for the future. The MK Futures 2050
Report (http://www.mkfutures2050.com) which was endorsed by full Council in
July 2016 sets out how we want the City to continue to grow and develop to
maintain our success. This includes 6 key projects:


http://www.mkfutures2050.com/
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2.4 While the delivery of the MK Futures 2050 Programme is critical to the long term
success of Milton Keynes, the majority of the projects reflect the Council acting
as an enabler to bring together a wide range of public and private sector
resources and funding streams, rather than providing direct funding. The Council
has realigned the roles and responsibilities of its current Corporate Leadership
Team in order to provide some overall programme management capacity and
leadership for each of the workstreams. Some one-off funding was included in
the Revenue Budget 2017/18 to support the overall delivery.

25 We have produced a Council Plan, which sets out the vision, values and
objectives for the Council for 2016 to 2020.

2.6 The delivery of this Council Plan will determine the financial choices we need to
make over the medium term. However, the overall financial position is very
challenging; the choices we will need to make will be very difficult.

2.7  The delivery of the Council Plan is supported by the ‘Agreement to Work in
Partnership’ between the Labour Administration and the Liberal Democrat group.

3 Financial Delivery

3.1  Our Budget and Medium Term Financial Planning is based on 12 core principles,
which have and continue to be endorsed by the Cabinet:

e Emerging pressures are managed, where possible within existing budgets.
e Spending is aligned to key priorities as set out in the Council Plan.

e Income is only included in the budget where supported by robust proposals
and is deliverable.

e Future liabilities are anticipated.

e Budgets are sustainable.



3.2

3.3

3.4

Base Budget / one-off expenditure/ capital expenditure are distinguished.

Savings proposals are supported by implementation plans and the impact on
service delivery is clear.

The allocation of capital resources is separate from expenditure approval.

Capital and revenue planning needs to be integrated to ensure implications
are fully anticipated.

The use of specific grant funding does not lead to revenue budget pressures.

The Council’s reserves (and other one-off resources) are not to be used as a
primary method to balance the ongoing pressures in the budget.

Earmarked reserves are used for specific one-off purposes to support the
delivery of corporate objectives and to mitigate risks.

We have a strong financial management framework including clear Financial
Regulations and a scheme of delegation which have been recently refreshed.
We require all of our Budget Managers to confirm they are accountable for the
budgets they manage on an annual basis, through a specific accountability letter.
We always set a robust and deliverable Budget supported by sufficient reserves.

These financial challenges are in the context of already having addressed a
financial challenge of £130m to offset Government funding reductions and local
increases in demand for services over the past 7 years. Since 2011/12, this
Council has cut costs substantially, and increased income where possible, to
offset this unprecedented financial challenge. This has been achieved through
cutting costs, more efficient service delivery, improved procurement and
commissioning, reducing overheads, adopting a more commercial approach and
where necessary through reluctantly reducing services to our residents.

We have a good track record of savings delivery. Sometimes councillors choose
to delay the implementation of a budget reduction as part of the Budget decision,
and on occasion the delivery of savings is more complex than anticipated which
impacts on the rate of delivery or the ability to deliver a budget proposal overall.
Chart 1 sets out our performance in delivering budget reductions and income
since the period of substantial cost reductions began. It shows that we have
always delivered over 95% of the savings we agreed, albeit these have
sometimes taken longer to achieve than we anticipated. The delivery of savings
is closely monitored throughout the year.



Chart 1: Financial Outturn and Delivery of Savings
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4 Cost Increases

4.1

We have identified a number of pressures which will increase the cost to the

Council by more than £41m over the next four years. The main ones are set out
below:

Demography and Demand

4.2

Over the last six years the population in Milton Keynes has increased by 16,750

people (6.7%). This trend adds to the costs of service delivery for the Council
and is continuing:

4.3

Chart 2: MK Population Increase
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Milton Keynes’ population of under-19s is set to grow by approximately 2% per

year. This is equivalent to 1,000 children each year and will impact on a number
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4.4

4.5

4.6

4.7

4.8

4.9

of services including the number of school and early years places required to be
available, demands on other children’s services and it will result in additional
children needing safeguarding. Over the medium term this is estimated to cost
an additional £3.0m in order to fund the costs of placements, social worker
support for increased caseloads and legal fees associated with the overall level
of interaction with children’s social care. This increase in budget also reflects the
increasing complexity of young people requiring support. In addition to the
ongoing budget requirement, an additional £1.5m has been included in the
budget for 2018/19 to reflect the current year shortfall on foster care support and
special guardianship allowances.

The increased complexity of need of young people is also reflected in the home
to school transport budget where an additional cost of £0.6m has been included
in the MTFP to allow for the increase in the number of children with special
educational needs.

Milton Keynes has a relatively low number of over 65’s. 2017 estimates showed
that 13% of the population in Milton Keynes were over 65, compared to 18%
nationally. However the increase in this population between 2017 and 2020 is
expected to grow by 11% compared to 5% nationally. The additional number
requiring care provided by the Council between 2017 and 2021 is estimated to
increase by 14% which is estimated to cost £2.044m in additional care costs.

Over the medium term it is estimated that we will need to look after 80 more
people with learning disability needs, costing £3.6m and an additional 4 people
with Autism needs, costing £0.118m.

Between 2018/19 and 2021/22 the growth in Older People with dementia in
Milton Keynes, who are supported by the Council, is estimated to increase by
19% at a cost of £0.702m.

Our positive approach to housing growth leads to the delivery of approximately
1,200 additional homes a year, 4,800 over the next four years. We need to
collect and dispose of waste from these houses, which will cost an additional
£0.950m.

The economic success of Milton Keynes means more people are moving to the
area. The value of houses is increasing, as is the cost of rents in private rental
sector homes, which contributes to more people having a statutory requirement
for rehousing. We are also seeing a reduction in the numbers of people moving
from our own housing, so reducing the numbers of properties available for
rehousing. We expect the numbers of people who will be entitled to housing over
the next year to increase to 34 per month (compared to 30 per month in
2016/17), alongside a reduction to 17 council houses available for housing per
month (compared to 31 per month in 2016/17). The cost of this in 2018/19 will
have risen by £3.097m. We are working on alternative temporary
accommodation, increased homelessness prevention, and improved
management of homelessness applications to partially alleviate this additional
cost.



4.10

411

4.12

4.13

4.14

Legislative Pressures

Changes to national legislation also create cost pressures for the Council. We
expect the following legislative changes to increase the costs to the Council:

The Government introduced a National Living Wage from April 2016. The
minimum pay for over 25’s is now £7.50 per hour (ph) and will increase to
£9ph by 2019 and to £9.35ph in 2020. While the Council pays its staff above
this level we are aware that a number of contractors will need to increase pay
rates over the next three years. We have also introduced the Ethical Charter
recognising that the National Living Wage is still a minimal rate. While we
would not expect to meet all of the cost of this change and we are discussing
with contractors how they can reduce costs to offset the increase, we estimate
there will be a £0.5m additional cost for the Council over the next four years.

Local authorities are now required to employ a medical examiner to
countersign any death not certified by the coroner. There may also be an
increase in the number of inquests. This is expected to cost an additional
£0.2m a year from April 2018.

The Homelessness Reduction Act which comes into effect from April 2018 will
place additional duties on the Council which include providing support and
advice for non-priority homeless cases. It is difficult to predict the level of new
demand that this will create, but as part of the Council’s proactive approach to
homelessness we have already provided an additional £800k in funding for
new staff to manage current and new demand.

Inflation

Over recent years UK inflation has remained relatively low but during 2017 it has
started to increase. The current CPI rate is 3.0% (December 2017), the highest
rate since 2012. The Bank of England’s latest Inflation Report (November 2017)
suggests that the medium term outlook is for inflation to remain just below 3%
through 2018, mainly due to higher import prices caused by the fall in sterling
following the Brexit vote, and although expected to fall, it will remain above the
government’s target of 2% through to 2019.

We have a number of large revenue contracts with significant annual costs, for
example waste collection at £2.4m (Serco), landscaping £1.9m (Serco), street
cleansing £3.6m (Serco), residential care beds for elderly people £7.6m (Excel
care) and highways maintenance £1.9m (Ringway). These contracts are subject
to inflation based on specific indices. The volume of spend through all our major
contracts means that even though increases are relatively low at present they
will cost us around £1m per year. The risk to the Council is as inflation is
projected to increase, these costs will increase by a greater than forecast level.

We are also still part of the national pay arrangements for local government staff.
The agreement between the employers and the trade unions was a 1% increase
for 2017/18, with some higher increases for those on the lowest rates of pay. We
also have incremental progression for some staff, based on previous experience
this increases the pay costs by around 1% per year up to 2020/21.

The National Employers have recently offered a two year pay award which would
see increases of 2% for all, and a further uplift for those on the lower grades.
We have reflected these increases for 2018/19 and 2019/20 and maintained the
2% increase for the last two years of the MTFP. The projected cost of these
increases over the period of the plan is £2.4m annually.



5 Total Additional Costs

51
follows:

Table 1: Total Pressures 2018/19 — 2021/22

In total, we are expecting the additional ongoing costs for services to be as

2018/19
£m

2019/20
£m

2020/21
£m

2021/22
£m

Total
£m

Demography

9.186

3.256

3.244

3.286

18.971

Legislative

0.733

0.194

0.046

0.048

1.021

General

6.360

0.038

(0.096)

0.215

6.517

Total Ongoing
Pressures (See
annex C)

16.279

3.488

3.194

3.549

26.509

One-off Budget
Pressures (Service
Groups)

0.335

0.000

0.000

0.000

0.335

5.2

5.3

The costs set out in this table increase the base budget each year. So, by
2021/22 we estimate that we will be spending £19m more every year on
demographic and demand led pressures.

The significantly higher level of demand led funding in 2018/19 is due to an
increase in demand for children’s social care (£1.5m) and temporary
accommodation (E3m) since the 2017/18 budget was set, resulting in needing to
adjust the initial position and reflecting future demand. In addition, changes to
temporary accommodation government funding have resulted in increased costs
in 2017/18 of £0.9m; the decision to retain pink sacks for recycling (£0.4m) along
with increased demand for food and waste (£0.2m) also increases costs for
2018/19.

6 Funding

6.1

6.2

6.3
[ ]

The Council is currently operating under a four year financial settlement, 2018/19
is year 3. This shows funding through Revenue Support Grant reducing. Plans
continue to be developed to change local government funding to allow Councils
to retain additional business rates from 2020/21. In the December 2017
Provisional Finance Settlement it was confirmed that 75% would be retained,
although the increase in funding would be offset through changes to other grant
funding and changes in responsibilities such that this would be revenue neutral
for the Treasury.

A consultation on the Fair Funding Review of the needs formula was also
announced. It is anticipated the update to the formula, from 2020/21, will result
in an improved financial position for Milton Keynes, due to our exceptional
population growth, however this is likely to be phased in. Until proposals and
modelling is available this expectation cannot be tested or anticipated in our
financial position.

We currently have three main sources of funding:
Council Tax

Retained Business Rates



6.4

Revenue Support Grant

The chart below shows how our overall funding has changed since 2013/14 and
IS projected to change by 2020/21. The clear shift is from national funding to
locally generated income.

Chart 3: Council Funding from 2013/14 and projected funding to 2021/22
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7 Council Tax

7.1

7.2

There are three factors which raise additional Council Tax in Milton Keynes.
These are:

An increase in the number of houses paying Council Tax, as we continue to
grow.

A local choice about increasing Council Tax. For the last five years, there has
been a maximum of 2% increase allowed before a referendum will need to be
held with a public vote in favour for the Council to approve a higher increase.

In 2016/17 local authorities were allowed to raise a further 2% of Council Tax
to fund the costs of Adult Social Care services. The Local Government
Financial Settlement then allowed an increase of up to 3% in 2017/18 and
2018/19, with the overall rise including 2019/20 being no greater than 6%. The
Revenue Budget for 2017/18 includes an increase of 3%, and we are planning
on raising by a further 3% in 2018/19. No further increase is allowed beyond
2018/19.

The 2018/19 provisional Financial Settlement relaxed the Council Tax
referendum principles for 2018/19 only to allow for a maximum of 2.99%
increase before a referendum is needed, due to the general rise to inflation in
the wider economy.

The table below shows the key assumptions and the forecast Council Tax
income incorporated into the financial projections. As noted above, it is important
to remember that while additional housing increases income, this also places
demands on our services.



Table 2: Council Tax Assumptions

2018/19 2019/20 2020/21 2021/22
Increase in Council Tax Base 940 1,000 1,000 1,000
(Band D equivalents)
Increase in Numbers of People 52 37 37 37
Entitled to Local Council Tax
Reduction (Band D equivalents)
Increase in Council Tax charge 2.99% 1.99% 1.99% 1.99%
Increase in Adult Social Care 3.00% 0.00% N/A N/A
charge for Adult Social Care
precept
Estimated Collection rate 98.4% 98.4% 98.4% 98.4%

7.3 These assumptions result in the following increases in Council Tax:
Table 3: Council Tax Increases
2018/19 2019/20 2020/21 2021/22
£m £m £m

Increase in Council Tax Base (1.356) (2.292) (1.318) (1.344)
Increase in Council Tax charge (3.139) (2.240) (2.311) (2.384)
Increase in Adult Social Care (3.150) (0.000) 0.000 0.000
charge for Adult Social Care
precept
Total Additional Income* (7.645) (3.532) (3.629) (3.728)

*excludes estimated parish precept increase

7.4  Our current budgeted council tax collection rate of 98.4% reflecting upper
quartile performance and projected performance. Risks remain in maintaining the
collection rate due to changes primarily due to the central government welfare
reform agenda.

7.5 The Council Tax Collection Fund is monitored closely throughout the financial
year. Any surplus generated from the Collection fund in 2017/18 will be used to
fund one-off expenditure in future years. If a deficit occurs it is required to be
paid back in the following year.

7.6 The surplus or deficit is shared between the major preceptors, Milton Keynes
Council, Buckinghamshire and Milton Keynes Fire Authority and the Police and
Crime Commissioner for Thames Valley.

Adult Social Care Precept

7.7  The Ministry for Housing, Communities and Local Government (MHCLG) have
confirmed a four year (2018/19 being the third year) settlement for local
government. This settlement included choices on the medium term position for
the Adult Social Care precept.

7.8  The table below shows that Adult Social Care costs will be more than the precept
will raise over the medium term by £10m.

10



7.9

Table 4: Adult Social Care Precept

2017/18 2018/19 2019/20 | 2020/21

£m £m £m £m
ASC Inflation 1.03 1.08 1.00 1.08
ASC demand led 5.23 4.07 2.75 2.49
pressures
ASC Share of Funding 2.98 1.68 1.68 1.54
Reductions
Total Costs 9.24 6.83 5.44 5.11
ASC Precept (2.96) (3.15) 0.00 0.00
Budget (10.10) (1.40) (0.70) 1.30
Reductions/Income
including one off Grants
Net Additional ASC Costs (3.82) 2.28 4.74 6.41

The Council is already committed to investing in preventative services, and
resources such as the changes to the reablement service and aids and
adaptions. As a result, the ASC precept will not be used to fund additional
preventative services, but to enable the existing services to be safeguarded as
far as possible for the future.

8 Retained Business Rates

8.1

8.2

8.3

8.4

From 1st April 2013, the national funding system changed for local authorities.
The new regime incorporates some local retention of Business Rates to meet the
costs of service provision. The detailed methodology is complex and has proven
to be unpredictable in Milton Keynes.

The retention system in Milton Keynes means that central Government retain
50% of the Business Rates collected, the remaining 50% are held locally. The
local element is known as retained business rates, of which, 1% is paid to
Buckinghamshire and Milton Keynes Fire Authority.

The Council’s retained 49% is then subject to a Tariff and also a Levy which is
applied to “disproportionate growth”. These amounts are paid to central
Government. The Tariff funds other authorities where their needs are higher than
the Business Rate income they would have retained, while the Levy funds the
national Safety Net which provides authorities with protection against a reduction
in Business Rates funding compared to their Baseline Funding Level of 7.5%.

The level of Tariff and Levy means that in Milton Keynes we only retain £0.30p in
every £1 of business rates collected and therefore only £0.30p in every £1 of
business rates growth also. We collect around £150m - £160m in Business
Rates locally, of which around £49m is retained by Milton Keynes Council. The
chart below shows the Business Rates retained locally:
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Chart 4: Retained Business Rate Funding Compared to Total Business Rates
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8.5

The scheme has now been in operation since 2013/14. During this time, we have
experienced a number of issues which highlight the risks in this funding regime.
The major risks are as follows:

There have been issues with delays to new properties being entered onto the
Valuation List, this has impacted on the timing of receipts. We have known
properties be delayed for up to two years, due to capacity issues and technical
valuation issues in the Valuation Office. This makes income forecasts
unpredictable.

Successful appeals for business rates reductions by ratepayers have caused a
major uncertainty in the system nationally; this is particularly evident in Milton
Keynes. We currently have over 819 appeals outstanding and current
forecasts indicate around 139 will be resolved by the Valuation Office in the
current year relating to the 2010 Rating List. Again, this makes it difficult to
determine income levels in year and the underlying baseline level of income,
as appeals are often backdated for several years.

There have also been a number of appeals addressed at a national level,
where a ruling is given which impacts on our local income potentially without
us being aware that the case is being considered. We work closely with the
Valuation Office to understand where these risks may apply.

National Government make changes to the system, for example moving from
RPI to CPI as a measure of inflation and extending small business rate relief.
This has reduced the growth in income locally by £1.5m per year.

Over the last three years, the economy in Milton Keynes has continued to
grow, but there is a risk that if the economy started to decline income would
fall. The Safety Net operates to protect against losses of more than 7.5% from
the Business Rates Baseline. If income reduced the Councils potential
financial exposure is £8m, based on £4.7m growth which has been baselined
and £3.3m which is the maximum reduction that can happen before the Safety

12



8.6

8.7

Net would apply. The actual losses in business rates income would need to
be higher than this as these amounts are net of any Levy payment to the
government.

The Business Rates system is due to be reset in 2020/21 where in theory all
growth and losses will be reset nationally and locally in the system. In reality
this is likely to be based on historical information and due to the dynamic
nature of the tax cannot be accurate. To mitigate the potential impact of this
risks the MTFP reverses out £4.0m in growth from 2020/21 and should this
prove insufficient a separate reserve is held to deal with any further volatility.

No provision has been made within the MTFP concerning potential changes to
the Funding Needs Formula which has not been updated since 2013 for
population changes.

The MTFP now recognises a prudent level of NHB funding from 2019/20 at
£2.0m rising to £4.0m in 2020/21. The Council is currently generating in
excess of this amount (£6.0m 2018/19).

At a national level, the Government has also revalued business properties, which
has resulted in some properties paying less in Business Rates as the Milton
Keynes overall growth rate has been less than the national average. However,
some properties have been revalued with higher levels of Business Rates, some
of which we know are currently appealing the current level of payment. This
change means that the potential for appeals has increased, meaning the level of
provision for losses has been increased. On average, the local appeals success
rate (for the previous list) is 18% compared to the allowance in the revaluation
calculations of 4.7% although there are significant numbers of appeals
outstanding. This increases future uncertainty and appeals risk. There have been
significant reductions in certain assessments such as car parks and the prison
which have affected the results. It is anticipated that the previous 10% reduction
in the list would be a more appropriate reflection.

The Government had been working with local authorities on changes to Business
Rates Retention with effect from 2019/20. This had been suspended following
the 2017 general election, but the December 2017 Provisional Finance
Settlement confirmed that local authorities will retain 75% of business rates from
2020/21. A separate consultation on the Fair Funding Review was also
launched, for implementation in 2020/21. It is too early to determine the impact
on Milton Keynes.

9 Revenue Support Grant

9.1

Reducing Revenue Support Grant (RSG) is the means of reducing local
government funding. The Local Government Finance Settlement confirmed a
multi-year offer for RSG. By 2019/20 we only expect to be receiving £5.5m in
grant. This is an 80% reduction compared to the £26.5m of RSG we received in
2016/17. The MTFP has been based on receiving no RSG from 2020/21 which is
the first year after the current 4 year settlement period.

10 Other Resources

10.1 There are a number of other grant funding streams which are critical to the

operation of the Council, these are:

13



Public Health Grant (ring-fenced)
Better Care Fund

New Homes Bonus

Dedicated Schools Grant (ring-fenced)

Other Specific Grants

Public Health Grant

10.2

10.3

10.4

10.5

The Health and Social Care Act 2012 transferred substantial health improvement
duties from the NHS to local authorities from April 2013. Local authorities have
been given a ring-fenced Public Health grant to discharge their responsibilities
to:

Improve significantly the health and wellbeing of local populations.
Carry out health protection functions delegated from the Secretary of State.

Reduce health inequalities across the life course, including within hard to
reach groups.

Ensure the provision of population healthcare advice.

Public Health England has implemented a year on year reduction in Public
Health Grant funding (6.2% in 2015/16, 2016/17 2.2%, 2017/18 2.5%, 2018/19
2.6%, 2019/20 2.6%). Grant reductions are expected to equate to £1.8m in total
over the period 2015/16 to 2019/20. Changes in population are not reflected in
the public health funding the Council receives.

The service has been renegotiating contracts and is reviewing staff structures
across Milton Keynes, Bedford Borough and Central Bedfordshire in order to
share resource and reduce costs. There will be further contract renegotiations,
including the 0-5 Children’s public health services, which are expected to deliver
further cost reductions. As the Public Health Grant remains ring-fenced in
2018/19, it is assumed that spending reductions will offset income reductions.

The Provisional Finance Settlement confirmed that the Public Health Grant
would be incorporated into 75% Business Rates Retention from 2020/21. This
reduced funding will therefore no longer be subject to ring fencing from this point.

Better Care Fund

10.6

10.7

10.8

The Better Care Fund (BCF) is pooled funding between the NHS and local
authorities and has been in place since 2015/16, to support the delivery of
integrated health services and to also support local authorities in implementing
the ‘Care Act 2014".

The pooled Budget has a legal basis in Section 75 of the NHS Act 2006. A
condition of this funding is that local authorities must agree with local health
partners how the funding should be utilised and the expected outcomes. These
spending plans must include detail on how Adult Social Care services will be
protected. The total 2016/17 pooled BCF for Milton Keynes was £14.956m of
which £4.674m was agreed as protection for Adult Social Care.

The improved Better Care Fund (iBCF) was first announced in the 2015
Spending Review, and was increased in the 2017 Spring Budget. At the 2017
14



Spring Budget announcement a total of £2.021bn was announced as
supplementary funding to the improved Better Care Fund (iBCF). This increase
is being funded by a reduction in the New Homes Bonus. This is illustrated in the
table below.

Table 5: Improved Better Care Fund

2017/18 | 2018/19 | 2019/20
£m £m £m
iBCF (top sliced from NHB) - 1.8 3.8
Additional iBCF 3.4 2.6 1.3
Total 3.4 4.4 5.1
10.9 The total 17/18 pooled iBCF for Milton Keynes, including the additional funding,

10.10

10.11

10.12

10.13

10.14

will be £18.2m.

The IBCF grant may only be used for the purposes of meeting adult social care
needs; reducing pressures on the NHS, including supporting more people to be
discharged from hospital when ready; and ensuring that the local social care
provider market is supported. The local spending plan for Milton Keynes for
2017/18 and 2018/19 has been agreed with the Clinical Commissioning Group
(CCG) in Milton Keynes and approved nationally as part of the overall BCF plan.

New Homes Bonus

The New Homes Bonus (NHB) is funding allocated to councils based on the
building of new homes and bringing empty homes back into use. The intention
for the NHB was to ensure that the economic benefits of growth are returned to
the local authorities and communities where growth takes place - and so help
engender a more positive attitude to growth.

As part of the 2017/18 Financial Settlement, the total amount available for the
NHB was reduced by two-thirds, with funding re-directed to the Better Care
Fund. The period over which the NHB would be paid was also reduced from 6
years to 5 years in 2017/18 and to 4 years from 2018/19 and a national baseline
for housing growth of 0.4% was introduced, below this NHB would not be paid.
This baseline is reviewed annually.

In September 2017 the Government consulted further on proposals to withhold
the NHB where homes have been granted on appeal and increase the national
baseline. The 2018/19 provisional settlement confirmed that these proposals
would not be implemented at this time. However, the Government have retained
the option to make adjustments to the baseline in future years.

The provisional NHB allocations are detailed in the table below.
Table 6: New Homes Bonus Allocations

2018/19 | 2019/20
£fm £fm
Provisional 2018/19 Finance
Settlement 6.0 5.2
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10.15 Current allocations are set out in Table 7.

Table 7: New Homes Bonus Forecast

2011/12
to 2016/17 | 2017/18 | 2018/19
2015/16
£m £m £m £m

Total Forecast Income (32.925) | (12.300) (9.500) 5.963)
Commitments
Funding Debt Costs for MKDP Assets 5.518 1.603 1.603 0.000
Tariff Risk Share Reserve 2.320 0.580 0.580 0.000
Empty Homes Officer 0.079 0.033 0.033 0.000
Earmarked for Capital Programme for
Infrastructure 2017/18 onwards 2.040 2375 4370 14.116
Earmgrked for I_:uture Working project and 2 365 2 665 5197 1098
associated business process changes
One off funding in Revenue 0.150 0.000 0.000 0.000
One off funding for delay to Residual
Waste Treatment Facility to July 17 0.000 0.000 0.878 0.000
Risk provision for late opening from July to
March of Residual Waste Treatment 0.000 0.000 4.200 0.000
Facility
Risk Provision for further delay to the
opening of the Residual Waste Treatment 0.000 0.000 0.000 5.963
Facility
Homelessness Partnership funding 0.000 0.000 0.200 0.000
Rephasing benefits for exiting Saxon Court 0.000 0.000 0.222 0.000
Supporting the timing _of Community and 0.500 0.000 0.000 0.000
Cultural Services Review
A421 Extension 0.000 0.000 0.000 2.000
Total Commitments 12.972 7.256 17.283 23.177
In year NHB funding (surplus) / deficit (19.953) (5.044) 5.783 23.177
Cumulative NHB Funding (surplus) /
deficit held in reserve (19.953) | (24.997) | (17.214) 0.000

10.16

10.17

Given the continued reductions in NHB nationally to fund other more immediate
calls on local government services, allocations to the capital programme or other
one-off funding sources have not been made beyond 2017/18.

At the time of writing this plan, the new Residual Waste Treatment Facility is still
to complete its final acceptance test which would result in service
commencement. Until this is achieved, the Council will continue to bear the
costs of waste disposal. The 2017/18 budget had been set on the basis of the
facility achieving service commencement and therefore the costs of waste
disposal had not been reflected in the budget. During 2017/18 the costs of this
delay were funded through the use of a dedicated risk reserve. In the event that
there is any further delay the 2018/19 budget would not allow for these costs and
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the anticipated income from the new facility would not be achieved. To ensure a
robust budget can be set the NHB allocation for 2018/19 has been set aside and
added to the Waste Risk Reserve.

Dedicated Schools Grant

10.18

10.19

10.20

10.21

The Dedicated Schools Grant (DSG) is a ring-fenced grant supporting individual
schools, academies and other pupil related expenditure as defined in the School
and Early Years Finance (England) Regulations 2017 (and 2018 when they are
introduced in early 2018).

The DSG is broken down into four funding blocks; schools, central schools
services, high needs and early years. The funding allocations for each of the
blocks are calculated as follows:

e The schools block is calculated based on the October 2017 census details,
passed through the DfE’s national funding formula. This is calculated at
school level but then adjusted to ensure no school loses funding (on a per
pupil basis). A cap on gains is then applied to any school receiving a gain
of more than 3%. This is to reflect the transition period in the introduction
of the NFF. The total of the individual school amounts (after the cap and
protection has been applied) then forms the funding allocation for the LA.

e The central schools services block is calculated based on the number of
pupils on roll at a specific census date in October 2017.

e The early years block is calculated based on the number of early years
pupils on roll at specific census dates in January 2018 and January 2019.
The indicative allocation received in December is based on census data at
January 2017 which is then revised when January 2018 and January 2019
data can be confirmed.

e The high needs block is based on a mixture of October 2017 census data
and historic spending allocations.

The funding blocks will now become ring-fenced, although LA’s are able to move
0.5% of funding from the schools block to high needs. Given the increase in
funding to the high needs block and the ongoing review of all areas of
expenditure within this area, no transfer from the schools block is proposed.

Changes in Funding

The increases in funding from the 2017/18 final allocation to the 2018/19
baseline seen in the schools and high needs block reflect the allocation of the
additional funding that the government announced as part of the NFF. This is
recognition that Milton Keynes has experienced significant growth and has faced
significant pressures in funding of high needs. The new funding formula will now
fund growth in schools on a historic basis and high needs on a new funding
formula, intended to reflect both recent LA spending, the population and the
demographic of young people, by using drivers from the census. The increase in
funding that can be seen since the 2018/19 baseline (and that reported in the
draft budget report) reflect increases in pupil humbers since the two census
dates.
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10.22

10.23

10.24

The early years provisional allocation includes funding for the introduction of the
30 hour offer (increasing the previous free entitlement for 3 and 4 year olds of 15
hours to 30 hours for working families) which was introduced in September 2017.
The provisional funding allocation for 2018/19 reflects the full year effect of the
introduction of the new initiative, an assumption that take up will increase now
that this has been implemented for some time and an increase in the funding
rate of £0.23 per hour for 3 and 4 year olds.

School and Provider Funding Changes

As the schools block is now ring-fenced, it is necessary to pass all funding
through to schools so that they can benefit from the increases in funding as soon
as possible. MK has been able to move to the full NFF components and unit
rates in 2018/19, protect losing schools (on a per pupil basis) so they see no
reduction and increase the cap applied to gaining schools to 3.8%. The formula
reflecting these changes has been submitted to the DfE by their deadline of 19
January 2018 and will now be subiject to their checking processes before this will
be confirmed to schools.

In early years, there will also be an increase in the standard provider rate
payable in relation to 3 and 4 year old take up as a result of the increase in
hourly rate funding. As outlined in the regulations, this will be consulted on with
providers in February 2018.

Specific Grants

10.25

We also receive several specific grants, although the number and value of these
have and will continue to reduce. These grants are in some cases “ring fenced”
to individual activities, so spending is dictated along with the funding. Some
specific grants are not ring fenced, which means that the Council can choose
how funding is spent in accordance with local priorities (even where a grant was
previously linked to a specific service or priority). The specific grants we are
expecting to receive are as follows:
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Table 8: Specific Grants

2018/19 2019/20 2020/21 2021/22
m m m m

Non-ring fenced Grants:
Benefits Administration Grant (0.912) (0.821) (0.821) (0.738)
NNDR Administration Grant (0.384) (0.384) (0.384) (0.384)
CTR Administration Grant (0.250) (0.250) (0.250) (0.250)
Extended Right to Travel (0.043) (0.043) (0.043) (0.043)
Throughcare & Aftercare (0.053) (0.053) (0.053) (0.053)
Strengthening Accommodation Grant (0.070) (0.070) (0.070) (0.070)
Strengthening Families Grant (0.755) (0.619) 0.000 0.000
Business Rates Retention Tax Loss Reimbursement (3.590) (3.590) (3.590) (3.590)
Total Non-ring fenced Grants (6.057) (5.830) (5.211) (5.129)
Ring Fenced Grants:
Mandatory Rent Allowances: Subsidy (57.707) (57.707) (57.707) (57.707)
Mandatory Rent Rebates outside HRA: Subsidy (26.122) (26.122) (26.122) (26.122)
Pupil Premium Grant (6.436) (6.436) (6.436) (6.436)
Sixth form funding from Education Funding Agency (5.331) (5.331) (5.331) (5.331)
Skills Funding Agency Grant (0.716) (0.716) (0.716) (0.716)
Discretionary Housing Payments (0.837) (0.837) (0.837) (0.837)
Youth Offending Team Grant (0.219) (0.197) (0.277) (0.277)
Local Reform & Community Voices Grant (0.125) (0.125) (0.125) (0.125)
Prison Specific Grant (0.110) (0.110) (0.110) (0.110)
Bus Service Operators Grant (0.493) (0.493) (0.493) (0.493)
Bury Field Common Grant (0.024) (0.024) (0.024) (0.024)
Asylum Seekers Grant (0.914) (0.914) (0.914) (0.914)
Staying Put Grant (0.061) (0.061) (0.061) (0.061)
Looked After Children Remand Grant (0.056) (0.056) (0.056) (0.056)
Flexible Homelessness Support Grant (2.199) (1.199) (1.1299) (1.1299)
Homelessness Reduction Act grant funding (0.122) (0.112) (0.118) 0.000
Controlling Migration (0.350) 0.000 0.000 0.000
Total Ring Fenced Grants (100.821) (100.439) (100.426) | (100.308)
Total Specific Grants (106.878) | (106.269) | (105.637) | (105.436)
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11 Reserves and Balances

111

11.2

11.3

When setting its Budget, the Council must have regard to the level of reserves
needed to mitigate against both known and unknown risks and issues. A risk
assessment of the General Fund and Housing Revenue Account balances
informs the Corporate Director, Resources view of the adequacy of reserves to
provide assurance to the Budget. This is a statutory requirement. This risk
assessment has been carried out along with the development of the 2018/19
Budget to confirm overall General Fund and Housing Revenue Account balances
(Annex G and Annex U of the Budget Report).

In addition to the General Fund Balance, the Council keeps several earmarked
reserves on the Balance Sheet. Some are required to be held for statutory
reasons, some are needed to comply with proper accounting practice, and others
have been set up voluntarily to earmark resources for future spending plans or
potential liabilities.

All the reserves listed at Annex H of the Budget Report have been reviewed to
ensure that they remain relevant, have clear objective(s) and where appropriate
an expiry date has been shown as to when the funds should be fully utilised.
They are summarised in the table below.

Table 9: Reserves Analysis

Position Forecast | Forecast

31/03/2017 | position position
31/03/2018 | 31/03/2019

£m £m £m

General Fund Balance (10.645) (17.628) (17.358)
Managing Risk & Uncertainty (13.334) (10.543) (9.703)
Delivering our Budget Strategy (26.286) (14.189) (11.504)
Tariff (3.771) (4.351) (4.931)
Cash-flow timing (2.534) (1.817) (5.217)
Third Party Reserves (2.130) (1.096) (1.096)
Trading Account Reserves (0.707) (0.326) (0.276)
Capital Reserves (35.521) (28.043) (26.321)
Total General Fund Reserves (93.928) (77.993) (76.406)
HRA Balance (6.236) (7.259) (7.259)
HRA Earmarked reserves (7.276) (7.361) (7.385)
HRA Capital reserve (58.318) (63.570) (66.519)
Total HRA Reserves (71.830) (78.190) (87.163)
Schools / DSG Balance (9.570) (9.570) (9.570)
Total Reserves (175.328) | (165.753) | (167.139)

11.4 Housing Revenue Account balances are shown to be considerably in excess of

the minimum prudent level, pending decisions to be guided by the Housing
Strategy and Housing Revenue Account Business Plan on options for investment
in maintaining and improving the housing, stock, regeneration, and delivering
new council housing.
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11.5

11.6

11.7

11.8

In addition, there are a number of reserves which address the difference in
timing between cash receipt and payment, for example the New Homes Bonus
reserve, which is fully committed to major schemes and S106 reserve where the
majority of funding is committed to future schemes in the capital programme. A
reserve has been created to help manage the turbulence and risks in the
Business Rates regime. This funding source has shown itself to be complex and
variable, which significantly increases the income risk to the Council.

Overall the capacity in general reserves (General Fund Balances and other
reserves), has reduced over the last three years as reserves have been used to
support one-off expenditure in the budget process and as a result of using £7m
to offset risks and issues arising during 2016/17. General reserves and balances
represent less than 8% of the Council’'s net expenditure and just 3% of gross
expenditure.

One of the key underpinning financial principles of the MTFP is to not use the
Council’'s Reserves (and other one-off resources) as a primary method to
balance the ongoing pressures in the Budget. Earmarked reserves are now used
for specific one-off purposes to support the delivery of corporate objectives and
to mitigate risks.

Reserves are also only available once if they are used, unless we achieve an
underspend or we have an unexpected income stream it is unlikely they will be
recreated. This is significant in light of the increasingly challenging financial
circumstances, which mean the implementation of budget reductions or raising of
additional income is likely to become higher risk overall. It is therefore important
to consider not only current risks for the Council when estimating the sufficiency
of reserves, but also the likely need to address a higher risk threshold in the
future.

12 Summary of Available Resources

12.1

The total ongoing resources forecast to be available over the medium-term are
shown in the table below.

Table 10: Summary of Available Resources Ongoing over MTES Period

2018/19 2019/20 2020/21 2021/21
£m £m £m £m

Revenue Support Grant (11.476) (5.502) (0.000) (0.000)
Retained Business Rates (49.120) (49.120) (44.120) (44.120)
Council Tax (including (118.247) | (122.002) (125.858) (129.820)
parish precepts)

Public Health Grant (11.400) (11.100) (11.100) (11.100)
Use of New Homes Bonus 0.000 (2.000) (4.000) (4.000)
Total Ongoing (190.243 | (189.724) | (185.078)| (189.040)
Resources

12.2 Specific grants and the Better Care Fund are offset against expenditure within

services, so are not shown in the table above. The Dedicated Schools Grant is
treated as a separate ring-fenced grant, where contributions, if agreed by the
Schools Forum reduce expenditure, so again this is excluded from the resources
table. In general, this shows that Government funding will continue to reduce,
although the impact is partially offset by increases in Council Tax (through
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raising charges and an increase in the number of properties) including the Adult
Social Care Precept. This reflects a shift in Council’s being supported by local
income rather than national funding.

13 The Challenge Ahead

13.1 The combination of substantial increases in demand for services and continued
cuts to Government funding is creating an ongoing need to generate cost
reductions or increase income. In total we need to address £41m of financial
pressures over the next four years. Some of these pressures (£18.9m) will result
in funding being reinvested into statutory demand led services.

13.2 Table 13, shows the financial pressures we must address over the next four
years. So far, we have identified specific proposals which could address up to
£18m of these financial pressures but there is still significant work for the Council
to do to close the gap and to ensure that it remains financially sustainable. The
Financial Strategy and the ongoing schemes which should address this position
are shown in section 21.5.

Table 11: Medium Term Financial Forecast

2018/19 | 2019/20 | 2020/21 | 2021/22 | Total
£m £m £m £m £m

Government Funding 2.229 4.500 7.295 0.268 | 14.292
Adjustments
Other Funding Sources (13.008) | (2.096) | (0.600) | (3.699) | (19.403)
Forecasting assumptions 4.705 4.877 4.691 3.717 | 17.990
Budget Service Pressures 16.304 3.488 3.194 3.549 | 26.535
Corporate Pressures 5.902 | (3.300) 1.250 0.000 3.852
Reserves Technical (0.637) 0.000 0.000 0.000 | (0.637)
Adjustment
Planned reduction to (0.774) | (0.377)| (0.484)| (0.168) | (1.803)
contingency budget
One-off Pressures 0.335 0.000 0.000 0.000 0.335
Total Pressures 15.056 7.092 | 15.346 3.667 | 41.161
Capital Financing Costs (3.000) 0.000 0.000 0.000 | (3.000)
Total Service Budget (9.525) | (1.706) | (1.141) | (0.540) | (12.912)
Reductions
Total Service Income (2.196) | (0.060) | (0.072) | (0.044)| (2.372)
Generation Proposals
Less Reserves applied to one- (0.335) 0.000 0.000 0.000 | (0.335)
off pressures
Net Ongoing Position 0.000 5.326 | 14.133 3.083 | 22542

14 Approach to Capital

14.1 We see our capital spending and assets to be an essential part of addressing the
medium term financial challenge. This is for three main reasons:

e Funding Source - The assets we hold need to be used as effectively as
possible to release funding or generate income in the future. For example, we
are finalising an agreement with a major developer to facilitate the sale and
development of over 2,500 properties in our Western Expansion Area and we
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are identifying opportunities to build houses on smaller parcels of land. We are
also releasing properties and sites we no longer need to save money in
maintenance and running costs while also generating capital receipts.

Invest to Save — We are identifying schemes which can deliver cost reductions
or investment income to support the financial position over the medium term.
For example, the Residual Waste Treatment Facility, which has given the
opportunity to sell the spare capacity to generate income, photovoltaic cells on
roofs of buildings and moving to LED lighting in street lamps to reduce running
costs and replacing bollards with more flexible versions and without lighting.
These schemes are essential to our long term financial sustainability.

Flexible use of capital receipts (see section 15) — A new flexibility is available
to use capital receipts generated from 2016/17 to fund the one-off revenue (or
capital) costs of transformation. This is particularly significant as in previous
years we have had several items where we were building funding into the
base budget to prepare for investment, which provided one-off resources.
These items have all now been committed so our previous sources of one-off
funding are significantly reduced.

15 Flexible Use of Capital Receipts

15.1 From 2016, a new national directive has allowed local authorities to use capital

15.2

receipts to fund the revenue costs of transition. This directive only applies to new
capital receipts from 2016/17. Local authorities cannot borrow to fund the costs
of change. The plans for using this new power need to be notified to the
Department for Communities and Local Government before the beginning of the
financial year and individual projects using this power need to be declared as
part of the Budget process and Medium Term Financial Strategy. At present new
capital receipts are being used to fund the demand for capital expenditure which
arises from the growth of Milton Keynes and the relatively high cost infrastructure
which needs to be maintained. We are also using capital investment to deliver
ICT and accommodation changes to reduce costs.

We would potentially wish to use capital receipts flexibly to support the following
projects;

Changes to Adult Social Care System

Future Working Programme (see section 21.30)

16 Capital Principles

16.1 There are a number of principles which we apply to capital, which have been

previously endorsed by the Cabinet. These are:

Emerging pressures are managed within existing cash limits - new capital
schemes are not added in year, unless there is an explicit decision to re-
prioritise the Capital Programme removing schemes if necessary. All schemes
in the Capital Programme must be fully funded.

Spending is aligned to Key Priorities - capital schemes will be prioritised based
on information arising from Asset Management Plan work and the Local
Investment Plan (LIP).

Income is only included in the budget when supported by robust proposals and
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is therefore deliverable - capital schemes relying on funding from external
parties will only be given spend approval when funding is confirmed.
Expenditure against capital receipts will normally only be agreed once
received.

Future liabilities are anticipated - the need to maintain the Council’s assets is
recognised and given priority within the Capital Programme. The Council has
developed a long-term investment strategy to outline how future asset needs
can be funded. This will ensure the financial impact of known future liabilities is
adequately managed. In addition, before committing to a scheme the revenue
implications are considered and the asset/ investment are designed to be
financially sustainable.

Budgets are sustainable - Council budgets recognise that sales of assets
alone are not a sustainable method of funding the capital programme over the
medium-term. The Council needs to anticipate finding shortfalls in the Capital
Programme and build into its revenue budget the capacity to borrow or make
revenue contributions to capital in order to ensure essential infrastructure is
provided.

Base Budget / One-off expenditure/ Capital expenditure are distinguished.

Capital schemes: Allocation of resources is separate from expenditure
approval to spend.

Capital and revenue planning needs to be integrated to ensure implications
are fully anticipated.

The use of specific grant funding does not lead to budget pressures - where
grant funding is made available to schemes there needs to be an explicit
assessment of risk. In particular, on complex schemes where grant funding is
fixed, the Council needs to recognise it would have to wholly fund any
overspend.
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17 Allocating Capital Resources

Diagram 1: Drivers Influencing the Allocation of Capital Resources
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17.1

17.2

17.3

17.4

The needs arising from growth are a major driver for capital resources. While we
receive contributions from developers towards this expansion activity our latest
Local Investment Plan (LIP) (March 2015) showed that the critical and necessary
infrastructure to deliver current planned housing will cost over £800.0m, of which
£217.0m of funding had not been identified. However, we know that to deliver
successful growth the key elements of infrastructure need to be in place before
housing growth takes place. The LIP will be updated to reflect infrastructure
requirements as part of Plan MK.

We will always need to meet our statutory requirements, which include essential
health and safety works on highways and infrastructure and ensuring every child
has a school place. In 2018/19 we are delivering 4 major expansions, with a
further 1 new secondary school, 1 primary school and 2 major expansion
completing in later years.

We are looking for opportunities where capital expenditure will result in either
new income streams for the council or reduced costs. These schemes are
fundamental to our sustainability plan. These schemes include alternative ways
of providing accommodation for homelessness and care leavers, as well as
energy efficiency schemes.

There are a number of schemes in the capital programme which contribute to the
delivery of the Council Plan, for example the new house building programme
(E12.0m ) and the purchasing of existing housing (£8.0m ), which increases
supply of social housing and reduces the need for temporary
accommodation. We are contributing to the dualling of the A421 (£3.0m) and
East West Rail (£7.6m), which will improve the connectivity of Milton Keynes and
encourage economic growth. We are also continuing to invest in
Broadband. The chart below shows some of the major schemes and how they
contribute to the Council Plan.
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Diagram 2: The MK Council Plan and Major Supporting Schemes
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17.5 The SMART property programme has been rationalising our property and asset
portfolio and has given a clearer direction of travel in terms of buildings we
should retain. This project has also identified issues with the stock we are
planning to retain, so part of the programme needs to address property issues.

17.6 While some funding allocations have Government guidelines for spending, we
will use the resources we have available to meet our local priorities in the most
effective manner across service areas. Ring-fenced funding is always spent in
accordance with requirements.

17.7 In light of the revenue funding position of the Council, we will only use prudential
borrowing on schemes which generate an income stream, to avoid adding further
pressures to the revenue budget.

18 Estimating Capital Resources

18.1 There are a number of different funding sources for the capital programme, the
main funding sources and the key assumptions are as follows:

e Single Capital Pot - a single allocation, together with specific individual
national Government Department guidelines as to how it should be allocated.
We estimate the future years allocations based on previous years where
figures have yet to be confirmed.

e Prudential Borrowing — powers under the Prudential Code allow local
authorities to borrow money to finance capital projects so long as the impact
on revenue budget is affordable. The revenue impacts of prudential borrowing
must be built into the revenue budget each year. Overall borrowing decisions
are made at a strategic level in accordance with the Prudential Code under the
Council’'s Treasury Management Strategy. We currently only use prudential
borrowing for spend to save schemes, such as the investment in Highways
and Infrastructure assets and the Residual Waste Treatment Facility.
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Prudential borrowing assumptions reflect the cost of specific projects, where
this is a cost effective means of financing.

Developer contributions — used to support expansion of the borough either as
a result of specific grants or through the use of S106 agreements with
developers. The purpose of S106 agreements is to provide for specific
infrastructure needs made necessary by new development. In Milton Keynes
this also includes funds allocated from the Tariff. Developer contributions are
incorporated into the estimated programme based on individual eligible
schemes.

Capital Receipts - resources generated by the sale of land or assets. Milton
Keynes Council policy is that General Fund capital receipts are not allocated
or committed prior to receipt unless inextricably linked to a specific project. We
have included estimated levels of capital receipts over the medium term,
reflecting assets which have been identified for disposal. The major source of
capital receipts over the next ten years will be from the agreement to facilitate
the development of the Council’s land in the Western Expansion Area.

National Government Grants - these resources often come with a high degree
of ring-fencing or specified purpose requirements attached to the funding,
although some are not ring-fenced. The biggest source of grant funding is for
expansion of school places. The Department for Education only announce
funding allocations on an annual basis based on the return we submit showing
the demand for school places. While in some years we have been successful
in generating higher than expected contributions to schemes, estimates
include an average level of income for future years.

Third Party Contributions - other funds provided by third parties, normally to
supplement Council contributions from its other resources. These are included
in the forecast position where known to supplement funding for individual
projects.

Revenue Contributions - direct financing of capital expenditure from revenue
resources. The current shortfall in revenue funding means that the only
revenue contributions to capital reflect the investment from tenants’ rents to
improvements in the housing stock.

New Homes Bonus — this is a grant received as a result of an increase in
Homes in Milton Keynes. This grant is not ring-fenced. Cabinet have agreed
priorities for the use of New Homes Bonus to deliver key strategies, including
the Core Strategy; Economic Development Strategy; Local Investment Plan;
Regeneration Strategy and Housing Strategies. Commitments of the 2017/18
allocation are shown in Table 7. At present information on a number of
potential schemes including waste strategy; multi-modal transport model; Plan
MK and MK futures need to be identified and financed.
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Table 12: Forecast Capital Resources

2018/19 | 2019/20 | 2020/21 | 2021/22 | 2022/23

Onwards | Total
Funding source 2l 2l il 2l £m £m
Capital Receipts 8.478 0.600 0.470 0.470 0.220 | 10.238
Developer Contribution 15.665 | 14.302| 13.570 7.951 17.980 | 69.468
New Homes Bonus 9.536 0.473 0.084 4.410 2711 | 17.214
Parking Reserve 0.050 0.050 0.000 0.161 0.000 0.261
Prudential Borrowing 28.015 8.793 3.198 4.251 0.879 | 45.136
Single Capital Pot 65.399 9.846 8.586 8.749 11.523 | 104.103
Grant 9.687 4.493 3.472 1.049 0.953 | 19.654
Revenue — GF 0.673 0.000 0.000 0.000 0.000 0.673
Revenue — HRA 6.231 0.095 0.000 0.000 0.000 6.326
Third Party Contribution 4.100 0.550 0.000 0.278 0.000 4.928
MRR 18.576 | 15.435| 15.436 15.435 15.436 | 80.318
Total 166.410 | 54.637 | 44.816 42.754 49.702 | 358.319

18.2 Both in total and at the individual resource level these are
estimates of future resources, but may be subject to change. The medium term
position will continue to be updated on a regular basis.

19 Forecast Capital Expenditure

19.1

at best prudent

In order to assess our capital expenditure needs we have to consider a number

of different issues (as set out in section 18.1). The forecast expenditure position

is as follows:

Table 13: Forecast Milton Keynes Council Capital Expenditure

2018/19 2019/20 2020/21 2021/22 2022/23
£m £m £m £m Onward
£m
Education — Continuing Schemes 22.858 30.256 10.847 0.000 0.000
Education — New Starts 0.753 2.449 2.255 2.176 4.292
Education — Pipeline 0.000 0.000 0.000 2.969 0.000
Transport — Continuing Schemes 18.228 4.445 0.600 6.035 3.730
Transport — New Starts 12.058 8.583 7.563 8.314 4.944
Transport — Pipeline 0.000 5.000 5.750 4.375 17.980
Social Care & Housing GF — 5.956 0.030 0.000 0.086 0.000
Continuing Schemes
Social Care & Housing GF — New 0.953 0.953 0.953 0.954 0.953
Schemes
Housing HRA — Continuing Schemes 10.832 0.135 0.000 0.000 0.000
Housing HRA — New Starts 16.866 15.655 15.656 15.655 15.656
129.990 81.106 51.513 43.427 49.121

TOTAL Expenditure
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19.2

The forecast Medium Term Capital Programme will deliver major investment in
Milton Keynes. Some of these items are as follows:

The Children and Families Programme includes a number of school
expansions to increase the number of pupil places. . In 2018/19 we are
delivering 4 major expansions, with a further 1 new secondary school, 1
primary schools and 2 major expansion completing in later years.

The Council is continuing to fund the building of up to 200 new homes to
address the increasing demand for affordable housing.

Prudential borrowing continues to enable the backlog maintenance issues on
highways and infrastructure to be addressed and street lights to be replaced
and become more energy efficient through trimming and dimming works.

The Future Working Programme which will result in improvements to Council
office accommodation, supporting new ways of working and reducing the costs
of Council office accommodation.

ICT investment in systems replacement and infrastructure to reduce the costs
of support and maintenance and to enable workforce efficiencies through
better use of technology.

20 Summary Capital Programme

20.1

20.2

20.3

The table below shows a summary of the capital position over the MTFS period
and the resources allocated in the Capital Programme.

Table 14: Forecast Summary of Capital Resources and Expenditure

2018/19 2019/20 2020/21 2021/22 2022/23
£m £m £m £m Onward
£m
Capital Expenditure 129.990 81.106 51.513 43.427 49.121
Net Position (36.420) 26.469 6.697 0.673 (0.581)
(surplus) / deficit
Cumulative Position (36.420) (9.951) (3.254) (2.581) (3.162)
(surplus) / deficit

The surplus position entirely relates to school build schemes where funding has
been received to deliver additional primary and secondary school places. The
schemes are planned over the medium term which will use the funding available
but there is a timing difference between receipt and spending. Once the schools
planned and funded in part through Department for Education grant have been
completed, we will be using the Government programme to deliver new school
places which should reduce the financial burden on the Council.

While this headline position shows that the capital expenditure needs are
affordable for the medium term, we are currently developing a new Multi-Modal
Transport analysis which is expected to highlight some significant shortfalls in
transport capacity. Part of the MK Futures work is considering how different
solutions to travel and transport can be developed based on new technology and
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20.4

innovative solutions. But it is still expected that significant investment will be
required in the highway network. Our current spend on highways and
infrastructure exceeds Government funding allocations so this is likely to be a
challenge for the future.

The long term investment programme is being reviewed but it will still highlight
the additional funding requirement to deliver some of the key infrastructure to
sustain growth. It is likely additional infrastructure requirements will be identified
to meet the growth set out in Plan MK, this detail will be developed over the next
year.

21 Reaching a Sustainable Financial Position

A Fair Financial Settlement

21.1

21.2

21.3

21.4

215

We believe strongly that Milton Keynes needs a fairer funding distribution if we
are to sustain a positive local attitude to growth and continue to deliver high rates
of year on year expansion. We can evidence the fact that the current approach to
funding, which does not recognise the demands of growth, not only fails to
incentivise growth, but it actually creates penalties for rapidly growing areas.

Milton Keynes has grown at a rate of between 1,000 and 1,700 houses per year
for the last five years and this growth is expected to continue. Growth of this
scale creates an additional cost for running services for an expanding
community. The latest estimate of these costs indicates additional pressures in
the region of £4.6m pa. This is partially offset by additional Council Tax income
which is around £1.5m pa from the increase in number of properties, but this
additional income is now offset by a greater reduction in Revenue Support Grant.
This results in a net cost of £3.1m pa. These costs are not simply one-off costs
but are compounded year on year by continued growth. On average, our annual
benefit from the Business Rates Retention system has been a benefit of around
£1.1m, although this has varied considerably from year to year.

This means on an annual basis, allowing for some of business rates growth
being applied, the Council is £2.9m worse off because its population is growing
and this is an issue for the current population, who continue to support the
growth agenda. The extent of the financial strain on the existing population is
reflected in the financial strain it places on the Council, so whilst in year 1 the
additional service pressures which need to be funded from the budget is £2.9m,
by year 2 this amounts to £5.8m against a background of reductions in the
absolute level of resources available to the Authority.

The general election had led to the previous plan for 100% Business Rates
Retention being suspended, but with the review of the needs assessment being
retained. The December 2017 Provisional Finance Settlement confirmed that a
75% Business Rates Retention scheme would be implemented, and launched a
consultation on the Fair Funding Review. This should update funding to reflect
the additional population but there is no information available how and when
potential changes may be made. We will continue to work with MHCLG, Local
Government Association and MP’s to ensure Milton Keynes gets a fair deal from
any funding changes.

Financial Strategy

We need to identify £41m of cost reductions or increases in income over the next
four years to achieve financial sustainability. To date, £18m has been identified
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which leaves £22.5m still to address. The final year of this period will be after the
changes to the funding regime, which if there is greater recognition of the costs
of growth, may lead to additional funding. However, we are still working on a
position to reach financial sustainability, initially for the medium term, and once
the funding regime is known, for the long- term.

* Reduce costs -
do things more
efficiently

« Share back
office functions
and front line
services

+« Reduce
overheads and
management
costs

Future Direction for the Council

21.6 Our financial strategy is set out below.

Sustainable

* Reconfigure for
the long-term so
people receive
good quality
services

« May not deliver
ourselves, may
deliver less or
not at all

* Work with
communities to
deliver the
services they
want, either
directly or in
partnership with
others

S

« Change how we
deliver services

* Innovate and
radically
transform things
to reduce cost

* New ways to
generate income
or reduce cost

* Invest in more
preventative
services

« Work with
others to reduce
demand and
increase
wellbeing

21.7 We have recognised we need to change if we are to be sustainable, the diagram

below sets out the major changes we are currently making to the way we will

deliver services.

Diagram 3: Future Delivery Model for the Council

31




Panning,

Regulatory Service:

Property,
Facilitie
Managemen
Asset Dey

Voluntary

Tr anspesrttatyu
support for
peopl e; com
assets; | an
vtreet cl ea
areas

Sector & Parisl
Councils

Increasing
capacity to

generate

income

Regional
Working

Tr anspol
Economi
Devel op

LGSS;
Support
and
Benef

S

Reven
t s

21.8

-

MKDP

Propert)
l and as:

/| 2 dzy O

Shared
Services

Housing
regener a
mai nt ena

Your MK

Integration
with Health

Pl an

Sust ai
Transfor

na

In 2015, the Council committed to being a co-operative Council. We are clear

that we cannot continue to run a wide range of services including: landscaping,
street cleansing, play areas, community facilities, arts and sports and some non
statutory care services in the way we have in the past. We are committed to
working with a range of voluntary sector organisations, town and parish councils
and other parties to redesign service delivery and find alternative solutions,
which will reduce the costs for the Council.

21.9

Discussions and engagement with a range of Parish and Town Councils and

other community organisations in MK are underway. At present proposals are
still being developed. As matters progress, the Cabinet Member for Place is
committed to continuing close engagement with these organisations and the

Parish Forum.
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21.10

21.11

21.12

21.13

21.14

21.15

We have completed a review of the Milton Keynes Development Partnership to
refine its focus and purpose. This partnership will play a key role in the financial
sustainability for the Council through either returning capital receipts or ongoing
income, or supporting the Council to negotiate major property deals for the
Western Expansion Area and Tickford Fields. These are major assets for the
Council and will release substantial capital receipts in the medium to long-term.

In December 2015, the Council created a partnership with Mears (Your MK) to
deliver regeneration in parts of Milton Keynes. This is more than simply
addressing housing issues. The partnership is intended to address the
deprivation issues in these estates currently, improve housing and economic
prosperity, which should have a wider impact than just for the current residents.
The contract also provided a more effective and efficient repairs and
maintenance contract for our housing stock. Your MK is also supporting us with
new approaches for temporary accommodation to reduce costs.

We are currently exploring how to integrate services more cost effectively with
health partners through the Sustainability and Transformation Plan. This may
result in a different form of delivery, but fundamentally it will reduce costs while
improving the way the whole system operates to deliver a more effective service
for residents. We are in the early stages of this work, so the details are not yet
known, but as this develops the financial impact will be built into the medium
term financial position.

We have already joined LGSS, which is a shared service partnership with
Northamptonshire and Cambridgeshire County Councils. This arrangement
covers services such as Finance, HR, ICT, Internal Audit, Insurance,
Procurement and Revenues and Benefits. While the direct benefits of this
arrangement will deliver £2.2m savings over the next four years, we are using
this relationship as a platform to explore greater efficiency opportunities, for
example through more joined up procurement and potentially extending the
current scope of services. We are working with LGSS colleagues to promote
future growth both in the main partnership and the revenues and benefits
partnership. Our implementation of the Enterprise Resource Planning (ERP)
solution is also a commercial opportunity. Additional income for the partners or
cost reductions is anticipated over the medium term but will not be recognised
until agreements are confirmed.

As an area, we have been working with our Local Enterprise Partnership on a
more strategic approach. We are working with other authorities to develop a
regional approach to major infrastructure (which crosses local authority borders)
and transport solutions. We are also working closely with other authorities to
determine how best to extend collaboration to create a more effective economic
and strategic growth position for the region. This work is complex and takes time,
but we would hope to realise both more efficient service delivery and a better
economic outcome for the region, which would benefit Milton Keynes as a result.

There is a recognition that it would be very challenging to seek to address the
funding gap by simply by focussing on reducing staff and services. The size and
growth of Milton Keynes means that continued reductions of this scale would
increase the risks to the delivery of statutory services. Alongside the initiatives
outlined above, the council is seeking to maximise the benefits of a more
commercial approach, by increasing capacity to generate income by seeking to
utilise the authority’s assets and developing a commercial offer within some
service areas.
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21.16 To do this we are discussing a proposal which recommends that the council

procures partners in order to:

Deliver substantial additional income from a range of sources, all at pace.

Identify new commercial offers and enhance existing offers, to deliver new
income to offset the costs of services helping to improve financial sustainability.

Grow services through trading to create resilience and support staff recruitment
and retention.

Identify opportunities to partner with the Council to develop major investment
schemes, creating new income streams or generating capital receipts.

Identify improvements in services, through investment or process change to
reduce costs.

Other Projects and Programmes

Addressing Homelessness

21.17 The single biggest area of demand increase is for temporary accommodation.

21.18

We have seen an increase of 355% in temporary accommodation usage since
2014. This has and continues to create substantial financial pressures. A new
Service Director has been appointed and we are working on a range of actions to
determine how we can better manage demand in this area. This will involve
ensuring we are accepting eligible people; identifying and implementing new
prevention methods; looking for cheaper accommodation; creating additional
housing capacity and continuing to develop alternative housing approaches. This
will build on the work already delivered to cope with the increase in demand, and
will require some upfront investment in staff capacity to make key changes
including implementation of the Homelessness Reduction Act.

Using Capital Receipts

Through MKDP we are currently negotiating two major land sales to generate
capital receipts for the Council. It is likely that these will mainly fall outside of the
medium term period due to the need to deliver infrastructure on both sites.
However, we are exploring opportunities to either use receipts to pay down debt
or make investment decisions to generate ongoing income. These assets and
the best use of potential receipts could make a significant impact on our long
term financial sustainability. As these plans develop and a more commercial
approach to investments is defined these will be reflected in this plan.

SMART Property

21.19

21.20

The management and planning of our accommodation used to be led by
individual services. We have recognised that we need to take a more strategic
approach to determining our property requirements and look for opportunities to
release and reduce the buildings and assets we own and operate. Over the last
two years we have been working to assess our properties needs and the current
assets we own. This has resulted in both sites and properties being identified for
sale or for redevelopment. This will generate capital receipts for the Council and
reduce our running costs.

In addition, we have also changed the management of premises, to consolidate
contracts and take a planned approach to maintenance and investment.
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Smart City — Transport Programme

21.21

21.22

21.23

The application of Smart City/Transportation technology has both short term and
long term financial benefits.

Investment

Smart city development, particularly in the transport area is a current focus for
government investment, typically in the form of grants. These grants, won
through competition can provide a source of funding to support and demonstrate
the benefits of Smart technology. Seeking funding in this form can secure
internal resources and through the demonstration project reduce the risk to the
Council in applying large scale deployment of untried technology. Presently there
is in the region of £200-£500m available in this area (based on current and
previous autumn statements). Significant EU grants are also available through
the Horizon 2020 type process.

Recent success in this area includes grants to deploy electric buses (2), electric
vehicles, autonomous vehicles, MK Smart Hub and sensor trials. In addition to
the direct benefits of specific trials the project activity in the city helps grow MKs
increasingly global reputation as a progressive and innovative city. This helps
attract market the city as a destination and attract business investment in priority
knowledge intensive industries.

Current Issues

21.24

21.25

In the longer (mid) term (within five years) the application of the principles of
Mobility as a Service will become more mainstream — this is fully recognised in
the MK Futures work, and the focus of one of the six ‘big’ projects. This concept
places the individual (MK resident) at the core of transport services. Customers
will more and more demand that transport services adapt to the individual’'s
requirement rather than the current model of ‘forcing’ behaviour change to meet
the current service levels/patterns.

The application of technology is required to shift to this position. Providing real
time data supports the creation of new business models which will disrupt the
current operating model. Specifically this in the shorter term provide
opportunities for:

Parking:

1. The deployment of sensors within MK parking areas can reduce the cost of
the current parking contract by reducing enforcement, providing pay at exit
technology, reduce investment required in parking infrastructure, (meters)
and within a short period move to completely cashless payments.

2. The technology can also allocate parking, raising the current usage of spaces
to close to 90%. This reduces the burden on the Council to supplying parking
spaces and may support increased/accelerated CMK development rates, if
the provision of parking is seen as a ‘block’.

3. The improved service level by giving real time information and routing to
spaces provides a better service for users and therefore could support
additional charges, as the consumer will be ‘buying’ a better product.
Dynamic pricing could feature within five-ten years.
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Public Transport

21.26

Mobility as a service will have a revolutionary impact on Public Transport over
the next five-ten years. Sharing mobility, either physically with another individual
or in the shared use of vehicles, will allow greater access to individual demands.
This model of anywhere to anywhere transport, at a time that suits will mean a
greater acceptance of this form of ‘public’ transport. The opportunity this brings
to the Council is to rely less on supported transport, both for large ‘buses’ and in
some circumstances individual or community journeys (all forms, home to school,
health and social).

On demand shared buses/taxis could remove the need for Council subsidised
buses. The service could provide shared community transport, and in some
cases, bring efficiencies to home to school and ASC trips.

Autonomous City PODs have the capacity to support efficient parking (meet
greet) and give greater mobility/ accessibility across the city. Recent high level
business case development suggests a commercial model is viable. Work to
define a city centre hopper bus service recently suggested a significant subsidy
would be required for this type of operation.

Commissioning and Procurement

21.27

21.28

21.29

Procurement has recently embedded a change in the governance processes for
tendering and awarding contracts between the value of £100k - £500k. This has
seen a change to the Council’s Constitution, Scheme of Delegation and Contract
Procedure Rules. This change was to provide more focus and challenge earlier
in the process and to ensure that a commissioning approach is being followed
which defines the services we require and considers a broad range of ways of
delivery.

The LGSS Partnership continues to offer opportunities for collaboration and
strategic thinking and it is appreciated that we will need to pursue alternative
service delivery methods and make choices about service provision if we are to
become financially sustainable.

The focus moving forward will be to continue developing relationships with key
stakeholders to determine appropriate means of procurement to deliver the
requirement at best value. This will be achieved through an enhanced focus on
early engagement to move to a more strategic sourcing role including
undertaking appropriate pre procurement activities including market research,
early engagement with providers and researching alternatives approaches used
by peers. Procurement will continue to explore joint tender opportunities to
exploit spend for common products and services. This will include both aligning
future procurement activity where existing contract end dates are different and
where a single tender is not appropriate we will ensure any sharing of knowledge
is realised.

Future Working Programme

21.30

The Future Working Programme (FWP) has two key drivers:

The primary driver, a reduction in our accommodation costs through reducing,
in short, our city centre buildings from two to one. This will reduce our running
costs by between £0.5m and £0.8m in 2019/20 and release a property for
alternative use.
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e The secondary driver, delivering change in the culture and day to day
operations of the Council by ending outdated working practices, through
delivering a modern working approach across all service areas. This modern
working approach will be delivered primarily through a better use of
technology, leading to more efficient, productive and cost effective working
practices. We are currently working to quantify these benefits.

Customer Services/Digital Transformation

21.31 The Customer Service Programme is a key enabler for the Council’s corporate
‘agile Council’ priority and is delivering continuous improvement, transformation
and efficiencies through re-designing services ‘end to end’ from the point of
customer need through to the point the customer need is resolved. The key
outcomes for the programme are to ensure:

e The customer experience is improved when accessing Council services which
are delivered on time and to the right standard through effective performance
management of the ‘end to end’ and regular customer feedback.

e Costs are reduced through developing the website, apps and social media as
the main ways to access services, reducing more expensive methods of
contact.

Economic Development

21.32 Milton Keynes is successful in attracting new business and delivers in excess of
1.75 new jobs per house built. This is good for our local economy and enables
residents’ options to work in the locality. This also benefits the Council through
the retention of business rates. We will continue to work with business to make
Milton Keynes attractive and we will work with the Valuation Office to get new
properties and changes to businesses accurately recorded on the business rates
list.

Investment Schemes

21.33 We have recognised that to reach financial sustainability we cannot simply rely
on reducing costs, we also need to increase our income. We are taking a more
commercial approach to investment and considering schemes which could
potentially generate an ongoing return. We will make any investment with
appropriate external advice and due diligence to ensure we safeguard our
resources. We have already made an investment in a temporary accommodation
property fund, which reduces our costs of homelessness as well as providing a
potential return. We are also working with the Milton Keynes Development
Partnership (MKDP) to consider other property investments to generate ongoing
income for the Council.

Workforce Development

21.34 The change in the operating model and focus for the Council means we need to
develop our remaining workforce to manage in a different environment. Our
workforce needs to be multi-skilled, flexible and agile to respond to the
challenges of local government for the future. We are working on a number of
changes to better support our workforce:
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The implementation of a new Enterprise Resource Planning system, which will
reduce the costs of ICT support and will improve the management reporting on
our workforce for managers. The new system will go live in April 2018 upon
satisfactory user acceptance testing confirming the system is fit for purpose.

The development of apprenticeships to use the new Apprenticeship Levy and
enable us to take advantage of new ideas and fresh thinking. This will also
help us to change the age and diversity profile of the organisation. We are
considering how best to ensure we support and retain our apprentices to
maximise the benefit from their training.

Development of people management skills of managers through in-house
training and other services.

E-Recruitment, we are currently working on an e-recruitment system, which
will enable cost reductions and improve the recruitment process for the
Council.

By investigating an opportunity for a shared partnership for sourcing future
interims and temporary resources to deliver improved access to quality
resources and saving money.

21.35 We will continue to review potential charges for services; opportunities for

efficiency and policy choices in order to address our financial position. It is clear
we will need to make some difficult decisions to address the ongoing funding

gap.

22 Treasury Management

221

22.2

22.3

22.4

Our Treasury Management Strategy provides the framework within which
authority is delegated to the Corporate Director Resources, to make decisions on
the management of the Council’s debt and the investment of surplus funds. We
are authorised to borrow on a long-term basis to finance capital expenditure and
short-term to deal with cash flow fluctuations pending the receipt of revenues.

The detailed Treasury Management Strategy and Policy is updated on an annual
basis alongside the Budget Report.

The Council’s Investment Strategy outlines the investment priorities:

e Security — protecting funds by managing the credit risk associated with
investment decisions.

e Liquidity — the ability to fulfil spending obligations and maintain service
delivery.

e Yield — achieve optimum returns on investments, consummate to the
Council’s appetite to risk.

The Prudential Code for Capital Finance incorporates a number of indicators
which are designed to ensure that:

e Capital programmes are affordable.

e External borrowing and other long-term liabilities are within prudent and
sustainable levels.
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e Treasury Management decisions are taken in line with professional good

practice.

22,5 The table below shows the medium-term borrowing forecast requirements

against the expected level of external debt held.

Table 15: Borrowing Requirement and External Debt

2018/19 | 2019/20 | 2020/21 | 2021/22 | 2022/23
£m £m £m £m £m

Borrowing Reguirement
Opening Capital Financing
Requirement 707.504 | 703.289 | 702.521 | 696.790 | 691.308
Major Projects:
Infrastructure Investment 8.169 5.433 2.298 2.140 0.000
Investment in Parking 9.623 0.000 0.000 0.000 0.000
Community Health Facilities 9.377 1.750 0.000 0.000 0.000
Other net financing transactions
(MRP, Repayment of Historic
Prudential Borrowing) (31.384) | (7.951) | (8.029) | (7.622) | (17.686)
Closing Capital Financing
Requirement 703.289 | 702.521 | 696.790 | 691.308 | 673.622
External Debt Position
Opening External Debt * 488.478 | 479.502 | 466.078 | 459.051 | 449.318
New borrowing 0.000 0.000 0.000 0.000 0.000
Scheduled Repayments (9.166) | (13.587) | (7.027) | (9.733) | (10.097)
Fair Value and Other LT
Liabilities adjustments * 0.190 0.163 0.000 0.000 0.000
Closing External Debt * 488.478 | 479.502 | 466.078 | 459.051 | 449.318

* External Debt includes:

a) Fair value of zero-percent cash flow loans received as part of the transfer of assets &
responsibilities from the Homes and Communities Agency. The fair value gain is amortised over
the life of the loans by an annual fair value adjustment.

b) Other long term liabilities (finance leases) amortised over the life of the commitment.
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Chart 5: 2018-23 External Debt v Capital Financing Requirement
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22.10

The timing of external borrowing is a treasury management decision dependent
on expenditure forecasts, cash-flow resources and market conditions, and is not
directly associated with any particular items of expenditure (in line with
legislation).

The difference between the Capital Financing Requirement and External Debt
position is referred to as ‘internal borrowing’ — the funding of capital financing
needs through the use of temporary cash-flow resources in lieu of external
borrowing. This strategy is prudent in the current economic climate as
counterparty risk is high and investment returns are low.

Our borrowing plans incorporate funding a number of major investments set out
in Table 15 above. These include:

e An investment programme for Highways Infrastructure funded through
prudential borrowing. The Medium Term Financial Plan creates a budget to
meet these costs through its Sustainability Iltems.

e The development of Whitehouse and Brooklands Community Health.

A number of further investment proposals are likely to be developed in the next
12 — 24 months which may impact on the level on future borrowing. At this point
it is too early to identify a specific requirement but where proposals are agreed a
prudent approach will be applied to manage the revenue and treasury
management impact of the change.

These infrastructure requirements will be closely monitored to determine if
additional revenue provision for prudential borrowing needs to be created
through the sustainability items. Our aim is to minimise the use of Prudential
Borrowing to avoid additional revenue costs or, ideally, to generate savings or
income streams.
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HOUSING REVENUE ACCOUNT
23 Overview

23.1 Since 1st April 2012, the Housing Revenue Account (HRA) has been operating
under ‘self-financing’ arrangements. The HRA took on £170.0m of debt and the
costs of financing that debt, in return for buying itself out of negative housing
subsidy payments.

23.2 Under self-financing the only income to the HRA is from rents and other charges,
of which rents are the major element.

Diagram 4: HRA Income 2018/19

HRA Income 2018/19

B Dwelling rents

B Garage Rents

B Commercial Rents

B Heating & Utility Charges

B Leaseholders' Service
Charges

m Charges for Services and
Facilities

23.3 This income must pay for debt financing costs, for the maintenance of houses
(and other assets) for tenants, and for management of council tenancies.

Diagram 5: HRA Expenditure 2018/19

HRA Expenditure 2018/19

B Repairs & Maintenance
B General Management
m Special Services

m Rent, Rates, & Other

Charges
® Bad & Doubtful Debts

® Interest & repayment of
capital debt

23.4 ltis therefore important to consider the long-term position for the HRA through a
thirty-year HRA Business Plan, to ensure it remains financially sustainable. This
informs the Medium Term Financial Plan for the HRA as shown in para 27.1.
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23.5 A critical input to the Business Plan is an Asset Management Plan based on

23.6

condition data obtained from stock surveys. This information supports decisions
on future investment in the housing stock, including the identification of
properties where it may be better to carry out major renovation or refurbishment
works, rather than to continue with ongoing repairs and maintenance. Asset
Management Planning forms the basis on which the Council’'s Regeneration
Programme is founded, as set out in paras 25.14 - 25.21.

The investment required to maintain the housing stock, or to fund regeneration
where ongoing maintenance liabilities are prohibitive, needs to be managed
within the overall resources available to the HRA, as there is a cap on borrowing
which cannot be exceeded. Capital expenditure plans therefore need to reflect
estimated future costs of regeneration, including the timing and profile of spend.

23.7 The key financial issues for the HRA, analysed below, are as follows:

HRA Income:

Future rent levels.

Other income assumptions.

HRA Expenditure:

Key expenditure assumptions.
Depreciation.

Impairment.

Asset management.

Debt financing.

Balances and reserves.

24 HRA Income
Future Rent Levels

24.1 Under HRA self-financing, rents are no longer constrained by Housing Subsidy

24.2

24.3

considerations, but have been set by the Council according to its own
assessment of need. However, the affordability of the £170.0m of additional debt
taken on assumed that future rent would be set in line with the government’s
2002 Rent Restructuring guidancel, that rents would be increased annually at a
rate of RPI plus 0.5% with additional incremental increases toward a “formula”
rent.

This is an important assumption under self-financing, as rent and other income
are the only long term income resources for the HRA. Any reduction in rent
levels below that assumed under Rent Restructuring, reduces the capacity of the
HRA to fund investment in the housing stock.

Several changes have, however, been made by the Government, culminating in
a 1% annual decrease for four years from April 2016. This measure, brought into

! https://www.gov.uk/government/publications/a-quide-to-social-rent-reforms-in-the-local-authority-sector
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effect through the Welfare Reform and Work Act 20162, has resulted in a loss
over the MTFP period of £15.23 per week in average rent, or £31.0m in HRA
resources. Over the thirty years of the HRA Business Plan, the loss totals
£444.0m. The following chart shows the impact on average rents, assuming a
return to a CPI+1% increase after the rent cuts:

Chart 6: Average Rent Forecasts — Impact of changed government policy

Average Rent Forecastdmpact of changed government policy

2016/172017/182018/192019/202020/212021/22

-£10 -2016/172017/182018/192019/202020/212021/22

m Original Rent Policy m Current Rent Policy

24.4 The key assumptions for HRA income are:

Table 16: Key Income Assumptions

2018/19 2019/20 2020/21 2021/22
Council Tenancy rents (1.00%) (1.00%) 3.00% 3.00%
Shared Ownership rents* | (1.00%) (1.00%) (1.00%) 3.00%

* Shared Ownership rent changes lag one year behind council rent changes

24.5 The assumptions incorporate a return to a CPI+1% increase after the rent cuts,
and assumes 2% CPI.

24.6 The Housing and Planning Act includes provisions for the sale of local
authorities’ “Higher Value Voids, to finance extension of the Right To Buy for
Housing Association tenants. This is to be brought into effect through regulations
to be issued by the Secretary of State, though not yet enacted pending the
outcome of regional pilots during 2017/18. If enacted, the Council will be
subjected to a levy based on the Government’s assessment of the value of such
sales. In the absence of draft regulations, it is not yet possible to estimate
accurately the loss to the HRA, though the government has announced that no
levy will be made in 2018/19. This is reflected in the risks identified in Annex U to
the Budget Report.

2 http://www.legislation.gov.uk/ukpga/2016/7/contents
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24.7 The Housing and Planning Act also includes provisions for a levy on local
authorities in respect of additional rent income to be charged under “Pay To
Stay” to tenant households with an income of over £31,000, with effect from April
2017. The government has announced that this will be discretionary rather than
mandatory3, and unless the council decides to exercise this discretion, is not
now expected to incentivise additional RTB sales as was previously anticipated.

24.8 The national Welfare Reform changes are currently a risk to some of the income
in the HRA. Universal Credit has started to be rolled out from early 2015. Under
this change, the rent for those tenants in receipt of Housing Benefit, previously
paid directly to the Council, is paid instead to the tenant, to themselves make
rent payments. This means income which was previously guaranteed to the HRA
may now not be collected. In addition the general reduction in benefits through
further Welfare Reform changes, most recently the introduction of the lower
Benefit Cap introduced in November 2016, reduces the income available to
some tenants, which may increase the risk of non-payment. Measures, such as
budgeting and debt management advice for tenants, are in place to mitigate this
risk. The roll-out of Universal Credit continues with unemployed single persons,
and so to date the number of tenants affected is quite limited. This is reflected in
the risks identified in para 6. However, confirmation has now been received that
Milton Keynes goes to digital Universal Credit Full Service, in September 2018,
which will affect collection rates. Modelling of the full service can now be
undertaken.

24.9 Due to the increased risks in relation to income collection in respect of these
national welfare reform changes, the budgeted rate of gross income collection for
all income from 2014/15 onwards was reduced from 93% to 92%. This has been
reviewed and remains at 92% for 2018/19, although current (October 2016)
collection rates for all HRA income remain at 92.79% due to slow implementation
of Universal Credit. The gross collection includes all charges raised by HRA
(many not covered by Housing Benefit, e.g., garages, major works, commercial),
whilst the net (former BVPI66a) collection rate refers to collection of social
dwelling rent element only which is all covered by Housing Benefit. All debts
continue to be actively pursued through prompt, proactive and robust processing
by a specialised Housing Team. Income collection remains a priority and is
demonstrated by the 2016/17year-end BVPI66a collection rate of 97.22%
(source: J\Mkc\dfsO01\Shared\Neihood\Housing Common\Performance
indicators\2016-17\Emailed  reporting\2017-06-20 RENT INCOME AND
ARREARS weekly report_v1 1718.xIsx).

Other income assumptions

24.10 The maximum discount available under the Right to Buy scheme was increased
in April 2012 to £75,000, increased to the current £77,900 from April 2015. This
has resulted in an increased level of enquiries and an increasing number of Right
to Buy sales, totalling 65 sales in 2016/17 and an estimated 60 in 2017/18.

24.11 Allowing for a reducing impact of the increased discounts, rent income budgets
allow for Right To Buy sales and Shared Ownership escalation of:

3 _Jwritten-statement/Commons/2016-11-21/HCWS274
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Table 17: Estimated Right to Buy and Shared Ownership Sales

Stock Movement 2017/18 | 2018/19 | 2019/20 | 2020/21 | 2021/22
Right To Buy sales 60 60 50 40 40
Shared Ownership escalation 8 8 5 5 5

24.12 This profile reflects the government’s recent announcement that “Pay & Stay” is
not now to be mandatory for local authority, thus relieving the previously
anticipated pressure on RTB sales.

24.13 Income levels also assume that empty properties remain at the current level of
around 0.50%.

24.14 We are currently investing £23m to buy and build new council housing, in
support of Delivery Plan objective 2.3. The MTFP assumes that new stock will be
delivered in line with current development and acquisition programmes, as
follows:

Table 18: Estimated New Council Housing
2017/18 | 2018/19 | 2019/20 | 2020/21 | 2021/22
New Council Housing 88 28 18 0 0
24.15 These new properties arise from several projects, which will be delivered as
follows:
Chart 7: New Council Housing Delivery (Cumulative)
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24.16 Further projects funded from the £23m and any future allocations will be able to

add more new council housing, which will be brought into the MTFP as delivery
plans are developed.
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25 HRA Expenditure

Key Expenditure assumptions

25.1 The Council’s corporate financial planning assumptions have been applied to

25.2

inform the key HRA expenditure assumptions, which include:
Table 19: Key Expenditure Assumptions

2018/19 2019/20 2020/21 2021/22
General Pay Inflation 2.00% 2.00% 2.00% 2.00%
Increment Costs 1.00% 1.00% 1.00% 0.00%
General Non-Pay Inflation| 0.00% 0.00% 0.00% 0.00%
Water inflation 4.00% 4.00% 4.00% 4.00%
Electricity inflation 2.00% 2.00% 2.00% 2.00%
Gas inflation 2.00% 2.00% 2.00% 2.00%

The general inflation assumption assumes any inflationary pressures on supplies
and services expenditure must be contained within existing budgets and/or
through more efficient spending. This will be kept under review to ensure that
this planning assumption remains appropriate.

Depreciation

25.3

254

255

25.6

Under self-financing the Major Repairs Allowance has been replaced by a
depreciation charge based on a local assessment of capital spending needs.
This is the resource that the Council sets aside to maintain current housing stock
in future years.

From April 2017, a new approach requires the major components of the stock
(such as structure, kitchens, bathrooms, roofs and windows) to be valued and
depreciated separately based on their different useful lives.

This is a prudent approach as it ensures sufficient resources will be available for
the replacement of the relevant components. It means that the cost of
depreciation is likely to increase compared to the current method of calculation,
which simply considers depreciation based on total asset value and asset life.
However, it results in a more realistic assessment of the resources needed to
replace key components of the housing stock.

The (currently unquantifiable) impact of these changes in depreciation charges
will be offset by corresponding adjustments to provision for additional revenue
contributions to capital

Impairment of assets

25.7 Under self-financing, impairment costs (arising when asset values reduce) for non-

25.8

dwellings have been a real cost to the HRA, and have had to be funded from rents
in the year they occur. Following lobbying from the Council and others, these cost
will no longer be a charge against rent income with effect from April 2017%.

Impairment costs for HRA dwellings do not currently impact on rent income. Again
following lobbying from the Council and others, this will continue to be the case.

* The Item 8 Credit and Item 8 Debit Determination from 1 April 2017

46


https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/585028/The_Item_8_Credit_and_Item_8_Debit_Determination.pdf

25.9

25.10

25.11

25.12

25.13

Construction or purchase of new HRA properties may give rise to large impairment
charges, as the acquisition costs are reduced to the lower “book value” of social
housing. These impairments are not now expected to have a real impact on the
HRA.

Asset Management

The move to self-financing and reliance on rental income means that councils
must plan the way that they manage their assets, to control costs and maximise
income.

Ensuring that assets are maintained to a standard that enables them to continue
to generate rent income is a key element of the self-financing HRA. This
essentially means ensuring that homes are safe, warm and well maintained.

To do so, the priority for the Council is to make informed investment decisions that
look at the overall life of the individual assets, the investment needed, and future
revenue streams. This is part of the strategic asset management function.

The profile for asset investment in the existing stock, based on stock condition
data has now been updated, has been used to inform the whole life cost and cost
benefit analysis for the RegenerationMK programme. This data has highlighted a
disproportionate need for spend across asset types, which require a detailed
strategic review as follows:

e Non-traditional construction housing is largely within the first tranche of
asset data. These properties are hard to heat and maintain. A whole house
‘regeneration” approach as tested at the Lakes estate could be a viable
solution. Also included in this category are the REEMA blocks in West
Bletchley, which require a detailed structural assessment and feasibility study
incorporating a range of options and detailed cost plans to test the viability of
retaining these assets.

e Traditionally constructed housing will be assessed for future spend based
on outputs from the Asset Management system. This profiling will enable the
correct balance of spend to be applied between regeneration and non-
regeneration areas.

e Sheltered Housing schemes where significant costs have been identified as
being associated with the replacement of communal heating systems; an
ongoing programme that seeks to provide renewable energy heating sources
is in place with bespoke solutions needed for each scheme. A small number
of schemes have wider issues with long-term sustainability, which is being
considered jointly between Housing and Adult Social Care.

e Rural stock, where some complex roofing issues and provision of modern
facilities drive the overall cost up. Properties will be assessed on a case-by-
case basis with some high cost and/or low demand properties being disposed
of in the open market.

e High Rise blocks, specifically the Gables in Wolverton and Mellish Court in
West Bletchley, where ongoing investment will be required in mechanical and
electrical plant such as lifts, communal lighting and water pumps in
conjunction with fire upgrading works to ensure statutory compliance.
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RegenerationMK

25.14 The Council owns over 11,000 social rented and 1,500 shared ownership
properties spread over 70 locations, with approximately 25% of these properties
situated in just 7 areas: Beanhill, North Bradville, Coffee Hall, Fullers Slade, Lakes
Estate, Netherfield and Tinkers Bridge.

Diagram 6: Regeneration/Non-regeneration Stock Count
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25.15 In these 7 areas, there is a significant need for investment in the Council owned
stock of around £300m to bring the homes up to an acceptable standard.
Furthermore, about 50% of properties in these areas are now in private ownership.
Many are suffering from poor physical condition due to historic lack of investment,
exacerbated by suppressed property values.

Chart 8: Capital Expenditure Need/ Capital Finance Available
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25.16

25.17

25.18

25.19

25.20

25.21

25.22

25.23

25.24

Based on experience of the Lakes Estate project and evidence from elsewhere,
improving only Council owned properties will not deliver the outcomes necessary
to reverse the decline of our priority areas and generate sustainable change for
communities.

The HRA has finite funds available within it and its ability to borrow is limited
through the imposition of a cap on debt. The current drain of high maintenance
costs and projected investment need for the properties in the priority areas, if left
unchecked, is unsustainable.

Funding from the HRA is not sufficient to undertake an effective regeneration
programme. General Fund resources or borrowing cannot by law be used to fund
council house regeneration.

The Council has joined in a joint venture (YourMK) to develop and deliver
regeneration proposals, based on a community led approach. This will engage
residents and other key stakeholders in the consultation process, enhanced
through local political involvement in initial and subsequent engagement. The
three initial regeneration areas were announced by YourMK on 26 April5.

YourMK is developing regeneration plans which include funding solutions, so that
resident engagement will be on the basis of financially viable and sustainable
proposals. The funding solutions will be designed to finance the replacement or
full refurbishment of existing council housing. The extent and timetable to which
regeneration is achievable will, therefore, be partly dependent on the availability of
investment funds from the HRA.

The Council is providing for the anticipated demand for HRA funding for
regeneration by ensuring that current capital spending is focussed on maintaining
asset values and life outside the regeneration areas, and on minimal spend in the
regeneration areas, to fund contributions to a regeneration reserve. This
maximises the investment available to meet the needs of the 25% of our housing
stock in the regeneration areas, which will provide sustainable council homes for
current and future tenants.

Debt Financing

Having considered the guidance from both the Chartered Institute of Public
Financial Accountants (CIPFA) and the Council’s treasury advisors; the Council
chose to incorporate the HRA debt into its overall borrowing portfolio, creating a
single pool and charging interest to the funds in proportion to the debt held.

This has the advantage of spreading the risk across the Council, particularly
around refinancing of debt, and minimises the impact on the HRA of any
unexpected fluctuations in either expenditure or interest rates. The uncertainty in
terms of HRA asset management planning also means that the HRA would be
been carrying significant “cost of carry” risks, without the single debt pool as the
profile of actual spend and the impact on debt requirements would be difficult to
determine.

The cost of borrowing for the HRA is based upon the single pool loans rate. This
rate is variable and if the Council takes on additional debt the cost to the HRA may
marginally increase or decrease.

® https://yourmk.co.uk/about/regeneration
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25.25

25.26

25.27

The HRA long-term financing forecast currently assumes that debt for the HRA is
not repaid, as the headroom in rental income created by increasing rents is
required to invest in stock improvement programmes. The HRA will therefore
share the average cost of debt for the Council, which over the long-term term is
likely to increase with new loans being taken out. This is known as a refinancing
risk.

The Council’'s Treasury Management Strategy addresses the management of
borrowing and the relative refinancing risk. While the projections for the medium-
term show interest rates remain low, this risk is relatively low. If the debt
projections in the current long term forecast are being used to finance a long-term
replacement programme, some allowance for additional future borrowing costs as
a result of refinancing should be incorporated.

As a result an earmarked reserve has been established to ensure that changes in
the debt cost can be financed in future.

26 Balances and Reserves for the HRA

26.1

As part of the HRA budget setting processes, the risks in the HRA are
reassessed to determine a prudent minimum level. This level has been assessed
at £5.5m for 2018/19 and the medium-term, although this will need to be revisited
once specific regeneration proposals and associated risks become clearer.

27 Summary Financial Sustainability Plan for the HRA

27.1

The forecast income and expenditure for the HRA, taking the income and
expenditure assumptions into consideration is summarised in the table over the

page.
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Table 20: Summary Housing Revenue Account Position

2017/18 | 2018/19 | 2019/20 | 2020/21 | 2021/22

HRA 2017/18 to 2021/22 Budget | Budget | Budget | Budget | Budget
£m £m £m £m £m

Dwelling rents (52,956) | (52,363) | (51,869) | (52,901) | (54,276)
Garage Rents (189) (189) (189) (189) (189)
Commercial Rents (143) (143) (143) (143) (143)
Heating & Utility Charges (761) (811) (861) (886) (911)
Leaseholders' Service Charges (800) (800) (800) (800) (800)
Charges for Services and
Eacio (327)| @77  427)| (452) (477)
Contributions towards expenditure (5) (5) (5) (5) (5)
Reimbursement costs (187) (187) (187) (187) (187)
Interest Receivable (480) (455) (390) (325) (260)
Subtotal Income (55,848) | (55,330) | (54,872) | (55,889) | (57,249)
Repairs & Maintenance 9,340 10,513 10,513 | 10,513 10,513
General Management 5,904 6,597 6,731 6,869 6,964
Special Services 3,062 3,101 3,142 3,184 3,227
Rents, Rates & Other Charges 176 176 176 176 176
Bad & Doubtful Debts 614 614 614 614 614
Interest on & repayment of debt 8,744 7,975 7,910 8,022 8,022
Depreciation and Impairment 12,978 12,978 12,978 | 12,978 12,978
Transfers to Capital Reserves 15,031 13,377 12,809 | 13,534 14,756
Subtotal Expenditure 55,848 55,330 54,872 | 55,889 57,249

27.2 The revenue contributions to fund new capital works, improvements, and new

builds (including depreciation charges which finance the Major Repairs Reserve)
are reflected in the proposed Capital Programme. As detailed in the Capital
Programme report, the HRA capital programme includes provision for:

Table 21: Summary Housing Capital Programme

2018/19 2019/20 2020/21 | 2021/22
£m £m £m £m

Continuing Capital Schemes:
New Build Programme 8.902 0.135 0.000 0.000
Non Regeneration Programme 1.930 0.000 0.000 0.000
New Capital Schemes:
Reactive Works 0.500 0.500 0.500 0.500
Non Regeneration Programme 15.099 15.155 15.155 15.155
Capital Voids 1.267 0.000 0.000 0.000
TOTAL HRA Capital
Investment 27.698 15.790 15.655 15.655

27.3

The MTFP has been designed to project a sustainable position for the Housing

Revenue Account, given that the minimum level of prudent HRA reserve has
been assessed at £5.5m. However the medium term projections for the HRA will
need to be reassessed in light of regeneration proposals.
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28 Risks

28.1 A critical element of the MTFP is to ensure that the financial consequences of
risk are adequately reflected in the Council’s finances. All of the main risks that
face the Council are considered in order to assess the likelihood of the risk
happening and the potential financial implications. The main risks for the 2018/19
Budget fall into three main categories:

e Income and funding risks.
e Demands for service delivery.
e Delivery of savings.

28.2 These are summarised in Annex Q (General Fund) and Annex U (Housing
Revenue Account) of the budget report.
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