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Executive Summary 
 
a) The purpose of the Medium Term Financial Plan (MTFP) is to enable South Lakeland 

District Council to ensure the effective planning and allocation of resources to enable 
the Council to meet the objectives it has set out in its Council Plan. This has been 
prepared at a time of considerable uncertainty with regard to the economy and central 
government’s approach to public sector funding. The MTFP will be considered by the 
Overview and Scrutiny Committee on the 14 July, by Cabinet on the 19 July before 
approval at Council on the 25 July 2017. Regular update reports will be provided as part 
of the 2017 budget process.   

b) The financial position over the medium term is shown in Appendix 2. This currently 
shows a deficit of £0.8m for 2018/19 and then smaller deficits of under £0.4m from April 
2019 onwards.  This is dependent upon the prompt and full delivery of savings 
approved and anticipated in the 2017/18 Budget and that the underlying assumptions 
around income and expenditure changes are robust.  Work to implement these savings 
and ensure a balanced budget for 2018/19, and to ensure an improved position for 
2019/20 onwards will continue.  Officers will continue to work on these figures to test 
the assumptions made and updates will be provided during the 2018/19 Budget 
Process.  

c) The outcome of the EU referendum in June 2016 and General Election of 2017 has 
increased the level of uncertainty around many of the financial projections.  Any 
changes to the financial position will be closely monitored and updates to the financial 
projections will be reported during the 2018/19 budget process. 

d) Central Government Funding - The Government fundamentally changed the way local 
government was financed from April 2013 through localisation of business rates and 
had intended to extend localisation to 100% from April 2019.  Following the 2017 
General Election these plans are now deferred indefinitely although the planned review 
of spending need is still planned.  Income projections are therefore very uncertain from 
March 2020 when the current multi-year settlement expires.  Fees and Charges 
generate circa £10m annually. The financial model assumes a 2% increase per annum 
in these income budgets.    

e) Capital Funding – It is a challenge for the Council to generate significant general capital 
funds as the majority of its uncommitted capital resources are earmarked for specific 
purposes. There are a number of major strategic reviews in progress which may require 
changes in current spending and funding plans, particularly significant capital 
investment over the medium-term. 

f) Reserves - the Council is currently in a strong financial position. Reserves are projected 
to total £9m by the end of 2017/18, of which £2m is earmarked by statute and £1.7m 
has been earmarked for specific purposes by the Council.  The risk assessment 
suggests the Council should maintain general reserves of around £5m.  

g) Overall the Council’s financial position remains strong as shown by the adequate 
General Fund balances and reserves, robust financial management processes and 
excellent track record in achieving efficiency savings.  Challenging decisions will still 
need to be made to deliver savings while safeguarding frontline services to maintain a 
balanced budget. 

 

Shelagh McGregor, Chief Finance Officer 
June 2017 
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1. INTRODUCTION 
1.1. The Council’s Medium Term Financial Plan (MTFP) is a rolling 5-year plan that takes 

into account: 

• The external financial environment 

• The overall financial demands of services 

• The Council’s existing and projected financial resources 

• The Council’s political priorities and stated aims 

• The Council Plan 

• The major service strategies and plans 

1.2. The MTFP was last approved in July 2016 and set the context for the 2017/18 budget 
setting process. 

1.3. In common with all the public sector, the medium term outlook for the Council is 
extremely challenging and in order to protect and improve services an ambitious and 
ongoing programme of savings is key to success. Following the result of the 
referendum on EU membership and the June 2017 General Election the level of 
uncertainty around forecasts has increased significantly.  However, the Council has 
a good track record for reacting promptly to changes in the financial situation and 
delivering a longer term approach to savings. 

Financial Planning Horizons  
1.4. Different techniques are used when considering the short, medium and long-term 

financial planning horizons since each makes a distinctive contribution to the financial 
health of an organisation:  

• Long-term planning horizon is focused on enabling the transformation of the 
organisation with an emphasis on being strategic and customer-led, future 
orientated, proactive in managing change and risk, outcome focused and 
receptive to new ideas.  This is seen in the Financial Strategy. 

• Medium-term planning horizon is focused on supporting performance with an 
emphasis on responsiveness to customers, efficient and effective, and with a 
commitment to improving performance.  This is seen in the Medium Term 
Financial Plan  

• Short-term planning horizon is focused on securing stewardship with an 
emphasis on control, probity, meeting regularity requirements and 
accountability.  This is seen in the annual budget process which shows the detail 
from the Medium Term Financial Plan for the following year to set the Council 
tax.   

2. FINANCIAL STABILITY 
2.1. The issue of financial stability is one that requires strong corporate governance 

supported by effective procedures, processes and controls with Council-wide 
involvement in supporting an integrated approach to the preparation of soundly based 
capital and revenue bids for resources. The Medium Term Financial Plan (MTFP) is 
based on sound financial assumptions that are based on robust assessments.  The 
‘robustness’ of the MTFP is highlighted in the Appendices to this strategy which show 
the key elements of the Council’s financial management framework.  The risks log at 
Appendix 8 summaries the key financial risks facing the Council and the steps to be 
taken to mitigate these risks. 

2.2. The medium-term financial planning process has been in place for a number of years 
and is an established part of the budget setting process. It provides a forecast of the 
cost of continuing to provide existing levels of service and the resources that are likely 
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to be available to the Council over the period. It identifies any shortfalls and sets out 
how this will be managed. This document is reviewed regularly during the year; 
regular review and update is essential to ensure the MTFP takes full account of any 
changes in the Council’s aspirations, strategic and service delivery priorities, changes 
in government legislation, financial regulation and funding streams. 

2.3. The majority of this document was prepared before the Queens Speech following the 
General Election of June 2017 with the text updated to reflect the latest 
announcements on 100% localisation of business rates.  Following the outcome of 
both the General Election and the EU referendum of June 2016 the financial situation 
remains unpredictable, especially around interest rates, inflation projections and 
funding from government.  The financial model and predictions have not been 
updated as it is too early to predict the probable changes but areas of concern have 
been highlighted in this document and in the risk assessment. 

3. FINANCIAL STRATEGY 

3.1. The Council reviews and approves its financial strategy annually as part of this 
MTFP update.  The following principles are proposed: 

a) Balanced budgets: Maintain a balanced budget position, and to set a 
medium term financial plan maintaining and strengthening that position  

b) Five year budgets: the Council sets budgets for a five year period.  

c) Strong financial management: The Council controls and monitors the 
actual position of the authority on a regular basis setting out actions to 
correct any emerging issues; 

d) Understanding of key cost-drivers: The Council analyses and reviews 
the key elements of the service areas including the use of benchmarking; 

e) Asset maintenance: the Capital Programme should ensure adequate 
programmes of maintenance to sustain values of key assets, especially 
income-generating assets.  

f) Legal transactions: the approval and adoption of the Council’s 
Constitution, particularly the Financial Procedure Framework and the 
Contract Procedure Rules set foundations for ensuring legal transactions 
alongside the whole system of internal control reviewed annually in the 
Annual Governance Statement. 

g) Affordable investment; to undertake a prudent level of capital 
investment to meet the Council’s strategic priorities and remain within 
prudential borrowing limits 

h) Maximise resource base; the Council will ensure the best use of 
physical and other assets including staff time;  

i) Value for money; Continuous review of budgets to ensure resources are 
targeted on key objectives and deliver value for money to local taxpayers. 

j) Working with others: to ensure all services are delivered by the most 
appropriate body.  This may require the Council to work in partnership or 
to facilitate provision by other bodies. 

k) Minimise financial risk including holding reserves as appropriate and 
sustainable levels of debt. 

 

3.2. The rest of this paper uses these principles to construct the Medium Term Financial 
Plan for 2018/19 – 2022/23. 
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4. VISION FOR SOUTH LAKELAND & LOCAL CONTEXT 
4.1. The MTFP aims to support the Council’s overall vision for the District: “Making 

South Lakeland the best place to live, work and explore”. 

4.2. The Council Plan recognises that, to continually deliver on our vision, the Council will 
need a more community focused strategy to deliver sustainable and cost effective 
services.  As the Council makes further significant efficiencies it will increasingly look 
to share work with its communities in addressing common issues.  To achieve this 
will need a mixed approach to service delivery.  The model chosen will be dependent 
upon a sound business case and the most efficient delivery method, retaining in-
house or private sector delivery where appropriate to do so. The Council will look to 
develop a social enterprise type approach where possible.   

4.3. The Council Plan sets out the strategic approach to how the Council will shape 
delivery of the outcomes. It will be done in a number of ways: 

a) More local – embracing neighbourhood working, engaging 
communities and empowering them to deliver on things that matter 

b) Partnership working and collaboration – including Health and 
Wellbeing Forum, shared Economic Growth Strategy 

c) Stewardship -  to continue to plan and manage its resources 
effectively and will enhance its role as an environmental steward 

d) Innovation – through our Customer Contact Strategy we will reduce 
costs by using improved technology whilst at the same time improving 
customer service and access to our services. 

e) Our Members, Our Workforce – our elected members act as 
advocates to ensure that the needs of the local communities are 
identified.  We need a workforce that is in the right place, at the right 
time, with the skills and motivation, to deliver on the Council’s 
priorities. 

4.4. The Council plan details the Council’s Corporate Priorities, which are  

• Economy: “Enabling and delivering opportunities for sustainable 
economic growth”.   

• Housing: “Providing homes to meet need”.   

• Environment: “Protecting and enhancing our environment”.  

• Culture and Wellbeing: “Improving wellbeing and reducing health 
inequalities”.  

The Council has a long term ambition for “1000 jobs and 1000 affordable homes for 
rent”. 

4.5. A number of major strategic reviews are currently underway including: 

• Corporate Property Strategy update and review of core corporate assets, 
including South Lakeland House; 

• review of housing alternative models for delivery; 
• the Kendal Town Centre Masterplan and use of Community Infrastructure 

Levy, replacement of the Local Plan with a new framework and Objectively 
Assessed Need; 

• the Leisure Facilities strategy and future of Ulverston Leisure Centre; 
• the Economic Development Strategy. 
These may require changes in current spending and funding plans. 
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5. FINANCIAL PLANNING PROCESS 

5.1. The Council operates a medium term revenue and capital investment programme 
over a five year period.  The programme is revised annually to roll forward so as to 
incorporate a new year, as well as to review and revise the old financial years.  The 
Council constantly reviews the form and content of its MTFP to ensure it meets 
good practice 

5.2. The future impact of all issues have been considered as part of the 2017/18 budget 
setting process, including those which were already known about which may not 
impinge on our budgets until after the first year (2017/18).  Appendix 1 shows the 
key stages involved in producing the budget. 

6. GENERAL FUND REVENUE BUDGET 
Financial Context 

6.1. The development of this Medium Term Financial Plan has taken place during a 
challenging period for Local Government balancing an unsettled economic outlook, 
the national budget deficit and Government-imposed austerity measures which has 
reduced local authority funding in recent times.   

6.2. The Budget Reports for 2017/18 included updates of the financial model and 
concluded that the Council’s future financial outlook was likely to continue to be 
challenging over the next few years as reductions in overall public spending and 
changes in local government funding.  Meeting new cost pressures requires a 
rigorous approach to identifying efficiencies, enhanced productivity, and 
reprioritisation of spending within services. 

6.3. Local authorities are funded by grants from central government and locally raised 
revenues; either through taxation (Council tax and business rates) or from fees, 
charges or other revenue generating activities.  Between 2010/11 and 2015/16 local 
authorities collectively have seen their funding from central government reduced by 
37% in real terms and further reductions for the period 2016/17 to 2019/20 are 
planned with any increases in resources tending to be directed towards the costs of 
providing social care.  The Government offered a multi-year funding settlement in 
spring 2016 which was intended to increase certainty of funding to March 2020 and 
which has been used as the basis of estimated income.  

6.4. Central Government has also changed the way it funds local authorities.  Until 
2013/14 all business rates income was paid to central government and redistributed 
to local authorities through a needs-based formula.  Under the business rate 
retention scheme introduced in April 2013 local authorities now retain a share of 
locally raised business rates. 

6.5. The Government planned to extend rate retention to replace Revenue Support 
Grant and other revenue grants from April 2019.  This would make local authorities 
much more reliant on the growth of business rates and the Council taxbase for 
increases in funding than at present.  The Local Government Finance Bill 2017, 
which was intended to support 100% retention of business rates, was not passed 
before Parliament was dissolved prior to the General Election.  It now appears that 
the proposals for 100% retention have now been delayed indefinitely. 

6.6. Localisation of business rates was to have been combined with the Fair Funding 
Review which is attempting to update the current formula to ensure alignment 
between need to spend and resources.  Again, the nature and timing of the process 
is uncertain but it appears that this part of the process will continue. Other functions 
had been planned to be transferred to local authorities to ensure, nationally, the 
new funding model is broadly equal to the current funding plans.  Again, this 
process is now uncertain. 

Page 7 
 



6.7. During 2016/17 the Government reviewed the New Homes Bonus: the review 
confirmed it would continue but only additional properties above a threshold of 0.4% 
is to be rewarded and for a shorter period, encouraging local authorities to increase 
the supply of houses.   

Economic Outlook 

6.8. The economic outlook has been uncertain during the weeks leading up to the 
General Election.  This follows a weakening in the public finances during the second 
half of 2015/16 with falls in global stock markets and commodity prices while GDP 
growth has slowed.  Forecasters have lowered their growth projections:   

Year Growth  
Projection 

Growth  
Projection 

Feb-16 Mar-17 
2015/16 2.10% 2.20% 
2016/17 2.00% 1.80% 
2017/18 2.20% 2.00% 
2018/19 2.20% 1.60% 
2019/20 2.10% 1.70% 
2020/21 2.10% 1.90% 
2021/22 - 2.00% 

6.9. Inflation measured using the Consumer Price Index (CPI) has increased during 
2016/17, partly due to the impact of the Brexit referendum and the fall in the value 
of sterling.  The latest rate for April 2017 CPI was higher than expected at 2.9% and 
is not expected to fall imminently.  The forecasts for future years are shown below: 

Year CPI  projection 
May 2016 

CPI  projection 
Mar 2017  

2016 0.4  
2017 1.5 2.7 (Q2) 
2018 2.1 2.6 (Q2) 
2019 2.2 2.2 (Q2) 
2020  2.3 (Q2) 

6.10. In the short term, the CPI inflation will continue to be running well above the 
government target of 2%. The RPI measure is predicated to remain at a higher level 
compared to CPI. It is important to note that many of the Council’s contracts are 
linked to either RPI or RPIX as an inflationary increase (although this is reviewed as 
part of each procurement process with the aim of moving to CPI on all contracts 
where appropriate).  

6.11. The Bank of England base rate remains at a historical low level of 0.25%, the last fall 
was from 0.5% in August 2016.  This low level has had a major impact on the 
Council’s investment income.  The base rate of interest is predicted to increase 
slightly from 2020:  

Base Rate Projections   
 Mar-17 Sept-17 Mar-18 Sept-18 Mar-19 Sept-19 Mar-20 
May 16 0.75% 1.00% 1.25% 1.5% 1.75% n/a n/a 
May 17 0.25% 0.25% 0.25% 0.25% 0.25% 0.50% 0.75% 

Interest rates have been predicted to increase in 18 months for the last six years and 
have not.  The financial model prudently assumes base rate remains at 0.25% for the 
duration of the model.   
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Key Issues & Assumptions: 
Inflation 

6.12. The 2011 Autumn Statement capped public sector pay awards at an average of 1% 
for both 2013/14 and 2014/15 and this cap has been extended since.  While 
government does not control pay awards within local government it was expected 
that the funding to local government will be adjusted on the assumption of 
comparable action being taken.  This position has now changed: the multi-year 
settlement has fixed funding to local government until March 2020 but pressure has 
increased for a higher pay award: public sector unions have requested a 5% increase 
in salaries for 2018/19 but the Government resisted an amendment to the Queen’s 
speech calling for an end to the cap. 

6.13. The MTFP financial model assumes pay inflation of 2% for 2018/19 and onwards. 
The financial impact of a 1% movement in pay inflation is around £130k change in the 
general fund employee budget.  The employee budget is reduced by 3% for 
vacancies and turnover: this reduction is monitored regularly. 

6.14. The Government has announced its intention to increase the National Living Wage, 
which is currently £7.50 per hour for employees aged 25 and over, to at least £9.00 
per hour by April 2020.  This aspiration is reflected within the salary estimates for 
Council staff.  However, there is still a risk of requests from contractors for increases 
in their contract sums for staff who are on the National Living Wage.  Employer 
national insurance contributions increased in April 2016 and are included in the 
financial projections. 

6.15. The Government tightened the rules around tax and national insurance for agency 
and interim staff in local government from April 2017.  This may increase charges for 
the use of agency staff or interim staff who otherwise would not have been classified 
as an employee.  It is too soon to properly cost the impact of this change, which will 
be monitored closely during the 2018/19 budget process. 

6.16. In the MTFP financial model inflation on contract prices has been uplifted by 
appropriate indices as stated in the conditions of the contracts.  No inflationary 
increase has been applied to the general services budget, except specific items such 
as utilities where inflation is unavoidable.  We will continue to monitor the impact of 
this policy, including the impact at contract renewal. The financial impact on running 
costs of a 1% movement in inflation is around £150k.  

Business Rates Retention 

6.17. The government introduced fundamental changes to the way local government is 
financed from April 2013. In particular, non-domestic rates (also known as business 
rates) are no longer pooled and redistributed in full nationally; instead local authorities 
retain a proportion of business rates locally. The income partially replaces the formula 
grant that local authorities received to March 2013. 

6.18. The business rates retention scheme is intended to create incentives for local 
authorities to promote business growth over the long term, thereby strengthening the 
link between local authorities and local businesses without changing the way that 
businesses pay their business rates, nor increasing the level of business rates that 
they pay, and reduce local authorities’ dependency upon central government.  

6.19. The Council currently collects around £40m of business rates; after the 50% national 
share is paid to Government and a 10% share is paid to Cumbria County Council a 
tariff is deducted and the Council estimates it will retain around £3.0m in 2017/18.   

6.20. It is expected that the Valuation Office Agency (VOA) will continue to set rateable 
values (RVs), although the interval between revaluations may be changed from 5 
years.  The multiplier (pence paid for each £1 of RV) will continue to be set by 
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Government but local authorities will have some discretion to set a lower multiplier.  
Only elected mayors will have the discretion to set a higher multiplier.   

6.21. Due to major differences between the ability to raise income from business rates and 
the level of income required by individual authorities there is a system of tariffs and 
top-ups.  Discussions are being held between the DCLG and local authorities on how 
frequently the levels of tariffs and top-ups should be reviewed and how much 
accumulated growth should be retained on each of these resets. The set of formulae 
for setting tariffs and top-ups is also being reviewed. 

6.22. From the financial planning’s perspective, how much income each local authority can 
retain is difficult to predict and can potentially fall or rise during a financial year. 
Additional complications will arise with the national revaluation of rateable values. 
The financial model assumes: 

a) net nil growth in rateable values (with increases from new 
businesses offset by reductions through appeals and refunds) 

b) the multiplier (pence paid in the pound), which is set by 
Government, increases by inflation  

c) No changes in the calculations for reliefs, grants and levy. 
6.23. The result of the 2017 revaluation is still being finalised.  From the point of view of 

the Council, the amount of income retained should be the same before and after 
revaluation.  There has been a slight complication due to changes in the way small 
business rate relief now operates which is still to be resolved by the Government.  
However, the big surprise of the revaluation was the increase in the rates payable 
by the Council which increased by around £220k per year (this is the largest 
increase of any ratepayer within South Lakeland).  This was the largest budget 
pressure faced by the Council for 2017/18, although the impact for 2017/18 will be 
slightly moderated by transitional relief. 

Business Rate Pooling 
6.24. From April 2014 the Council has entered a business rates pool with Cumbria 

County Council and all the district councils in Cumbria except Copeland.  The pool 
reduces the total amount of levy paid by authorities within the pool but would not be 
eligible for payment from the Government safety net if income fell substantially.  The 
additional levy is shared between the pooling authorities based on the additional 
levy generated and the amount of business rate income retained after tariffs and 
top-ups.  In 2016/17 the Cumbrian authorities within the pool benefitted from 
additional income of £2.4m as a result of the pool of which almost £250k was 
received by this Council. 

6.25. Under the pooling agreement all additional income as a result of the pool must be 
earmarked for economic development.  The MTFP assumes that this additional 
income will not be allocated until the pool accounts have been audited, is initially 
contributed to the Pooling Reserve and any additional expenditure is matched to the 
use of the reserve.  Each authority in the pool has to review each year if it wishes to 
continue to remain in the pool. 

6.26. The pool increases the risk of financial loss by effectively removing individual 
authority’s protection from the safety net.  The business rates revaluation in April 
2017 will increase the likelihood of reductions in the initial years of the revaluation 
due to increased appeals but a new system of check, challenge and appeal has 
been introduced to make the system for appealing a rateable value harder that the 
old system.  It now looks more likely than not that the Cumbria pool will continue for 
the time being, but has only been included in the financial model for 2017/18. 

6.27. The future of the pool is very unclear.  Under the proposals for 100% retention the 
main incentive to pool, the avoidance of the payment of levy, would have been 
removed.  However, the government has appeared to view pools favourably and the 
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Local Government Finance Bill included proposals that the Government would be 
able to direct which authorities form a pool, but it is uncertain if this will be 
implemented without 100% retention. 

Revenue Support Grant 
6.28. From April 2013 the Local Government Finance Settlement replaced formula grant 

with retained business rates and a recalculated Revenue Support Grant (RSG).  
RSG is the main general government grant received by local authorities.  Under the 
new system the Council received £3.0m of grant in 2013/14 but this has dropped to 
£0.9m for 2016/17 and is due to fall to zero by April 2018.  The percentage drop in 
RSG is greater than the overall reduction in local government funding as the funding 
from retained business rates rises by inflation. 

6.29. The figures in the financial model are based on Government the final settlement 
2016/17 when a 4-year provisional settlement was announced.  The Government 
intended to replace the existing model of funding with 100% retained business 
rates: initially planned for April 2020 the timescale was then brought forward to April 
2019.  The Government has now delayed indefinitely the introduction of 100% 
retention so it is assumed the current system continues. 

Funding from Government since 2012/13 

Year

Business 
Rates 

Retained

Revenue 
Support 
Grant

Total 
Formula 
Support

New 
Homes 
Bonus

Rural Delivery 
and Transition 

Grant
Total 
Grant

£000 £000 £000 £000 £000 £000
2012/13 (actual) 0 4,786 4,786 74 0 4,860
2013/14 (actual) 2,206 3,095 5,301 228 0 5,529
2014/15 (actual) 2,709 2,472 5,181 358 0 5,539
2015/16 (actual) 2,769 1,813 4,582 737 0 5,319
2016/17 (actual) 3,167 934 4,101 929 547 5,577
2017/18 (provisional) 3,226 249 3,475 1,130 463 5,068
2018/19 (provisional) 3,157 0 3,157 964 267 4,388
2019/20 (provisional) 3,192 0 3,192 929 0 4,121
2020/21 (estimate) 3,192 0 3,192 884 0 4,076
2021/22 (estimate) 3,192 0 3,192 865 0 4,057  
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6.30. As part of the 2016/17 Provisional Local Government Finance Settlement the 
Government offered a 4-year settlement to Councils.  The settlement would only 
cover the RSG element of the overall settlement so would exclude business rate 
tariff adjustments, Rural Services Delivery Grant and transition grant.  The 
Government would also have the discretion to re-open the settlement if there were 
significant changes in the overall funding available for local government.  The 
Council’s Medium Term Financial Plan, incorporating savings projections and the 
Value for Money Strategy, formed the basis of the efficiency plan which was 
submitted to the Government and approved.  The 2017/18 settlement was in-line 
with the multi-year settlement. 

6.31. With 100% localisation now deferred indefinitely it is more likely that the Council will 
see a net decrease in funding if reductions nationally in Council support cannot be 
offset by potential increases in income from business rates.  This has not yet been 
factored into the financial model but will be kept under close review.  This could 
increase the potential deficit by up to £500k pa but is more likely to be around £200-
£300k pa. 

New Homes Bonus Scheme 

6.32. The New Homes Bonus (NHB) Scheme was introduced in 2011/12 as a way to 
encourage local authorities to facilitate housing growth. In essence, for every net 
additional property built or brought back into use, the government match funds the 
additional Council tax, with an additional amount for affordable homes, for the 
following six years. The grant is top sliced from Revenue Support Grant and paid as 
a un-ring fenced revenue grant and it is split 80% to district councils and 20% to the 
relevant county council.  

6.33. The Government reviewed the NHB and reduced the length of payments from six to 
four years and also set a threshold of 0.4% growth in taxbase before NHB would be 
paid.  For this Council the first 210 additional homes from April 2017 onwards will 
not be recognised for NHB, equivalent to more than 50% less cash due:  

New Homes Bonus 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 
  £000 £000 £000 £000 £000 £000 
Grant projected November 2016 939 1,366 1,454 1,566 1,877 1,858 
Grant projected January 2017 939 1,130 864 829 884 865 
Reduction in grant 0 236 590 737 993 993 

 

6.34. For the purpose of the MTFP, the income beyond 2018/19 is estimated to increase 
based on a net additional 300 new homes per annum rising to 400 homes by 
2019/20 and that payments will be made for four years.  These projections are 
currently being reviewed and any updates will be incorporated into the revised 
financial projections during the budget preparation process. 

6.35. The Council resolved to earmark the monies from the NHB into an earmarked 
reserve to be split 60:40 between support for affordable housing and Locally 
Important Projects (LIPs), including community planning.  The locally important 
projects element includes use of NHB to fund a budget of £51,000, giving £1,000 for 
each member for community projects identified by each member in their wards.  
Any unspent grant at the end of the year returns to the main LIPs budget. 

6.36. There is increasing pressure on the Council’s capital programme, for more details 
see section 9 below.  In order to meet these demands the Council needs to review 
the use of all funding streams, including the NHB.  It is proposed that the use of the 
NHB should be widened to include use to fund other items within the Council’s 
capital programme.  This has already happened in practice in a very limited form 
where there are capital programme bids which are similar to spend funded from 
LIPS, e.g. the Kendal to Lancaster Towpath trail or enhancements to Millerground. 
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Community Housing Fund 
6.37. On 23 December 2016 the Government announced the creation of a new, annual 

fund to help local authorities tackle problems linked to high levels of second home 
ownership in their communities.  The Council was allocated £2.36m for 2016/17 
from the £60m available nationally in the Community Housing Fund.    The funding 
is to help deliver affordable housing aimed at first-time buyers in response to the 
problem second homes can cause in reducing supply.  It is intended that Councils 
work with community groups such as community land trusts.  From 2017/18 
onwards, allocations will depend in part on how the 2016/17 allocation has been 
spent.  

6.38. To enable the Council to meet Government expectations of prompt commitment of 
spend, Council in February 2017 approved that the full amount of grant be added to 
the General Fund revenue budget for 2016/17 with authority to spend be delegated 
to the Director of People and Places in conjunction with the Portfolio Holders for 
Housing and Innovation and Finance and the Chief Finance Officer.  Any monies 
unspent at 31 March 2017 should be transferred to an earmarked reserve to be set 
up for this grant.  Less than £1k was spend during 2016/17 so the remaining 
£2.36m was transferred to a Community Housing Fund reserve. 

6.39. The Council’s plan includes expediting the process to provide immediate support for 
schemes ready to deliver or capable of quick deliver, gap funding of existing 
Community Land Trust schemes, review of empty homes and potential conversions, 
building skills, funding to established further Community Land Trusts, site 
acquisition and land assembly. 

6.40. The Government has not yet announced any allocations of the fund for 2017/18 
onwards. 

Council Tax 
6.41. The Council is committed to do all it can to reduce the financial burdens placed 

upon its residents and the Council was able to freeze its average band D Council 
tax for the five consecutive years from 2010/11 to 2015/16.  The Council has limited 
income generated from Council tax; for every £1 increase in the average Band D 
Council tax there is only an additional £45k of income.  

6.42. The Localism Act gives local communities the power to approve or veto excessive 
Council tax rises. The Secretary of State will determine a limit for Council tax; if an 
authority proposes to raise taxes above this limit they will have to hold a referendum 
to approve or to veto the rise.  For 2016/17 this level was the higher of 2% or £5.   

6.43. The previous Government policy, where Council tax freezes were off-set by Council 
Tax freeze grant funding, has changed. Since 2016/17 there is now an expectation 
from Government that annual increases in Council tax will form an integral part of 
the resources supporting local authorities. There is also an assumption, built into 
the Government’s calculation of Spending Power, that Council’s will increase 
Council Tax by the maximum permissible amount. 

6.44. The MTFP assumes the Council’s average band D Council tax will increase by £5 
per annum from April 2016.  Due to the uncertainty surrounding the level of future 
funding from government and the unpredictability of external income Council tax is 
the most stable of income sources for the Council.  Therefore any decision to 
change levels of Council Tax must consider the medium and long-term implications 
on the Council’s financial stability.   

6.45. The decision on Council Tax is reviewed every year as part of the budget and 
Council tax setting process.  The Council would prefer to retain lower levels of 
Council Tax increases, preferably no more than the level of inflation, but the change 
in Government funding may make this impossible to achieve. 
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Council Tax on Second Homes 

6.46. The Council currently benefits from a Second Homes agreement which returns 50% 
of the additional Council Tax collectable on second homes within the district as a 
result of the reduction in the discount on second homes being reduced from 50% to 
10% which otherwise would have been received by Cumbria County Council.  This 
second homes agreement commenced from April 2009 for 10 years so will expire in 
March 2019.   

6.47. Under the arrangement the Council receives an additional revenue income of £600k 
per year which is earmarked for affordable housing.  This funding has been used to 
fund a number of services including contributions to extra care housing provision, 
the handy person scheme to enable people to remain in their own homes for longer 
and the draught-buster scheme to reduce fuel poverty.  The financial forecast 
assumes any reduction in income from the agreement is offset by a reduction in 
expenditure on affordable housing.  The Council is in the process of reviewing this 
issue to ensure any reduction in spending does not have an impact on the delivery 
of affordable homes and is exploring ways to ensure the most disadvantaged in 
society are not impacted.  

Taxbase for Council Tax Setting  
6.48. The Local Government Finance Act 2012 included a number of ‘technical changes’ 

to Council tax that give Councils the opportunity to change existing discounts or 
exemptions and to introduce premiums.  In order to offset the additional costs of the 
Council tax Reduction Scheme, the Council opted to remove the discount on 
second homes from (previously 10%) and amend the discounts for certain empty 
properties. Properties that are classified as empty for more than 2 years will pay a 
50% premium. 

6.49. The Council have not amended the Council Tax Discounts and Premiums since 
their implementation in 2013 and as it stands there are no proposals to amend 
these at this time.  The Councils’ Council Tax Base and Budget are determined 
based on the charges introduced in April 2013 and details of the impact are 
included with the Council Tax Base Setting Process.  Officers will not report 
regarding these charges in future unless there is a proposal to change them or their 
levels. 

6.50. The financial model assumes the taxbase will increase by around 300 properties in 
2017/18 and 400 from 2018/19, in line with the projections for New Home Bonus.  
As noted above, these projections are currently being reviewed and any updates 
will be included in revisions to the financial model during the budget process.  
Although the total number of properties completed may meet this level it is 
necessary to reflect the reductions due to some of those properties becoming 
holiday lets, or eligible for single person discount of 25%, or eligible for council tax 
reduction scheme discounts.  It is assumed there will be no changes in the levels of 
discounts granted and levels of discounts are being closely monitored to see if this 
assumption is reasonable.   300 new properties will generate around £55k pa of 
additional Council Tax. 

6.51. A review will be carried out to consider the impact of changes in property numbers 
on service budgets which are linked to properties, such as waste collection and 
kerbside recycling. 

Council Tax Reduction Scheme 

6.52. As part of the Government’s wider policy of decentralisation, the Government 
localised support for Council Tax from April 2013, reducing funding by 10%. The 
Council has the discretion to decide who should pay less Council tax and how much 
less they should pay.  Council approved South Lakeland’s localised Council tax 
support scheme in its December 2012 meeting.   The shortfall is funded through 
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changes to the discounts on second homes and premiums on empty homes for 
Council tax. 

6.53. Council Tax Benefit Subsidy was replaced by cash grant so the Council (and other 
major precepting authorities) bear any costs that may arise for any increases in the 
Council tax benefit take-up rate from April 2013 onwards. For 2013/14 the Council 
received grant of £565k (plus £92k relating to parish councils). From April 2014 the 
grant is not separately identified as it is rolled into Revenue Support Grant.  The 
estimated cost to South Lakeland District Council of the reduction scheme is £600k 
and is reflected in the Council tax base. 

6.54. Councils are required to review their schemes on a regular basis: in December 
2016 Council resolved not to change the existing scheme except to apply the 
annual upratings aligned to other means tested benefit schemes.  This means the 
Council’s scheme has not reflected the changes announced by the Government in 
2015 or 2016 including removal of family premium for new claims, limiting the 
number of dependents additions and reduction of backdating period from six 
months to one month.  The MTFP assumes no change to the existing scheme. 

Universal Credits 

6.55. Universal Credits were to be introduced between 2013 and 2017 through the 
Welfare Reform Act.  Universal Credits is an integrated working-age credit that will 
provide a basic allowance with additional elements for children, disability, housing 
and caring. It will support people both in and out of work.  For local authorities, this 
means the link between Housing Benefit and Council tax discounts will be broken 
and that universal credits will be administered by the Department of Work and 
Pensions. As Universal Credit only applies to new working age claim it is assumed 
the Council will continue to administer housing benefit for the duration of the MTFP. 

External Income 

6.56. The Council relies on a number of external income sources and over the last few 
years the economic downturn affected our income streams, in particular in service 
areas linked to building and housing e.g. land charges and building control income. 
A number of significant fees, including liquor licences and planning application fees 
are set by Government.  An increase in planning fees has just been announced but 
with conditions attached on the use of the additional income and with the 
implementation delayed due to the General Election.  The Local Government 
Association has campaigned for local freedom for authorities to set fees based on 
local circumstances. 

6.57. All fees and charges for 2018/19 onwards should be set in accordance with the 
Council’s Policy on Fees and Charges as set out in Appendix 3. 

6.58. The Council has a good history of debt collection. The Council continues to build on 
this to maximise income received and minimise income written off. Monitoring 
information which is produced monthly has been enhanced to provide information 
on evaluating the effectiveness of debt recovery actions, associated costs, and the 
cost of not recovering debt promptly. 

6.59. The financial model assumes income from external charges in general increases by 
2% annually with the exception recycling credits (assume frozen) and includes 
reviewing individual charges to ensure the balance of income generation is 
appropriate. 

External Interest and Investment 
6.60. Historically a key income stream for the Council has been the income generated 

from investment of cash balances.  Every 1% of movement in interest rates is 
equivalent to approximately £100k in income; however the actual interest earned 
will also be affected by the level of cash balances available.   
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6.61. The financial model assumes interest rates remain constant at 0.25% until 2021/22.  
While commentators predict an increase during 2018 experience suggests the 
predicted increase will be later than expected.  This assumption will be revisited if 
the base rate changes. The predicted income has been increased based on actual 
interest earned since the Council brought the management of core investments in-
house during 2014/15.  If interest rates increase on investments then there will be 
an off-setting increase on any new borrowing. 

6.62. Nationally revenue resources have declined, which has increased pressure to 
maximise returns on investments.  The Council is required to follow Government 
regulations which require investments to be rated based on security, liquidity and 
return, in that order of importance.   

6.63. The Council’s income from investments is controlled by its Treasury Management 
Strategy and Investment Strategy, part of the Prudential Code for Local Authorities 
which sets out how Councils can borrow and invest.  The Prudential Code is 
currently being reviewed to ensure it remains relevant and appropriate: once the 
review is complete the Council’s Treasury Management Strategy will be reviewed to 
ensure it remains compliant. 

6.64. Many local authorities have invested in commercial property as a means of 
generating additional income.  Where property is purchased directly this would be 
classified as capital expenditure: the Council would assess any proposals for 
purchase of commercial property as it would any other capital expenditure to ensure 
it was appropriate and there was suitable funding available.  Only where property is 
purchased as part of an externally managed property fund would it be classified as 
a treasury management transaction outside the capital programme.  The Council 
currently has no such investments. 

Pensions 

6.65. South Lakeland District Council employees are eligible to be members of the Local 
Government Pension scheme, of which the Government sets the terms and 
conditions nationally. This is a statutory condition of employment available to all 
local government employees.   

6.66. The most recently published actuarial valuations (2016) for the whole fund show 
that the South Lakeland Council element of the fund continues to be in deficit.  The 
Council pays employer contributions based on a set percentage contribution for 
future service accrual and a fixed monetary contribution each year for past service 
liability instead of a set percentage contribution covering both.  This should avoid 
the reduction in recovery of past service liability as staffing levels decline following 
reduction or transfer of services.  Following the revaluation the Council’s current 
employee costs increased from 14.3% to 16.2% but the deficit plan lump sum 
reduced: the overall pension contributions remain broadly the same as under the 
last revaluation.    

6.67. The fixed contribution for past service liability for the 3 years from April 2014 to 
March 2017 was paid as a single lump-sum payment to the pension fund in April 
2014.  The pension scheme can use a wider variety of investment to generate 
higher returns than those available to SLDC.  As a result of this prepayment savings 
of around £230k will have been made over the three year period.  A similar pre-
payment was made in April 2017: it is assumed similar arrangements will continue 
and that there is no change in the overall costs of pensions over the life of the 
financial model. 

Service Demand and Other Budget Pressures 

6.68. Central Government expects local authorities to take a major part to revitalise the 
local economy and at the same time bear a significant part of the governments 
overall austerity measures from reduced funding.  Nationally the greatest pressure 
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on demand for services is due to the aging population profile and is mainly affecting 
health and social care budgets.  Although the Council does not directly deliver 
health and social care the Council’s initiatives in promoting well-being and 
affordable housing, including the use of the monies from the second homes 
agreement, should enable older people to remain active and in their own homes for 
longer. 

6.69. During 2016/17 the Council’s Overview and Scrutiny Committee held a tackling 
poverty workshop.  Incomes tend to be lower than the national average in South 
Lakeland and the number of families on the lowest wages is increasing.  The most 
recent figures suggest there are more than 1,200 children under the age of 16 living 
in poverty and around 4,800 households are classed as “fuel poor” or unable to 
keep adequately warm on their income.  The Council is working on a new strategy, 
called Tackling Poverty Together, liaising with key partners to help ease the burden 
of hardship across the district.  There will be a new focus on three main areas; 
understanding the nature and extent of poverty, helping those in immediate need. 

6.70. The 2018/19 – 2022/23 financial model assumes levels of demand will remain 
constant.  Increases in demand are addressed as a service budget pressure within 
the annual budget setting process. 

6.71. One area of expected increase in spend is the cost of insurance.  There are a 
number of issues which will combine to potentially increase costs: 

a) the Government has reduced the discount rate used when settling insurance 
claims: this will increase the costs of settling any insurance claim which covers 
future costs; 

b) the Government has increased the level of Insurance Premium Tax from 10% to 
12% and is likely to continue to increase the level until it is equal to the level of 
Value Added Tax; 

c) the estimated rebuild costs for the Council’s properties has increased by around 
10% since the December 2015 floods.  This may reflect increased demand 
inflating prices which could reduce in the future but has already increased the 
premium for 2017/18; 

d) the claims history, particularly due to the December 2015 floods, will increase 
the level of premium in the future. 

The 2017/18 budgets included an increase of £76k pa for insurance costs.  The 
Council will carry out a tendering process for insurance services during 2018/19 but, 
based on current projections, the costs of insurance in 2019/20 is estimated to be 
£85k higher than currently budgeted.   

The SLDC Efficiency/Savings Plan 
6.72. The Council, as part of its annual Budget Process, reviews the savings delivered 

and those still required to enable the following years’ Budgets to balance.  The 
delivery of the savings included in the February 2017 Budget is closely monitored. 
Substitute savings are developed where initial plans are delayed or unlikely to be 
achieved.  Additional savings are developed where the deficit projections increase.   

6.73. The Council’s Income Generation Workshop in October 2016 considered a number 
of potential new or increased sources of income including possible extension to 
Braithwaite Fold caravan site and changes to car parks.  These proposals will be 
considered alongside other proposals during the 2018/19 budget process.  

6.74. The Council has recognised that transformational change will be required to deliver 
the establishment savings required in future years.  The programme has three 
elements: digital, people and places.  The programme should deliver a simpler way 
of working for everyone, faster and better services, value for money for taxpayers, 
more time to help vulnerable residents, improved customer satisfaction and a 
highly-skilled modern workforce.  
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6.75. The digital element of Customer Connect will finance the up-front costs of 
implementing the IT and associated changes required, including the replacement of 
the Customer Relationship Management (CRM) system, creating a single customer 
account, using digital channels via our website, replacing the building 
control/development control/land charges system, replacing the revenues and 
benefits software and enabling mobile working.  A main supplier has been 
appointed for the development and some elements of the project have already gone 
live.  The programme is expected to cover several years with all systems 
implemented by March 2020. 

6.76. The new technology requires radical change in the way the Council works. Over the 
next four years job roles and structures will change.  There will be a strong focus on 
recruiting and retaining talent and developing people to be agile and more 
customer-centric.  The new model will be simpler and much more automated, 
freeing staff up to help more vulnerable residents. Customers will increasingly self-
serve in areas like inquiries, reporting, applications, and payments but we will retain 
telephone and face-to-face contact. 

6.77. The Council is reviewing its buildings and locations to ensure it operates in the best 
way for the modern digital age.  The new technology makes it easier for staff to 
work in the community and work collaboratively with partners.  As part of this review 
two potential options are now being considered for where the Council is based.  
One option is to work as part of a shared hub with other public sector organisations 
in Kendal.  Another is to remain at South Lakeland House and refurbish the site and 
let any surplus space to the private or public sectors. The decision will be made by 
members and will be based on best value for taxpayers. 

6.78. The Customer Connect Programme has a savings target of £850k once fully 
implemented.  Some of those savings (£22k) have already been recognised and 
built into the future years budgets.  The majority of the savings are expected to be 
identified during 2017/18 and delivered during 2018/19 (£403k) and 2019/20 
(£425k). 

6.79. The balancing annual deficits as set out in the table at 6.82 below will be met 
through additional savings options currently being developed. These will be set out 
in updated budget reports provided between September and February 2018. 

 
2017/18 General Fund Budget 

6.80. As part of the 2017/18 budget setting process, information was examined relating to 
the level of existing resources in each service areas, including the number of staff 
employed and comparisons have been drawn with historical expenditure data to 
identify savings areas. All budget options have been considered in the context of 
current service performance and priorities and all the growth bids went through a 
challenge process. 

6.81. The details of the 2017/18 general fund revenue budget, including growth and 
savings can be found in the 2017/18 Budget report submitted to Council in February 
2017. 

The Projected Net Budget Position 

6.82. The financial model (detailed in Appendix 2) shows deficits over the future 4 year 
period of between £1.1m and £1.2m before savings from Customer Connect are 
included.  These projections also include £500k for uncommitted pressures and 
growth.   
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2017/18
£000

2018/19
£000

2019/20
£000

2020/21
£000

2021/22
£000

Service Expenditure 29,433.7 27,932.5 27,393.7 27,431.7 27,498.7
Uncommitted Pressure/Growth 0.0 500.0 500.0 500.0 500.0
Service income -13,546.2 -13,294.0 -13,419.2 -13,789.8 -13,748.7
Net service expenditure 15,887.5 15,138.5 14,474.5 14,141.9 14,250.0
Corporate items -15,887.5 -13,974.7 -13,367.6 -12,954.9 -13,035.5
Net draft budget (projected deficit) 0.0 1,163.8 1,106.9 1,187.0 1,214.5
Total Customer Connect savings -22.0 -425.0 -850.0 -850.0 -850.0
Customer Connect Savings in base -22.0 -22.0 -22.0 -22.0 -22.0
Further Customer Connect savings -403.0 -828.0 -828.0 -828.0
Projected deficit including further CC Saving 0.0 760.8 278.9 359.0 386.5
 

6.83. These projections are based on the achievement of all savings proposals approved 
to date and that the underlying assumptions around income and expenditure 
changes are robust. First draft projections to 2022/23 suggest the deficit will 
increase in line with trends over the last 4 years mainly as a result in the reduction 
in government grant.  Further work will be carried out to test the underlying 
assumptions: updates on the projected deficit for 2022/23 will be reported during the 
2018/19 budget process.  

6.84. The Council is focused on achieving savings, primarily through efficiencies. During 
the budget and planning process there is an emphasis on ensuring resources are 
directed in the appropriate areas with service efficiencies monitored and reviewed 
highlighting where further savings can be made. 

6.85. The Budget Strategy for 2018/19 must concentrate on closing the revenue deficits, 
either through increases in income or reductions in expenditure.  Where capital 
expenditure is required to generate future revenue savings it should be prioritised.  
Unless funding from earmarked resources, no revenue budget growth bids should 
be accepted until all budget pressures are funded and the 2018/19 budget deficit is 
met.  

7. SENSITIVITY ANALYSIS AND SCENARIO PLANNING 

7.1. Risk Management is a key feature of the Council’s financial planning process.  The 
Council is very aware of the need for effective risk management and considers that 
the assessment and minimisation of all types of risk to be vital. It has an adopted 
Risk Management Strategy in place, and the financial risks to the Council are 
assessed in the context of the Council’s overall approach to risk management. 

7.2. To mitigate risk the Council: 

• regularly monitors its budgets,  
• the corporate Risk Management Process is used by South Lakeland to 

identify, monitor and report on risks, 
• Quarterly performance monitoring reports provides a platform for the Members 

to scrutinise the financial and non-financial performance (e.g. local and 
national indicators). 

7.3. Details of the risks facing the Council were discussed in section 7 and the table 
below summarises the financial implications if assumptions made in the MTFP 
change in the future (the details of which are included in section 7 also). This gives 
some indications to the kind of risks which need to be allowed for in considering the 
level of reserves in future years.  

 

 

Page 19 
 



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

 £000 £000 £000 £000 £000 

Inflation: pay award 1% higher than assumed 2017/18 
only 128.7 137.1 141.1 146.5 151.9 

Current assumption:2% pa increase cumulative 128.7 265.8 406.9 553.4 705.3 

Pension contribution: contribution rate 1% 
higher than expected 

2017/18 
only 94.6 97.8 99.5 101.0 102.5 

Current assumption: 24% contribution rate cumulative 94.6 192.4 291.9 392.9 495.4 

Inflation on contracts: 1% higher than 
expected 

2017/18 
only 147.7 141.4 140.0 139.6 138.3 

Current assumption: 2% cumulative 147.7  289.1 429.1 568.7 707.0 
Average investment interest rate 1% higher 
than assumed (although this depends on 
timing as some investments are at fixed 
rates) 

in year 334.8 340.5 382.8 390.3 397.6 

Current assumption based on 0.25% base 
rate             

Average interest rate 1% higher than 
assumed   all existing borrowing at fixed rate 

Retained business rate income 1% lower 
than assumed in year 30.4 31.6 29.3 32.7 32.7 

Retained business rate income: overall rates 
collectable 1% lower than assumed in year 123.0 125.5 128.0 130.5 133.1 

  cumulative 123.0 248.5 376.4 507.0 640.1 

RSG 1% lower than assumed in year 2.5 0.0 0.0 0.0 0.0 

  cumulative 2.5 2.5 2.5 2.5 2.5 
Income from car parks 1% lower than 
assumed in year 41.8 42.7 43.6 44.4 45.3 

  cumulative 41.8 84.5 128.1 172.5 217.8 
Income from council tax 1% lower than 
assumed in year n/a 179.7 90.4 95.0 99.5 

Current assumption: £5pa band D increase cumulative n/a 179.7 270.1 365.1 464.6 

 

7.4. Some of the greatest risks are around the assumptions relating to income from non-
domestic rates from 2019/20 when the current multi-year settlement ends.  The 
MTFP assumes there is no underlying alteration in the fundamental local 
government funding levels from April 2020.  There are also a number of variables 
that will have an impact on income from business rates.  Depending on the 
assumptions made, income retained by the Council from 2020/21 could vary by 
around 20% or £400k.   

7.5. All local authorities are required to ensure there are sufficient resources available to 
meet the expenditure in the year: the Council receives a formal report from the 
Chief Finance Officer (for SLDC the Assistant Director Resources) as part of the 
budget setting process.  The Council continuously monitors factors that may push a 
local authority into tipping into unstainable expenditure, including intelligence from 
other bodies including Grant Thornton and the Local Government Association.  Not 
all authorities share the same level of resilience or risk.  Providing the assumptions 
in this MTFP are sound, the policies and recommendations are followed and the 
savings targets are met the Council is not expected to fall into deficit. 
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8. RESERVES  
8.1. The Council will retain its approved minimum Working Balance level of £1.5m, 

reviewing this regularly in the light of changing financial risk assessment. Risks to 
the Council’s financial position could derive potentially from budget overspend, loss 
of investment income, contractual/legislative failure or challenge and emergency 
events. Historically, the Council has a good record of outturn financial position being 
within budget, therefore this is not seen as a high risk to the Council and it is not 
necessary to make additional significant provision.  

8.2. The Council also considers the impact of holding monies unnecessarily in reserves 
given the ongoing impact of the economic downturn to local residents and 
taxpayers. The Department for Communities and Local Government has been 
critical of councils holding significant reserves in these difficult economic times, 
encouraging them if at all possible to release some of them. The External Auditor 
closely examines the Council’s actual and required reserves position each year to 
ensure the amounts held are sufficient but not excessive.  It should be stressed that 
there is no theoretically “correct” level because the issues that affect an authority’s 
need for reserves will vary over time. 

8.3. The level of risk posed by contractual or legislative failure and emergency events is 
difficult to predict, but it would be a low probability with a potentially high impact. 
However, it is not appropriate to set aside large amounts of reserve against the 
possibility of this happening.  Appendix 4 assesses the main financial risks facing 
the General Fund revenue accounts and the suggested appropriate level of reserve 
required to offset this risk, were it to materialise. 

8.4. In setting budgets and projections for individual years, it is important that the use of 
reserves is sustainable and not increasing and creating an unsustainable future 
problem. The fundamental principle within the Council’s Policy on Reserves and 
Balance governing the use of reserves is that they should not be used to fund 
recurring expenditure.  If exceptional circumstances make this a necessity, the use 
of the reserve should be clearly stated and approved as an exception to the rule. 

8.5. Actual levels of reserves are expected to be around £11.3m by 31/3/18 of which 
around £2.1m are earmarked by statute and a further £1.7m has been set-aside by 
the Council for specific purposes.  A summary of the expected levels of reserves at 
the start and end of 2017/18 are shown below. A copy of the policy for reserves and 
balances can be found in Appendix 5 including details of the projected balance on 
each reserve.  The balances beyond March 2018 are less certain as expenditure 
from reserves and working balances to meet unexpected demands obviously 
cannot be predicted, for example it was expected that around £1m of reserves was 
required to reinstate flood damaged property not covered by insurance or 
government grant following the December 2015 floods.  Some remediation work is 
still in progress so this figure has not yet been finalised. 

  
Balance 
31/3/17 

Projected Balance 
31/3/18 

  £000 £000 
Revenue Reserve  11,145.1     7,376.9  
Capital Reserves  531.0  362.9 
Earmarked Reserves  5,099.8     2,102.0  
Total Reserves  16,775.9     9,841.8  

9. CAPITAL 

Capital spend and funding 
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9.1. The Council’s Capital Strategy sets out how the Council will manage its capital 
investments in the future. It is agreed on an annual basis and serves the following 
purposes: 

• It sets out how capital contributes to the achievement of the 
Council’s corporate objectives. 

• It establishes the criteria for the allocation of capital resources.  
• It provides a framework for the administration of capital projects and 

monitoring of outcomes 

9.2. The Capital Strategy is reviewed and approved annually as the basis for the 
preparation of the new Capital Programme.  Appendix 6 updates the Capital 
Strategy to reflect the current financial situation.  All capital investment and disposal 
decisions have been made with reference to the strategic objectives within the 
Council Plan.  

9.3. The Council’s capital programme has in general been funded by the use of capital 
receipts, contributions, major repairs reserve or from capital grants.  The current five 
year capital programme is underpinned by capital receipts generated through the 
LSVT.  Income from the VAT shelter, linked to the LSVT and arising from 
investment by South Lakes Housing, is due to reduce as a result of the increased 
use of in-house resources rather than external contractors by South Lakes Housing. 
The Capital Programme approved in February 2017 assumes £2.2m of VAT shelter 
between 2017/18 and 2021/22, this is now expected to reduce by £0.8m.  Other 
capital income has declined significantly - capital grants have diminished and there 
are few non-earmarked capital receipts. 

9.4. The Council receives a share of the proceeds of Right to Buy sales of houses 
transferred to South Lakes Housing in 2012.  This income has to be treated as 
capital receipt and the Council has chosen to earmark it for use in providing new 
affordable housing by South Lakes Housing.  The Council has cumulative unspent 
receipts of £3.1m at 31 March 2017 from this income agreement and is expecting 
this to increase by £800k pa.  Of this, only a little over £1m is currently committed to 
schemes by South Lakes Housing.  It is proposed the use of these receipts should 
be widened to include others forms of provision of affordable housing, for example 
by other housing providers. 

9.5. Other sources of income have changed, including the value of the New Homes 
Bonus as a result of the Governments changes to the scheme (see para 6.32 
above).  However, the total amount of NHB is projected to remain around £0.8m - 
£1m per year over the life of the current capital programme.  The Government have 
introduced the Community Housing Fund to assist in the provision of housing in 
areas experiencing high numbers of second- and holiday homes.  The Council 
received £2.3m of funding from this fund in 2016/17 which may be used for either 
capital or revenue expenditure. 

9.6. The Capital Programme needs to reflect the capital expenditure necessary to 
maintain its key assets over the long-term, especially revenue generating assets 
such as multi-storey car parks.  Ideally any new schemes would bring alternate 
external funds or new capital receipts from the sale of assets.  

9.7. The Council is currently preparing or updating a number of strategic documents 
including the Economic Development Strategy, Corporate Property Strategy, a 
Kendal Town Centre Masterplan and Housing Strategy: alternative models for 
delivery and a Leisure Facilities Strategy.  The results of these reviews may require 
a fundamental review of the capital programme and the use of capital resources.    
Current projections suggest between £8m and £12m of additional capital spend 
may need to be added to the existing capital programme. 
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9.8. The capital programme for 2016/17 to 2021/22 was approved by Council in 
February 2017.  The programme shown at Appendix 7 has been updated for 
requested carry-forwards from 2016/17 and reflects the projected levels of 
resources.     

Revenue implications of capital programme 

9.9. One of the key drivers for the Council’s approach to capital expenditure is revenue 
affordability.  Most Capital Projects have financial implications on the annual 
Revenue Budget. The revenue implications can take a variety of forms and they 
include: 

• Capital financing costs  
• Loss of investment income  
• Annual non-capital financing costs, e.g. salaries, rent, rates, energy 

costs, on-going maintenance costs and any income generated from 
the scheme or project 

9.10. One of the largest revenue cost is the Minimum Revenue Provision (MRP). This is 
the statutory requirement to charge the revenue account with the principle cost of 
borrowing over the life of the asset created.  For the purposes of this calculation, 
borrowing is treated as any expenditure not funded by capital receipts or 
contributions.   

9.11. The Council’s Capital Strategy has traditionally used leasing or borrowing to fund 
the purchase of vehicles and plant.   

9.12. The table below shows how the MRP is projected to increase to reflect the 
additional costs arising from using borrowing to fund the vehicle and plant 
replacement programme.  Once a full cycle of vehicle and plant renewal is reflected 
in the MRP the annual increases will reduce.  

   2017/18 2018/19 2019/20 2020/21 2021/22 
   £000 £000 £000 £000 £000 

Capital programme funded from borrowing: 1,756 60 1,522 627 441 
Projected MRP   439 636 642 951 904 

 

These projections differ marginally to those included in the General Fund financial 
model in Appendix 2 and will be incorporated into the financial model and the 
General Fund deficit projections discussed above in section 6 during the budget 
preparation process.  The decisions of how to fund capital expenditure, including the 
treasury management decision of whether to borrow externally, are taken at the end 
of the financial year by the Assistant Director (Resources) under delegated powers.  
The decisions are based on the Treasury Management framework for the relevant 
financial year and ensuring value for money.   

 
10. VALUE FOR MONEY AND EFFICIENCY 

10.1. Value for Money (VFM) is an assessment of whether or not we obtain the maximum 
benefit from the goods and services we both acquire and provide, within the 
resources available to achieve it. This assessment includes considerations about 
suitability, quality, whole life costs and the relationship between economy, efficiency 
and effectiveness and is summarised as: 

“In all significant respects, the audited body takes properly informed decisions 
and deploys resources to achieve planned and sustainable outcomes for 
taxpayers and local people.” 
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10.2. Value for money remains an integral part of the external audit opinion. The general 
feedback was that the Council had consolidated previous improvements and 
demonstrates good value for money across our services.  

10.3. The Council’s Value for Money Strategy was last approved in July 2014 as part of 
the MTFP process and provides a framework on how the Council aims to maximise 
its resources.   

11. WORKING WITH PARTNERS 

11.1. The Council is committed to working with partners and other key stakeholders to 
deliver services within South Lakeland.  This includes 

• Formal arrangements, such as Cumbria LEP, Cumbria Business 
Rate Pool; 

• Formal contractual arrangements as a result of competitive 
tendering; 

• Transfer of assets or management of assets between organisations;  
• Sharing of premises; 
• Informal collaborations. 

11.2. Some shared arrangements exist for providing services within the organisation: 
currently South Lakeland shares IT and Revenues and Benefits management with 
Eden District Council and are jointly implementing the Customer Connect 
programme. 

11.3. As an example of partnership working, the Council’s strategy for support culture 
through advocacy, support and investment of £114,000 per annum to its key 
strategic cultural partners has generated National Portfolio Organisation investment 
from Arts Council England of £1,571,012 per annum  - £6,284,048 in total over the 
next 4 years. 
 

12. CONSULTATION STRATEGY, APPROVAL AND COMMUNICATION PROCESS 

12.1. The Council carries out regular consultation with local people, customers, 
stakeholders, and partners organisations to establish current and future needs and 
priorities of the community. The MTFP is submitted to Cabinet annually for 
approval. It is subject to challenge and scrutiny through the Overview and Scrutiny 
Committee before final approval by Council. 

12.2. Once approved the MTFP will be communicated to stakeholders. This will include 
using the internet and newsletters to staff and customers. 

12.3. The MTFP is reviewed at least quarterly and forecasts are updated as necessary 
and reported as part of the Quarterly Corporate Financial Monitoring process and 
during the Budget process. 

12.4. The Council consults on its budget proposals with business ratepayers in 
accordance with statutory requirements. 

13. EQUALITY IMPACT ASSESSMENTS (EIA) 
13.1. The Council is committed to ensuring equality and diversity issues are given proper 

consideration. Equality Impact Assessments are an important part of our decision 
making to enable us to assess the impact of decisions on our residents, 
stakeholders and customers. Where the impact is high mitigation plans can be 
developed to reduce the impact of decisions. These are completed in accordance 
with national guidance and best practice. 

13.2. In developing individual budget proposals officers have undertaken equality impact 
assessments.  An overall equality impact assessment was prepared for the 2017/18 
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budget process and proposals and this will be reviewed as part of each annual 
budget process. 

14. CONCLUSION AND WAY FORWARD 

14.1. The MTFP should be considered in the context of the following issues: 

a) The Council is in a very positive financial position as shown by the 
adequate General Fund balances and reserves, robust financial 
management practices and excellent track record in achieving 
efficiency savings 

b) Challenging decisions will still need to be made to deliver savings 
while safeguarding frontline services to maintain a balanced budget. 

c) A number of major strategic reviews are currently underway 
including the Corporate Property Strategy and review of core 
corporate assets, review of housing alternative models for delivery, 
the Kendal Town Centre Masterplan and use of Community 
Infrastructure Levy, replacement of the Local Plan with a new 
framework and Objectively Assessed Need, the Leisure Facilities 
strategy and the Economic Development Strategy. These may 
require changes in current spending and funding plans. 

d) Significant changes to the local government finance system from 
2019/20 although plans for the 100% retention of business rates 
replacing all other Government funding have now been abandoned.   

e) Increasing inflation and other budget pressures may increase spend 
above the projections included in the financial model. 

f) The outcome of the EU referendum in June 2016 and General 
Election of 2017 has increased the level of uncertainty around many 
of the financial projections.  Any changes to the financial position will 
be closely monitored and updates to the financial projections will be 
reported during the 2018/19 budget process. 

14.2. The financial position over the medium term is shown in Appendix 2. This currently 
shows an annual recurring deficit of c £1.2m to 2021/22.  As stated above there are 
plans to achieve £850k of this via the Customer Connect Programme and work is 
underway to develop the balancing £400k. Officers will continue to work on these 
figures to test the assumptions made and updates will be provided during the 
2018/19 Budget Process. 
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Appendix 1  

Budget Process and Strategy 2018/19 – 2022/23 
 

By incorporating the Budget Strategy within the Medium Term Financial Plan the Council ensures 
the two parts of the budget process are seamless and consistent.  The proposed budget strategy is 
shown below: 

Proposed 2018/19 Budget Strategy 
a) This proposed Budget Strategy explains the approach to setting a balanced budget 

for 2018/19 in accordance with the principles. Through the MTFP updates, corporate 
issues have been addressed that will alter the future years position from the budget 
that was approved on 22 February 2017.  

b) To address future deficits, savings options have been approved for 2017/18 and for 
future years. Savings will also be sought to provide funding for budget pressures to 
ensure the Council Plan priorities are delivered.  Members will be asked to consider 
the range of options for savings put forward and which are to be consulted on. These 
may include: 

• increasing income 

• reducing costs by improving service efficiency including the use of assets 

• reduction of costs through cutting overheads 

• alternative service delivery mechanisms 

• ceasing to deliver services 

c) The detailed service and capital budgets will be reviewed to ensure that these remain 
reasonable, with reference to the 2016/17 out-turn, monitoring during 2017/18 and the 
Service Managers’ knowledge of any changes due to take effect over the budgeting 
time frame. 

 General Fund Services 
d) The overall General Fund Service budget strategy is that: 

• budgets will be updated by Finance for known, externally-driven changes to 
salaries including inflation; they will also update capital charges and recharges; 

• all establishment changes must be treated as growth bids and forwarded to 
Human Resources Committee at the appropriate time; 

• virements and minor (less than £25k gross) cost neutral changes can be made 
to base budgets without bid documents; 

• savings identified as part of the Corporate Savings Exercise will be worked up 
into budget reductions for approval as part of the budget process; 

• all other changes, including those that are statutory or demand led will need to 
be brought forward for consideration as part of a budget amendment process, 
signed-off by the AD and Portfolio Holder. 

e) More detail of the approach is given below:  

i. Salary budgets are increased by known incremental advances.  From April 
2018 2% will be included for inflationary pay awards (the pay award for 
2017/18 has already been agreed).  A 3% reduction will be allowed for 
vacancies and turnover on all salary cost centres; posts which are currently 
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vacant will be budgeted at the scale mid-point; rates and thresholds for PAYE, 
NI and pension deductions will be updated. 

ii. No allowance will be made for inflation in expenditure budgets unless 
contractually committed or unavoidable (e.g. energy, fuel and utility bills); the 
current inflation assumptions built in to the base will be reviewed and updated 
where necessary.  Where a contract is due for re-tendering a review of the 
appropriate inflation rate and budget should be undertaken and a budget 
pressure bid prepared where necessary. 

iii. Future year’s income base budgets already have inflationary growth built into 
them. Where this cannot be met or managed through reductions in 
expenditure, this will be identified as a budget pressure. 

iv. Fees and Charges need to be consistent with income budgets. This process 
must involve: 

a. review of 2016/17 out-turn and any relevant multi-year trends;  

b. review of current 2017/18 budget position;  

c. review of future year income budget; and  

d. assessment of the options for any changes to fees (structures as well 
as tariff) and the impact of this on the income budget. 

e. For any service area where income budgets are £100k or more per 
annum, this process will be documented. All services will review the 
potential for new fees.  

Fees and Charges must be consistent with the Council’s Corporate Charging 
Policy shown at Appendix 3.  

v. Existing base budgets will be challenged to identify savings that can be 
released to offset projected budget deficits.   

vi. Budget Pressures: the delivery of the Council Plan requires constant review 
of budgets to ensure funding is available to deliver the Council Plan priorities.  
Any increases to expenditure or decreases to income base budgets 
(excluding i and ii above) will be either matched corporately by a 
compensating saving or will need to be submitted as budget pressures. The 
de-minimis is set at £25k.   

vii. If the budget deficit is balanced then resources may be made available for 
growth bids: where growth is to be funded from earmarked resources only 
then bids will be accepted as part of the budget process.   

viii. Work to date on the Corporate Property Strategy will be reviewed to ensure 
that budgets reflect any changes as a result of the on-going review of the 
Council’s property assets. 

ix. Reserves will be used in accordance with their agreed policies with the 
fundamental principle that they are not used to fund recurring expenditure. 

x. Effective consultation will be carried out in accordance with the Corporate 
Consultation strategy. 

xi. Schemes which attract external funding need to be prioritised with reference 
to the Council plan and capacity to deliver. 

xii. The Budget assumes a £5 Council tax increase annually from April 2016 
onwards.  The decision on the actual Council tax each year will be taken by 
Council in February and will be influenced by current Government policy and 
the influence of this on local government funding. 
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xiii. The working balance contributions be reviewed against the current long-term 
target minimum General Fund working balance of £1,500,000 by 31 March 
2018; any surplus over this target should be transferred to the General 
Reserve. 

Capital 
f) The approach to setting the capital programme will be as follows: 

i. A longer-term view will be taken of spending needs to balance priorities and 
resources more evenly over the life of the capital programme. The Council’s 
property advisors will be consulted as to the on-going maintenance programme 
with the aim being to develop a 10 year programme for recurring capital costs. 

ii. Bids for new initiatives which recover the investment in a 5 year period will be 
prioritised.  Capital Bid documents will be required prior to a scheme being 
accepted as part of the Capital Programme. These are to be signed-off by the 
relevant Portfolio Holder and will be prioritised by Members as part of 
developing the 2017/18 to 2024/25 Capital Programme.  Bids will be considered 
alongside future expected spend on major projects, as indicated in the capital 
programme. 

iii. Schemes which attract external funding should be considered in the light of 
capacity to deliver these and need to be prioritised with reference to the Council 
plan.  

iv. Existing schemes within the programme will also be reviewed with reference to 
their progress and any external funding restrictions. 

v. Capital receipts will only be committed once they have been received. Although 
there are known sources of capital receipts (e.g. South Lakes Housing VAT 
Shelter/Right to Buy receipts), future aspirations will take into account the 
resources required to support unavoidable recurring costs.  Right to Buy 
receipts will be earmarked for social housing to replace the units sold that 
generated the receipt. 

Budget Process 
g) The approach to the review of the current-year budget, based on budget monitoring, 

will continue.  The Council’s Efficiency and Value for Money Strategy will be applied.  
The 5 year position will be set out as part of the process. 

h) Regular budget reports will be provided to inform Members on the emerging issues. 
This is will integrate information from review of base budgets, higher level factors 
(such as the grant settlement) represented in the MTFP and the corporate savings 
process.  

i) Following approval of these proposals, Assistant Directors, managers and finance 
staff will work together on the preparation of budgets based on the strategy set out 
(ensuring consultation with the relevant Portfolio Holders).  Work will continue to be 
undertaken on refining the options for reducing the deficits currently projected and 
inclusion in the future Budget reports.   

j) The Draft Budget and Council Plan will be consulted on in accordance with the 
Consultation Plan. The Draft Budget will also be subject to the statutory four week 
period post the 19 December 2017 Council meeting. 
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