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1. Introduction

On 21 February 2017 Council agreed the annual 2017/18 budget, directorate spending limits
and the Capital Programme covering the period up to 2021/22. A commitment was given in
the budget report to the development of a Medium Term Financial Plan (MTFP) later in the
financial year.

The MTFP is a key part of the Council’s Policy and Budget Framework and is intended to set
out the Council’s strategic approach to the management of its finances and provide a
framework within which delivery of the Council’s priorities will be progressed. The
disaggregation of the annual budget setting process from the development of the MTFP has
allowed time to assess the Council’s actual 2016/17 financial outturn, build on the existing
plan and update financial planning assumptions to reflect known local and national changes.

The MTFP comprises of two parts. Part 1 takes into account the financial impact of the
measures implemented in the past year, considers the financial outlook for the Council over
the next five years, and builds on the five year outlook included in the 2017/18 budget
report. In Part 2 the Council sets out its plans and strategies for managing resources and
delivering the corporate priorities against this financial outlook.

The MTFP provides the financial context within which the Council budget will be set and the
financial planning assumptions will need to be kept under constant review given the
increased level of uncertainty in the financial and economic climate.

2. Executive Summary

The MTFP is the means by which the Council attributes resources to the delivery of its core
responsibilities and policy objectives. This document sets out the resourcing principles that
will be used to balance our continually reducing resources across ambition, core
responsibilities and need to fix the basics and transform the Council in a significant number
of areas.

The MTFP is based on a financial forecast over a rolling five-year timeframe from 2017/18 to
2021/22 and will ensure resources are aligned to the outcomes in the Corporate Strategy.

The last five years have been a time of unprecedented change for the Council and along
with other local authorities the Council has faced a year on year decline in Government
funding. The financial challenge is likely to remain for the next five years, with further
funding uncertainty following the recent General Election and subsequent Queens Speech,
the UK’s vote to leave the European Union (EU), together with an ever increasing demand
for a range statutory and core council services. This is likely to herald more instability in the
short to medium term and the consequences will need to be carefully considered in the
annual refreshes that occur over the MTFP period.
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In order to effectively plan our finances for the next five years, the Council requires greater
funding clarity from the government about their plans for funding local government. More
specifically adult social care, 100% business rate retention and appeals, funding for schools,
high needs, early years sector, the reformed local authority role in education and the capital
framework upon which local authorities rely on for investments.

Despite the uncertain climate the Council, like all other councils, must be prudent and make
estimates for the future in order to set balanced budgets over the next few years and shape
services according to the funding available. Overall it is now estimated that the Council may
need to close a funding gap in the region of £46.7 million over the financial years 2017/18 to
2021/22 (representing a net increase of £4.6million from the position reported to Council in
February and the reasons for the movement are set out in the main body of the report). It
must be emphasised that this is an estimate and the position could clearly change over time.

Measures to bridge this funding gap will be over and above the £62m of propositions
already outlined in the 2017/18 budget report. The Council is proposing to respond to the
financial challenges in a systematic and planned way through principles based around three
inter-related areas:
e Spend - Approaches to enable funds allocated to be effectively managed and
prudently utilised.

e Invest - provides the opportunity for a diversified investment portfolio that can
deliver core services and the strategic objectives.

e Save - derived from principles that facilitate Self-sufficiency and transformation of
our approach and assets.

The underpinning resourcing principles are intended to provide a transparent guide to the
Council’s financial planning over the medium term.

The Council will have to make very difficult choices in the years ahead about which services
to prioritise. We have outlined the principles which can enable that we maintain support to
priority front-line services and seek to prioritise those services that are most needed,
balanced with our duty to deliver core functions. We will continue to review the services we
deliver and apply the key elements of the MTFP. This will ensure that reducing resources are
used to maximum effect and allow the Council to continue to deliver new and better ways
of working and invest in ways to improve the efficiency of services provided; to ensure that
services remain fit for purpose in the context of smaller budgets.

This may mean revisiting the expectations of residents in order to protect services for the
most vulnerable. This is an opportunity to work with partners and neighbouring authorities
to maintain and improve outcomes whilst ensuring our collective resources are used to
maximum effect.
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3. Governance

The Council’s Policy and Budget Framework and the Financial Regulations provide guidelines
in relation to the Financial Planning arrangements. The MTFP process has involved elected
members, typically through a series of briefings, to inform, scrutinise and scope the high
level proposals during development. This has allowed officers to present the evidence
gathered and formulate proposals in an iterative manner.

The transition from resourcing principles to reconfiguration of budgets in line with Council
priorities will continue to involve officers, elected members and scrutiny. Through the
process we will also engage a wider spectrum of partners and citizens, with the output
feeding into budget consultation and thereafter the recommended budget upon which
Council approval will be sought.

The Delivery Assurance Framework established to monitor the 2017/18 pipeline of budget
activity will oversee this process. The Executive will review the most up-to-date information
available and monitor progress as we formulate the longlist of budget options /
propositions. They will ensure appropriate escalation of issues, utilisation of additional
funds and delivery within the required timeframe.
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4.

Council Priorities

The Council approved its Corporate Strategy 2017 - 2022 on 21 February 2017, which set out
the vision for Bristol and the priorities to be delivered.

“Our vision is for Bristol to be a city:

In which everyone benefits from the city’s success and no-one is left behind;
Where people have access to decent jobs and affordable homes;

In which services and opportunities are accessible;

Where life chances and health are not determined by wealth and background;
That leads on tackling climate change and the damaging impact of air pollution;
Which is easier to get around and has improved public transport.”

“Aspiration and equality lie at the heart of the Mayor’s vision for building a better Bristol,

which identifies seven key commitments to address during the next five years:

We will build 2,000 new homes — 800 affordable — a year by 2020.

We will deliver work experience and apprenticeships for every young person.

We will not impose future Residents’ Parking Schemes and will review existing
schemes.

We will protect children’s centre services.

We will increase the number of school places and introduce a fair admission process.
We will put Bristol on course to be run entirely on clean energy by 2050 and
introduce a safe, clean streets campaign.

We will be a leading cultural city, making culture and sport accessible to all.”

This MTFP seeks to complement the Corporate Strategy, setting out a framework to ensure

the Council lives within its means and targets available resources to the priority areas above.

The priorities above will need to be balanced against our core functions, which for the

purpose of this plan have been defined as those that are based on meeting statutory or

mandatory obligations as well as those functions against which we are regulated and

inspected.
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5. Part 1: Financial Outlook

The financial outlook takes into account the implications of the following over the next 5
years:
e Forecasted future resource levels for both revenue and capital.
e Relating service demands and priorities comparative to the available resource.
e Forecast impact of changes on both the demand for services and likely funding
due to:
* Global, national and local economic factors;
* Demographic changes;
* Technological advances;
* New legislation; and
* Policy initiatives by both the Government and the Council.

There will always be an element of risk and uncertainty in these estimates, which will
need to be managed.

This section of the report also reflects further key financial risks to the Council which
need to be considered in the longer term but aren’t quantifiable or sufficiently definitive
to include in the baseline position. These will need to be closely monitored and managed
through contingencies and reserves.
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5.1. Background and Context

Bristol is a prosperous city. National surveys and media consistently rate Bristol as one of
the best UK cities to live in. This acts as a draw for young people and families to live and

settle in the city. Bristol’s cultural and educational offer, as well as increasing

employment opportunities, is expected to increase the number of people who want to

live, work and do business in the city over the forthcoming years.

The affluence that draws people to Bristol sits alongside significant levels of poverty and

inequality in the City.

Population

The Office for National Statistics
estimates a population of 459,000 for
Bristol in 2017. If recent trends continue,
the total

increase by almost 100,000 over the next

population is projected to
25 years to reach a total population of
546,000 by 2039.

increase of 23.3%,

This is a projected

higher than the
projection for England of 16.5%. The
long term trend is shown below.

Over the next five vyears Bristol is
projected to have an additional 20,000
people, increasing to around 480,000.

Figure 1: City of Bristol population estimates
(ONS data, 2016)
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Population change is projected to

include continuing high levels of births in

Bristol, low levels of net international
migration relative to the last decade,
gains from which will be offset by more
people leaving Bristol to live in other
parts of the UK than moving to Bristol
from other parts of the UK.

Figure 2: Bristol Population pyramid (ONS data,
2016)
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This structure results in high
numbers of births and low numbers of
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authorities of a similar size but with

age

compared with other local
older age structures. The population
pyramid above demonstrates that Bristol
has a relatively young population

compared to other UK local authorities.
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Housing

There is a considerable demand for
housing in Bristol and this is growing.
The neighbourhoods that do not share
the city’s prosperity often have
insufficient good housing, transport and
access to employment opportunities.

V2 V2 V. O U\
183,900 households

projected to increase by 1% by 2022

(DCLG mid-2012 estimate)
Due to high demand for housing in
Bristol, there is a lack of choice facing
potential tenants and homeowners in
Bristol. This is resulting in increased
rents and house prices. The Welfare
Reform Act brought in numerous
changes that affected the income of
people in Bristol and their ability to
afford their rent. Many more homes are
needed to meet demand, while
Government subsidies for providers to
build affordable housing have been
removed in recent years.

£198,556 - average house price.
Since 2005, average house price in

Bristol increased by 29% compared to

16% increase for England and Wales
over the same period. (Land Reqistry
House Price Index information for February 2015)

Deprivation

Within Bristol there are significant levels
of poverty and inequality. Bristol
continues to have deprivation ‘hot spots’
that are amongst some of the most
deprived areas in the country and these
can lie adjacent to some of the least
deprived areas. In Bristol, 42 areas are
among the 10% most deprived in the
country and 6 areas are in the 1% most
deprived. Some 16% of our residents are
unfortunately living in deprivation.

Figure 3: Bristol Deprivation by ward (Index of
multiple deprivation 2015)

Legend
[ 2016 wares
Index of Multiple Deprivation 2015
I Most deprived 10% in England
Most deprived 10% 1o 20% in England
Most deprived 20% to 30% in England

Education

In a city with a rapidly growing
population there is an increased demand
for schools. A major primary school
programme is complete but we will need
more secondary places. The funding that
the Council receives for education and
skills services is reducing and school
budgets are challenged. In addition, the
funding from Government for children
with  special education needs s
insufficient to meet the demands of a
growing population in the city. There are
large discrepancies across different areas
in Bristol. In some areas, only 56% of
children have the chance of attending a
good school compared with 99% in
others.

More than 83,000 people live in areas
within the city ranked in the 10% most
deprived nationally in relation to
education skills and training, with South
Bristol particularly affected. Within
Bristol there is a considerable
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inequalities gap in the percentage of
children living in low income families.

Further Education

Bristol is host to two major universities.
Each plays a key role in the city’s
economy and makes a significant
contribution to the city’s social and
cultural life.

Figure 4: Net migration to Bristol by age group
(ONS)
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The presence of the Universities creates
a net inflow of 18-20 year-olds moving to
Bristol. Some students then move out
but Bristol retains a high proportion of
graduates who moved here for their
studies and the city also attracts a high
number of graduates from elsewhere
compared to other Core Cities.

The 2011 census estimated that almost
8.3% of Bristol’s total population was

made up of full time students,

representing a 40% increase on the
(2001). The

previous census

25

management of rising student numbers
and the need for an adequate supply of
accommodation  in
both

good
appropriate
opportunities and challenges.

quality

locations present

Employment

In September 2016 the employment rate
in Bristol was 75.9%, showing a marked
increase (3.3%) over the previous five
years. The employment rate for Bristol
remains above that of the UK (73.7%).

Figure 5: UK Unemployment Forecast 2012-2021
(ONS data)
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In December 2016, the ONS estimated
that 5% of the population of Bristol is
unemployed, higher than the UK average
of 4.8% and the South West England
average of 4.1%. This shows a much
lower rate of unemployment than in
previous years. The Office for Budgetary
that
rise

predicts
in the UK will
marginally in 2017 to 2018 and level out

Responsibility
unemployment

at around 5.1% over coming years.

A growing city offers greater opportunities for the local economy but it also increases
demand on the city and the Council. Housing, education, environment, health and social

care services are all affected. It is essential to maintain a balance between the risks and

opportunities presented by such growth. This MTFP outlines principles by which a

balanced investment portfolio (subject to the ability to leverage additional funding from

public and private sector) can meet the financial pressures of a growing city.
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5.2. Economic and Financial Context

This financial outlook is set in the context
of the wider global financial and economic
outlook. Local Government funding is
subject to both national and international
influences. This can have a significant
impact on the level of services required to
be provided and the ability of local

global debt increase the risk of future
financial instability.

The latest Global Risks Report from the
World Economic Forum warned of new
threats to social cohesion from cyber
dependency, robotics and the artificial

intelligence revolution, and continued to
highlight climate change and an ageing

authorities to them.
Understanding these

provide

projections and

plans is essential in framing our local population amongst the other top risks to

financial planning. the global economy.
The Government’s current economic and

The global economic situation continues fiscal plans were updated in the Spring

to .be challenging. E)(_CGSS'Ye debt Budget, published in March 2017. This is
continues to be a major issue for published alongside an analysis by the
governments, corporations and many

Office of Budget Responsibility (OBR) who

households. The International Monetary impact of Government’s

Fund’s Global Financial Stability Report
that there has
‘deleveraging’ of overall debt since the

analyse the

economic and fiscal policy.

notes been no

financial crisis and unsustainable levels of

Figure 6: Annual Changes in headline economic trends, 2013 to 2021.

Annual Changes 2013 2014 2015 2016 | 2017 2018 2019 2020 2021
Demographic Growth 65+ 0.85% 1.01% | 1.00% 0.99% 0.98% 1.30% 1.28%
Net Migration (18-21) 4,574 4,447 | 4,376 4,337 4,246 4,152 4,067
Net Migration (22-35) -1,363 -1,537|-1,686 -1,812 -1,896 -1,993 -2,048
GVA -19%  3.0% 2.7% 28%| 25% 23% 23% 25% 2.5%
Employment (%age of 16+) 57.8% 585% 58.8% 58.8% | 58.7% 58.7% 58.4% 583% 58.3%
Average earnings 20% 18% 19% 2.2%| 26% 27% 3.0% 3.4% 3.6%
National Minimum Wage 1.8% 1.9% 3.0% 3.1% 5.2% 2.8% 3.4% 3.3% 3.9%
National Living Wage 10.8% | 42% 53% 51% 54% 4.0%
Business Rates Multiplier 2.8% 2.3% 2.3% 0.8% | -3.6% 3.6% 3.1% 2.0% 2.0%
Business Rates Rateable Value 04% 03% 05% 0.5%

House Prices 26% 80% 6.0% 7.6%| 65% 4.0% 4.4% 45% 4.6%
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The UK has a significant financial deficit, Figure 8: Government spending (OBR March 2017)
the annual difference between national i Lot Petioment s Parioment

tax receipts and spending, which the OBR 8

predict, will be approximately 0.7% of GDP é = Lowering structural borrowing
by 2022. At this point the cash total of 3, = Adding to suctural boroving

Government debt will reach £1.9 trillion.

Figure 7: UK Government Debt in cash terms (OBR
March 2017) ?
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As Government look to close the deficit

centrally raised taxes. Planned reductions

of total spend on Local Authorities, from
7.6% of GDP to a forecast 5% by 2021.

Figure 9: Local Authorities (England) Net current
Ferecas Expenditure (OBR March 2017)
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greatest contribution to this is a reduction
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expenditure on Local Government through
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impact on services provided by Local

Authorities.

It is important to note that projections are largely based on the continuation of past
trends. Through the City and the Council's intervention and the implementation of
various initiatives aimed at sustainable inclusive growth, it is possible that these trends
can change positively over time

The long term forecasts for national spending show there will be continued reductions
in Government spending. Therefore we need to prepare for continued reductions in
expenditure directly allocated to local authorities and a lower revenue base for
delivering services. We need to plan our resources on this basis and increase our
resilience to social, technological, environmental and economic changes. A key message
from the OBR is that the most recent forecast is the most uncertain they have produced.
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5.3. Five Year Financial Forecast

In February the Council set its annual budget and forward look, detailing key planning
assumptions. The difference between forecast income and expenditure was expected to
be £106m by 2021/22 if no action was taken. Whilst no decision has yet been made
regarding levels of Council Tax (which will be considered annually), the forecast assumes
the maximum increases in Council Tax (4.99% in 18/19 and 1.99% thereafter) If there are
no increases in Council Tax, we could expect the gap to increase by a further £23m over
this MTFP period.

In response, £62m of propositions were outlined; £33.1m of which sought to deliver a
balanced budget in 2017/18 and the residual £29.1m noted as potential contributions
towards the gap. A residual £42m was identified has being required to close the gap by
2021/22. The key reasons why there is a ‘gap’ in our finances are described below.

Revenue Expenditure

Reductions in Government Grants Figure 10: Comparison of funding of net revenue
budget between 2013/14 and 2021/22
Local Government previously received
£450m -
central support grants from Central ca00m  Council Tax
Government as a contribution towards
local services. This has been reducing year £350m 7 B Business Rates
on year as the Government seek to reduce £300m -
the National deficit. £250m - # Adult Social Care
Grant

Whilst absorbing an array of pressures as £200m - = Better Care Fund
outlined in the subsequent sections, £150m -
between 2013/14 and 2021/22 the overall £100m - ® New Homes Bonus
funding available to Bristol City Council £50

. . . . m 7 B Revenue Support
will have remained flat, with a significant

£0m - Grant

move in the source of our funding from 13/14 21/22
centrally allocated grants to locally raised
funding through business rates and There have also been reductions to
council tax. specific grants provided by Central

Government such as the Education
Services grant and the Public Health grant.

Based on Government estimates the Core
Spending Power of Bristol City Council will
have reduced by 1.2% between 2015/16

11
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and 2019/20, which adjusting for inflation
is expected to be a 7.6% real terms
reduction.

Council funding is reducing but will
become increasingly dependent on
locally raised Council Tax and business
rates, which increases the
responsibility on the Council to
develop strategies to manage these

sources of income closely.

Increased Demand

As outlined above, the population of
Bristol is expected to significantly increase
over the next five years. This increases
demand for statutory services such as
housing, schools, social care, waste
collection and open spaces.

Customer expectations are continually rising
in all aspects of life. Speed of access and
growth of the information-rich society has
given consumers more choice and led them
to be more specific regarding the services
they require and more demanding of the
services they receive.

Increase in population will also increase
the amount of Council Tax income and
also have an impact on the level of
business rates as new jobs and businesses
are created within the City.

Inflation

Inflation is a large additional cost each
year as cost of services increase. This
includes pay for Council employees as well
as contracted services and supplies, such
as energy.

12

The National Living Wage is expected to
have a significant impact on the cost of
services commissioned by the Council.

At present the Council has the ability to
increase Council Tax by up to 2% each
year without a referendum (though this is
subject to Secretary of State’s discretion).
We also have flexibility to levy an
additional 3% precept for Adult Social
Care (up till 2020). Business rates increase
annually by RPI inflation each year (which
changes to the generally lower CPI
inflation in 2020). Both maximum Council
Tax and forecast business rates increases
are lower than the forecast RPI inflation
over the next five years.

Figure 11: Inflation and Average Earning Growth
2008 to 2021 (OBR March 2017)

6.0 —— Average earnings growth (per
cent)

——RPI

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Inflation alone will increase the cost of
delivering the same services by up to
£12m every year.

Inflation on cost of delivering services
is expected to be higher than that
assumed to be applied to the Council’s
main sources of income.

Legislative Changes

In recent years new legislative changes
made impacting Local Government have
often resulted in new burdens. Some have
been supported by grants; however these
grants are often insufficient to meet the
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entirety of the financial pressure of the
new legislation or are time limited.

For example, the Children and Families
Act places an additional burden on Local
Government to support foster carers after
the child turns 18. The value of the grant
in 2016/17 for Bristol was £0.3m, while
the estimated pressure is over £1.3m.

100% Business Rates retention gives Local
Government opportunities but could also
expose individual authorities to risk from
appeals. It is unclear how this will be
managed nationally.

New legislation and changes in
funding often have unintended
consequences and create additional
pressures on already stretched
Council services.

Financing the Capital Programme

As set out in the Treasury Management
Strategy our debt is set to increase from
£535m at April 2017 to £962m by March
2022. There are also significant
repayments in the next 10 years to the
Local Enterprise Partnership (LEP) for
developments to generate economic
growth in key areas of the City.

The annual cost of this capital programme
is expected to increase from 8% of our

revenue budget to over 12% within 5
years.

Figure 12: Financing the Capital Programme
2017/18 to 2025/26

£60m LEP Repayments
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In the absence of a full asset lifecycle
model, the replacement, maintenance
and running costs over the whole life of
the asset are not always captured in the
business case and no provision is made in
the budget at the decision point.

Our ambitious capital programme of
investment has a large impact on the
Council’s annual revenue budget,
creating long term costs.

These two areas must be
simultaneously reviewed and
implications clear in decision making.

The decisions we take now will influence the demand for services whether we intend

them to or not; we will manage demand by ‘design’ or by ‘accident’. The challenges for

us are to look at people and their needs in the round. We need to take a long term view

to ensure that changes made now mitigate, rather than instigate, the need for public

services in the future.

13
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Capital Programme

The Council has an ambitious capital programme of over £900m across the next five

years. A significant proportion of this programme is aligned to investments that will

generate long term economic growth across the city, such as transport infrastructure and
developing the Bristol Arena and Temple Quarter Redevelopment; with a newly
incorporated Housing investment in the 2017/18 budget.

Figure 13: Bristol City Council Capital Programme Funding 2017/18 to 2021/22

17/18 18/19 19/20 20/21 21/22 Total
£m £m £m £m £m £m
Original Programme 213.5 186.7 199.5 165.5 135.3 900.5
2016/17 Delayed/Deferred 3.0 i i i i i
Projects
Revised Programme 216.5 186.7 199.5 165.5 135.3 903.5
Financed by:
Capital Receipts 0.5 15.0 49.8 49.8 40.1 155.2
Capital Grants 46.8 18.2 13.0 13.0 12.4 103.4
Revenue 17.5 12.0 10.0 10.0 10.0 59.5
Prudential Borrowing 124.7 105.5 92.7 58.7 38.8 420.4
HRA 27.0 36.0 34.0 34.0 34.0 165
Total 216.5 186.7 199.5 165.5 135.3 903.5

Note: £3.0m is attributed to schemes delayed or deferred from 2016/17 with delivery now
planned in 2017/18. This will increase the overarching capital programme value from
£900.5m to £903.5m over the 5 year period.

14
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5.4. Recent Changes to Outlook

Since setting the five year financial outlook in February, several forecast assumptions
have changed and therefore the five year outlook has been adjusted. Key assumptions
have been reviewed and will be refreshed on an annual basis and also when developing
the annual budget.

Recent changes reflect an increase of £4.6m to the forecast ‘gap’ by 2022, however, due
to the large business rates impact anticipated in 2018/19, the gap is accelerated by
mitigations being required sooner than originally anticipated. A summary of the changes
is set out below.

There are material increases in the mitigations required in 2018/19 and again in 2020/21.
The 2017/18 budget was balanced through using one-off income from the collection
fund which will need to be addressed on a continual basis in 2018/19 and an anticipated
deficit on the collection fund based on year to date collection.

In 2020/21 there is a £15m increase in capital financing costs which includes repayments
to the Local Enterprise Partnership for investment aligned to future business rates
generation and developing economic growth projects.

From the original £62m savings, only £2m were planned for beyond 2020.

Figure 14: Updated Bristol City Council budget 'gap', 2017/18 to 2021/22

17/18 18/19 19/20 20/21 21/22

£m £m £m £m £m

Original ‘Gap’ 0.0 14.3 22,5 40.9 42.1
Review of Business Rates forecast 0.0 8.6 1.5 2.4 3.9
Under delivery of savings 49 2.8 2.8 2.8 2.8
Care Act pressure 0.0 -0.3 -0.7 -1.9 -2.4
Apprentice levy 0.0 -0.4 -0.4 -0.4 -0.4
Waste 0.2 0.7 0.7 0.7 0.7
Delay of capital financing costs 0.0 0.0 0.0 -1.2 0.0
Movement 5.1 11.4 3.9 2.4 4.6
Revised ‘Gap’ 5.1 25.7 26.4 43.3 46.7
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Delivery of Savings and 17/18
forecast

£33.1m of propositions were attributed to
2017/18. Of these, as at Period 3, £4.9m
of the 2017/18 savings are currently
indicating a low delivery confidence and
have been rated as ‘at risk’.

Of these, £2.1m are perceived to be
deliverable although not within original
timescales. This creates a one-off pressure
in 2017/18 but does not affect the five
year forecast. However if the remaining
£2.8m is undeliverable, alternative
mitigations will need to be identified to
ensure a balanced budget is achieved.

Apprentice Levy

The apprentice levy is now expected to be
£0.4m lower than previously reported due
to guidance on treatment of maintained
schools. Whilst this is a benefit to the
Council’'s finances, the pressure will
transfer to the Education sector and be
borne by individual schools.

Care Act

The original baseline included £2.4m
pressure by 2022 from ‘cap on care’ and
changes to the asset threshold for
financial assessments from the Care Act
2014. Due to uncertainty over future plans
for social care, decisions over these key
areas remain uncertain. Whilst this
remains a key financial risk to the Council
it has been removed from the baseline
and will be managed through risk
contingencies.
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Business Rates

Due to recently settled businesses rates
appeal and subsequent review of the
adequacy of provision for appeals, there
will be a detrimental impact on the
collection fund in 2017/18 as the
provision is increased. This will transfer to
the general fund in 2018/19.

Growth in business rates is also lower
than anticipated in the enterprise zone
and could be further impacted by the
results of agreements on future
relationship with the European Union.

Waste Disposal

Pressures are emerging due to increase in
volumes of waste and the proportion that
is residual waste (black bags). This is
attributed largely to demographic growth
causing increasing volumes of waste and
the improved economic climate which can
cause changes to behaviour. In addition
the recent devaluation of Sterling against
the Euro and reducing demand from
abroad has put pressures on the cost of
exporting the refuse derived fuel from the
disposal process and can result in more
expensive diversions to landfill.

Capital Financing

Due to delays in expected timescales of
some large capital schemes funded by
borrowing, the capital financing costs will
be delayed. This has deferred the
requirement of £1.2m Minimum Revenue
Provision from 2020/21 for one year.
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5.5. Update

on Emerging Financial

Risks and Opportunities

A key strategy of managing the medium term financial outlook is making provision for

emerging financial risks. These are risks which are much more uncertain in their

predictability and/or their impact. These are managed through contingency budgets and

managing the level of our reserves.

We must ensure that our reserves are kept at an appropriate level to enable the Council

to respond to potential shocks, stressors and emergency situations that we may

encounter in the future, and plan effectively for our known and potential one-off

liabilities.

Exit from the European Union

The process the UK’s exit from the EU is
still in the early stages. Any agreements
and subsequent arrangements put in
place could have an impact on a range of
areas such as trade, skills, and EU funding.
They could also offer opportunities such
as new economic growth through existing
twinning initiatives, other international
projects and partnerships both within and
without the EU.

We will continue to work collaboratively
with treasury advisors to assess potential
budget impacts whilst the Government
attempts to ensure a smooth transition to
a new economic relationship between the
UK and the EU. This will include clarifying
the procedures and broad objectives that
will guide the process and refreshing the
MTFP as consequences become clear.

Economic Growth and Volatility of
Business Rates Funding

The retention of 100% of the growth in
business rates revenues for pilot schemes
provides councils with the incentive to
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grow their rates revenues (e.g. by
promoting economic and property

development).

Under the terms of the pilot scheme, the
Council will be allowed to retain 94% of
any net business rates income collected.
1% will be paid to Avon Fire and Rescue
Authority and 5% to the West of England
Combined Authority.

Resets of the system prevent very large
divergences in revenues on an indefinite
basis, and partial resets were originally
proposed to prevent large divergences if
growth is retained in full. This can be a
trade-off between the objectives of
‘equalisation” on one hand and
‘incentives’ on the other.

Local growth and enterprise zones offer
areas of greater revenue retention. If
these aren’t carefully managed, this can
skew councils’ incentives to promote
development in the particular geographic
areas covered by the zone at the expense
of other areas, or attract occupiers to
these locations from elsewhere in their
locales.
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There is much uncertainty in the detail of
how the rates retention system will work
beyond the current pilot period. In
particular, it is unclear what additional
responsibilities  will come with the
additional funding and how the appeals
process will work. National plans to
compensate councils for revenue losses as
a result of backdated appeals under the
national 100% retention scheme needs to
be clarified as 100% business rates
retention is less attractive if that means

100% of the risk associated with appeals.

West of Combined

Authority

England

The West of England Combined Authority
(WECA) is made up of three of the local
authorities in the region — Bath & North
East Somerset, Bristol, and South
Gloucestershire. Working with partners,
including North Somerset Council and
other local service providers, the primary
aim is to deliver economic growth for the
region and address some of the
challenges, such as productivity and skills,
housing and transport.

The new Combined Authority gives new
financial risks and opportunities for Local
Authorities as £900m (over 30 years) of
funding is devolved from Central
Government.

Housing Growth Impact

There is a considerable housing challenge
in Bristol and this is growing. The Housing
Strategy is beginning to address this;
however the financial implications are not
yet factored into the financial model.
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Further work will commence to quantify
both the income generation and costs
pressures associated which will be
included in the annual budget. This will
impact on more than just the levels of
Council Tax raised. Increased investment
also has the benefit of improving the UK's
long term growth potential because of its
positive impact on the City’s overall
economic  capacity, derived from
strengthening labour mobility and work
incentives. On the converse, the
additional income and GVA needs to be
viewed in the context of potential
increased demand for Council services,
such as community facilities, health, sport
& recreation, waste, and crime & anti-

social behaviour.

Pressures on other public sector
organisations

As explained in the financial outlook, all
public sector organisations are under
increasing financial pressure as changes in
funding and increases in spending
resulting from inflation and demand are
not matched.

Schools and Special Educational Needs
funding, the NHS, social care and police
numbers are well versed areas nationally
with emergent pressures to name just a
few. However there are a number of
historic pooled and jointly funded
arrangements between these partners
which deliver key early intervention work
and when considering changes to these
arrangements it should be balanced with
an assessment of the wider knock on
impact and increase costs to other public
sector partners in these arrangements.
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It is recommended that public sector
partners collaborate on key themes such
as social care to understand where the
problems are that need to be addressed,
to influence the market and to target
spending in ways that the evidence shows
will have the most impact. We should
avoid doing this in ways that will gain the
most short-term gain with unintended
consequences and risks elsewhere in the
sector.

Fiscal Settlement and Wider Fiscal
Policy Changes

The Local Government Finance Bill was
not re-introduced in the Queen’s Speech,
leaving a significant degree of uncertainty
in future funding for the following areas:

e local Government Fair Funding
Review

e Adult Social Care

e Business Rates Retention

e FEducation Fair Funding

The Department for Communities and
Local Government indicated that the
Government remains committed to
delivering their manifesto pledge to help
local authorities control more of the
money they raise locally. They will
develop a fairer system of distributing
funding to councils and will work closely
with Local Government to agree the best
way to achieve this. Figure 15 shows that
in  the current Settlement Funding
distribution Bristol receives above average
per population.
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It is essential that the Council works with
the Government to identify other ways in
which Local Government can retain more
resources locally in the future without the
need for legislation.

The schools national funding formula will
be introduced in 2018/19 and an
additional transition fund of £1.3bn has
been identified for 2018/19, and £884m
for 2019/20. This will provide at least
£4,800 per pupil for every secondary
school. The increase will be contained
within the

expenditure limit.

overall departmental

CIPFA are undertaking a review of the

Local Government Capital Finance
Framework to ensure it remains current
and reflects developments in councils’
investment portfolios, alongside wider

institutional and economic changes.

The pressures attributed to Adult Social
care are significant and the future of adult
social care funding is unclear.

Figure 15: Comparison of Local Authority Funding

Settlement per head of population (Local Government
Settlement 2017/18)

Funding
£500m -+ ¢

.

Bristol s ¢
1]

£0m - T T T

1,000,000 1,500,000
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At present this is predominantly funded
by general fund. Additional sources have
been announced in recent years, including
the Council Tax precept, Social Care grants
and now improved Better Care fund
(iBCF). New funding guidance has been
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issued and Health Partners and the
Council are currently in discussions to
agree an approach to its use.

Emergency Response

In recent months the UK has experienced
several large scale emergencies, such as
the terrorist attack in Manchester on 22
May 2017 and the Grenfell Tower tragedy
on 14 June 2017. The Council’'s own plans
to respond and recover quickly and
effectively from longer term emergency
incidents are being further strengthened
and may require further financial
investment.

Fire Safety Measures

Following the Grenfell Tower tragedy an
independent Public enquiry has been
commissioned. There is a risk that any
new regulations or measures that need to
be implemented to ensure people living in
high rise buildings are safe will not be fully
funded.

Market Failure

At the same time as reduced funding for
Council Services, social care markets are
under intense cost pressures locally and
nationally. Care services are highly
dependent on staffing. There is high
demand for these services locally
especially within more specialist provision
such dementia, learning difficulties and
for children with multiple and complex
needs. The Council relies heavily on these
services to provide care for vulnerable
citizens and will seek to work strategically
with Partners to support the market and
contain costs.
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Pension Fund

An actuarial valuation of the assets and
liabilities of the Pension Fund was
undertaken as at 31 March 2016, leading
to an annual increase cost spread over
three years. This will be subject to a
further review in every third year
afterwards and is a requirement of the
Administration regulations. No further
provision is built into the model for
increases post-2019 and a review of the
Local Government Scheme position in
light of Brexit will need to be undertaken.
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5.6. Risk Assessment and Sensitivity

There are a number of areas within the MTFP that, should fluctuations occur in some of the
underlying assumptions, could produce a significant change to the forecast.

In terms of cost pressures, the table below shows some of the areas of sensitivity and the
potential annual impact over the medium term, based on the original estimate for 2017/18.

Figure 16: Sensitivity analysis of key financial assumptions

£'m
Income
Reduction in Council Tax Collection Rates by 1% 1.8
Reduction in Business Rates Collection by 1% 2.3
Council Tax Growth 1% lower than predicted 2.4

A further 10% reduction in Revenue Support Grant in 18/19 4.2
Expenditure

Pay Award 1% higher 1.8
General Contract Inflation 1% higher 2.6

Given the ongoing financial pressures, it is assumed that wherever possible services
should seek to contain their own service pressures but ultimately should the above
materialise long term sustainable measures for bridging the additional gap will need to
be implemented.
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5.7. Reserves

In accordance with the existing statutory and regulatory framework, the Director of Finance,
as Responsible Financial Officer, is responsible for advising the Council on the level of
Reserves it should hold and to ensure that there are clear protocols for their establishment
and use. Reserves should not be held without a clear purpose and councils should make
their own judgements on such matters, taking into account all the relevant local
circumstances.

Reserves can be held for three main purposes:

e A contingency to cushion the impact of unexpected events or emergencies — this will
form part of General Reserves (previously designated strategic reserve).

e Support for one-off and limited revenue spending, to help cushion the impact of
uneven cash flows and avoid unnecessary temporary borrowing — this will also form
part of General Reserves.

e A means of building up funds, to meet identified spending commitments, known or
predicted liabilities. This will form part of the earmarked reserves.

The level of reserves will be reviewed annually and the principles that will be followed in
establishing the reserves strategy are:

e The level of reserves should be sufficient to ensure that the Council can comply with
its statutory financial duties of setting a balanced annual budget;

e The level of reserves should take into account the known risks over the life of the
current financial plan;

e The level of reserves should be capable of covering the estimated financial risk of the
local authority, including contingent liabilities and insurance exposure risks

Balancing the annual budget by drawing on general reserves may be viewed as a legitimate
short-term option; however, it is not prudent for reserves to be deployed to finance
recurrent expenditure. CIPFA has commented that local authorities should be particularly
wary about using one-off reserves to deal with shortfalls in current funding particularly in a
climate of such financial uncertainty.
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6. Part 2: Our Financial Principles

The MTFP aims to ensure resources are aligned to the outcomes in the Corporate Strategy.
In assessing the financial challenges outlined above it analyses our current position,
developing key strategies, and tailors resourcing principles that set the financial context
for the Council’s resource allocation process and budget setting.

This is a process cycle that involves all internal and external stake holders but seeks to
engage the right stakeholders at the right time during that process.

0&S Management Board
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~—

: ' Corporate Strategy
Ll rlar — and Vision

All
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Mayor &
Cabinet

MTEP Budget
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% %, Accounts £ 524‘&
Annual Budget % ® (Spring) 8L

Council
Colleagues

Putting this strategy into practice

Our financial principles are formed of three key elements; spending, investment and
savings. The detailed resourcing principles that underpin these elements and activities
provide the tools for a consistent, transparent approach to the annual budget review.

High level propositions still remain subject to consultation where relevant and
consideration of the potential equality or cumulative equality impact.

Thereafter it is the role of the Mayor, having due regard to all the details presented and
available, to decide on the propositions that will underpin the budget recommended to
the Cabinet and Council.

The MTFP will be subject to an annual refresh and themes and principles assessed for
effectiveness and on-going relevance.
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Figure 17: Resourcing principles centred around spending, investment and
savings

sSustainable Finances
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Spending

We need to ensure that the funds allocated in view of strategic and statutory
responsibilities are effectively managed, used prudently and do not via unintended
consequences commit the council to unplanned expenditure.

Investment

In order to continue to deliver core services and the strategic objectives of the Council
it will be necessary to diversify the investment portfolio. The principles to underpin
the Council’s investment strategy are in accordance with the following three themes:

e Investment for sustainable inclusive growth
e Investment to improve and maintain
e Investment to save and generate income

Save / grow resource

In considering our approach to bridging the budget gap, the opportunity exists to
generate further savings and grow resources. The three themes underpinning this
category are:

e Self-sufficient for sustainable finances and service provision;

e Develop capacity and flexibility in our approach to enable greater resilience to
physical, social, and economic changes; and

e Maximising the overall public benefit from transforming how we use our available
assets.

With the scale of the challenge ahead and in addition to the above, should a residual
budget gap remain, further measures such as divestment will need to be considered in
the context of affordability and the need to set an annual balanced budget.
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6.1. Principles by which we will spend

While money is not the sole driver of change, there is no doubt that we are in an era of
unprecedented financial challenge. We need to ensure that the funds allocated in view of
strategic and statutory responsibilities are effectively managed, used prudently and do not
via unintended consequences commit the council to unplanned expenditure.

An increasing proportion of our spend will be concentrated on targeted services for those
most in need of our services and directed to outcomes aligned with strategic and core
priorities.

Chief Executive, Figure 18: Breakdown of 17/18

Budget
Place, £18.2m, £5.1m, 1% g
5%
Resources,
£28.9m, 8%
Corporate
Expenditure,
£34.1m, 9%
People,
£211.0m, 58%

MNeighbourhoods,
£67.5m, 19%

6.1.1. Aligning spend with corporate priorities

The Council’s core functions have been defined as those that are based on meeting statutory
or mandatory obligations as well as those functions against which we are regulated and
inspected. We will need to take into account the actual statutory, mandatory or regulatory
element within those services and how critical they are in delivering our strategic priorities.

We will undertake further work to agree which areas of service fall outside of these core
functions and these will be subject to a programme of targeted reviews seeking details of
costs, outcomes and results.

Therefore, subject to the delivery of statutory responsibilities:

o We will challenge all existing spend in the context of our strategic priorities.
e We will consider our legal obligations in providing the service and spend wisely.
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6.1.2. Being resilient to future uncertainty

The Council is a large employer, both directly and indirectly, and the deliverer of many
important public services. Reliance is placed on the Council’s sustainability and in this climate
of significant uncertainty we need to ensure that we have a sufficient level of resilience in
meeting these challenges. As such, financial management arrangements that were once good
enough are now unlikely to be fit for purpose.

To continue to deliver strong financial outcomes in the future we need clarity on the
commitments which we are entering into, flexibility for the changing environment in which
we operate and elegant exit strategies that can be implemented if required.

Therefore:

o We will be prudent; taking into account the uncertain financial outlook, locally and
nationally.

o We will build flexibility into future contracting plans with external suppliers and
providers.

e EXxit strategies will be developed for all externally funded activity to ensure the activity
remains sustainable after the funding has ended.

6.1.3. Maintain sustainable finances as a priority

Council services have been challenged to produce year on year savings in recent years, and
many services have already succeeded in making good progress on the latest pipeline of
propositions that enable the Council’s net budget to be contained. It is paramount that once
the strategic vision and annual budgets have been endorsed a robust framework for the
management of finances, internal costs, benefits and risks management is embedded.

In setting our annual budget we use an incremental approach, using the previous budget as a
starting point and considering previous performance against budget and any incremental
costs and income to set a new budget. This is a commonly taken approach as it gives a stable
budget with which managers can deliver services.

Over time this approach may lead to a misaligned budget which no longer represents the cost
of delivering services, both in creating budget slack or understating costs of delivering
services. Recognising the capacity available, a managed rolling programme of zero-based
reviews will be conducted and will examine the following areas:

e Those services which spend the most money.

e Those services identified by the Chartered Institute of Public Finance and Accountancy
(CIFPA) as being above average cost.

e Those services designated as non-core (see 6.1.1. above).
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Therefore:

o We will implement all endorsed savings and efficiencies.

o We will maintain balanced budgets over the MITFP cycle.

e There will be no additional spend unless matched by savings or income.

o We will undertake a manageable rolling programme of zero-based budget reviews.
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6.2. Themes by which we will invest

Over many years we have invested in assets that deliver long term economic growth and
we currently have a £903m capital programme over the next 5 years. Our capital
programme cannot be viewed in isolation; it influences, and is influenced by, many
strategies and plans. It forms part of an integrated programme of investment for the
organisation that must have the delivery of the Council’s core purpose and corporate
priorities as its key driver.

The overarching value of our assets is £1.3 billion and each year we need to spend money
to ensure these assets are still suitable for use in the provision of services, and to invest in
new assets to meet our changing needs and requirements.

Some realignment has already been factored into the programme with housing and
schools program