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Foreword from the Leaders of the Councils 
 
We are delighted to introduce the Joint Medium Term Financial Strategy (MTFS) 

for Babergh and Mid Suffolk Councils, which covers the period 2015/16 to 
2018/19. 
 

The strategy sets out the approach that each Council will take to the delivery of 
its strategic priorities and the management of our finances over the next four 

years. Whilst we remain two sovereign councils, with two separate budgets and 
differences in our financial positions, there are many similarities in our approach 

to addressing the challenges we face and opportunities that exist.  
 
We are working together to deliver common strategies and priorities and design 

new ways of working differently, although how these will apply to the different 
localities and communities may still vary. However, the councils continue to face 

considerable financial challenges as a result of uncertainty in the wider economy 
and constraints on public sector spending. At the same time though, there are 
also funding sources and opportunities that we must fully exploit as part of our 

new business model. 
 

In this context, and like many other councils, we have to make a number of 
sometimes difficult and complex financial decisions. We are both confident that 
the two councils’ budgets and approaches we are adopting represent a sound 

platform for the medium term, whilst we go about prioritising essential services 
and minimising any increase in council tax. 

 
The key driver over the last few years has been the delivery of staff and service 
integration to serve both councils. This has already delivered significant savings 

across the two councils with the ongoing aim of designing services to maintain 
capacity and resilience to ensure that the need for budgetary savings does not 

dominate the agenda in a negative way.  
 
However, the savings we have achieved from integration cannot continue to 

meet all of the financial challenges we face and changes in the funding model 
that now operates. 

 
So, we will be adopting new ways of working that take advantage of the new 
forms of incentivised funding, new technologies and new opportunities that are 

available to councils. This will allow us to ensure we can meet the priorities set 
out in our Joint Strategic Plan and to continue to provide services within a 

financially constrained environment.  
 
The vision, priorities and outcomes set out in our Joint Strategic Plan will shape 

and inform real choices about the allocation of resources in future. Some of the 
new ways of working will involve decisions about how our councils invest 

valuable resources (people, money and assets) in particular to aid economic 
growth. 

 
We are also looking to adopt a mixed approach whereby we deliver some things 
directly but also empower communities far more to do things for themselves and 

develop solutions with others. The key to this is to engage with communities 
more and work through solutions together rather than in opposition to each 

other. 
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Everyone we work with and for should be aware of the councils’ strategic plan 

and this strategy and that is why we are publishing it to inform our communities 
and partners of what the future holds. 

 
 
Cllr. Jennie Jenkins     Cllr. Derrick Haley 

Leader      Leader 
Babergh District Council     Mid Suffolk District Council 
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1. Summary – Key Points 
 

1.1 The way we operate, our priorities and resources are changing 
dramatically. As part of this, we are developing: 

 

 A new business model to enable us to respond to changes in 
Government funding that will support the delivery of strategic priority 

outcomes and medium term financial sustainability 

 An investment strategy that maximises incentivised and other funding 
streams e.g. New Homes Bonus and Business Rates and that delivers 

additional income and savings in the future e.g. doing things on an 
‘Invest to Save’ or ‘Profit for Purpose’ basis 

 Achieving efficiencies and cost reductions, through collaborative 
working and getting the basics right 

 A clear financial strategy, including a revenue budget and capital 

investment strategy that supports the above and sets out how we aim 
to tackle the Budget gap over the next 4 years. 

1.2 The main contents of this document and key aspects of the business 
model, investment strategy and financial strategy include: 

 

 The financial outlook and picture for the next 4 years i.e. how the 
general economic context, public sector spending constraints and the 

local strategic context impacts on what we do and how we do it 

 Current forecasts, which will inevitably change over time, of what 
savings and additional income will be needed 

 Our response to this, including aligning resources to the councils’ new 
strategic plan priorities and essential services 

 How we plan to transform service delivery, behave more commercially 
and adapt to the new funding arrangements and business model. 

1.3 Key financial headlines: 

 
 Funding through Revenue Support Grant from the Government, which 

currently stands at £4.6m across both councils, will reduce year on year 
and is likely to disappear by 2019 or 2020 

 Due to annual cost pressures and other things that impact on the 
Budget of each council, we estimate that further savings/additional 
income of around £7m will be needed by 2018/19  

 Babergh’s financial position is showing a higher current and forecast 
funding gap so more action and intervention is likely to be needed to 

achieve financial sustainability in the medium term than for Mid Suffolk. 
Both councils will, however, need to transform what it does as the 
funding challenges are significant for both councils. 

 Transformation Funds of around £6m are available currently to invest in 
changing our business model and generate economic growth  

 New homes and economic growth will have to make a significant 
contribution towards this Budget gap  
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 Growth in Business Rates income and the Suffolk rates pooling 

arrangement could make an important contribution towards delivering 
the councils’ strategic priorities and the financial strategy 

 An Investment & Prudential Borrowing strategy that is based on ‘Invest 
to Save’ and ‘Profit for Purpose’ principles 

 An overall strategy that focuses on providing new Housing, jobs and 

economic growth by working with communities and other partners. 
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2. Purpose of the MTFS 

2.1 This Medium Term Financial Strategy (MTFS) provides a high-level 

assessment of the financial resources required to deliver the councils’ 
strategic priorities and essential services over the next 4 years. It sets out 
how the councils can generate and use these resources within the 

financial context and constraints likely to be faced. 
 

2.2 Like all local authorities, Babergh and Mid Suffolk’s MTFS is influenced by 
national government policy, funding changes and Government spending 
announcements.  

 
2.3 The Government have not yet announced detailed spending plans for the 

financial years 2016/17 onwards. This MTFS therefore is subject to these 
and any other factors and uncertainties that will affect the overall strategy 
and detailed actions.  

 
2.4 It must be stressed that we are two sovereign councils, with two separate 

budgets - as shown in the ‘summary of our financial position’ section of 
this document. There are, however similarities in our approach to meeting 
the financial challenges.  

 
2.5 We are therefore working together to build common strategies, and to 

share learning from one another in designing new approaches, although 
how these approaches apply to the different localities and communities in 
Babergh and Mid Suffolk, may still vary. 

 
2.6 There are key links between the MTFS and other plans and strategies and 

a coherent joined up approach to each of these is essential: 
 

 

 

  

Strategic Plan 

MTFS 

Business Model 
and Investment 

Strategy 

Treasury 
Management 

Strategy 

Priority 
Outcomes 
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3. National Economic Context 
 

The UK economy 
 

3.1 The UK economy has gained momentum through 2014, GDP growth is 
stronger and there are early signs that growth is balanced across the main 

sectors of the economy.  
 

3.2 The factors which impinged on UK growth are abating, but external risks 
remain. The Bank of England projects growth of 3.5% in 2014, 2.9% in 
2015 and 2.6% for each of the following two years. This outlook is 

significantly better than previous forecasts and puts the UK ahead of other 
economies in Europe.  

 
3.3 CPI annual inflation for October 2014 was 1.3% (RPI 2.3%). The Bank of 

England’s latest near-term outlook for inflation is materially lower than 

previously. A rapid return of CPI to its 2% target is not expected and 
there is a risk of CPI falling below 1%.; projections show it returning to 

2% only towards the very end of the 2 year forecast period. Although they 
are not permanent, the forces subduing inflation today are likely to persist 
for some time. 

 
3.4 Monetary policy has a critical role to play in supporting the economy with 

the Monetary Policy Committee (MPC) continuing to maintain Bank Rate at 
0.5%. Markets still expect the Bank Rate to increase, but to a more 
limited extent and at a more gradual pace than they did previously. Our 

treasury advisors forecast that it is expected that this will change during 
2015 but is likely to only increase by small margins: 

 
Sept 15 - 0.75%    →   Mar 16 - 1%   → Sept 16 – 1.25%   →    Dec 17 – 1.75% 

 

Government borrowing and spending 
 

3.5 The Government’s continuing intention to reduce the UK’s current budget 

deficit and level of debt, through public spending control, is well 
documented. 

 

3.6 The Chancellor’s Autumn Statement in December 2014 made it clear that 
the austerity programme to reduce the structural deficit will need to 

continue, and on the same trajectory for a number of years. This 
statement along with the continued commitment to protect services such 
as the National Health Service, education and support for social care, will 

almost certainly continue the pressure on the local government sector’s 
overall national budget and potentially hit district councils harder than 

others – as has been the case in the past. 
 
3.7 Future borrowing and spending will be affected by general economic 

conditions and Government priorities, which could also depend on the 
General Election result in May 2015. The Councils will have to review the 

impact of the planned spending review in 2015 following the election. 
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The changing landscape of local government funding 
 

3.8 There is now a new era in the way that local government is funded. The 
Government has introduced: 

 
 Incentivised Funding - New Homes Bonus introduced in 2011 and 

other bids for funding increasing such as Transformation Challenge 

Awards 

 The Business Rates Retention Scheme and Local Council Tax Reduction 

Scheme in April 2013 

 Council Housing – the HRA self-financing regime, ending the housing 
subsidy system and giving more freedom and flexibilities to councils. 

3.9 Core funding from Revenue Support Grant is reducing year on year and is 
expected to disappear by 2019 or 2020. Councils are likely, therefore, to 

become reliant on locally generated income and incentivised funding over 
the next 4-5 years.  

 

3.10 Council tax income continues to be the main source of funding, in total 
value, for councils. Decisions around freezes or any annual increases are 

an important part of the financial strategy. 
 
3.11 Other key income sources, in addition to the (significantly reducing) 

Revenue Support Grant, are as follows and these funds are predicated on 
the two councils following through on their growth strategy and policies: 

 
 Business Rates Retention 
 

Business rates retention will affect councils, as future changes to the level 
of business rates yield now directly impact on council funding levels, with 

both the risks and rewards of business rate growth (or contraction) being 
shared between central government, and local authorities - 40% retained 
by district councils. 

 
In order to help manage this risk, and to maximise the potential amount 

of business rates that are retained within Suffolk, Suffolk County Council 
and each Suffolk district/borough council (other than Suffolk Coastal in 

2015/16) have entered into a business rates pooling arrangement where a 
percentage of the business rates collected by each councils goes into a 
single pool. The financial benefits are shared between councils and a 

proportion used to support collaborative ventures that will achieve 
economic growth in the region. 

 
 New Homes Bonus 
 

The New Homes Bonus (NHB) scheme provides local councils with funding 
that can be used on any council activity or service (it is not ring-fenced for 

housing). Both Babergh and Mid Suffolk have put most of the money 
received to date into a Transformation Fund, to deliver the outcomes and 
priorities set out in the Joint Strategic Plan. 
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Growth in the number of new homes built compared to the 

current/historic annual levels is one of the key drivers of the 
council’s new business model. Current levels of new homes will 

not meet the forecast funding gaps over the next 4-5 years. 
 

The amount received is based on the national average council tax band on 

each additional property built in the council’s area, or on each long-term 
empty property that is brought back into use, and is paid for the following 

six years. New homes also increase the Council Taxbase. 
 

The assumptions in this MTFS is that NHB will continue beyond 2016/17 

(but flatten out as each annual 6 year funding period comes to an end and 
is replaced with a new year) and continue to be funded by central 

government taking this off revenue support grant (‘top slicing’) or by 
retaining a proportion of Business Rate monies that otherwise would be 
available locally. 

 
 Additional Income 

 
We must, wherever possible, generate as much additional income as we 
can from our activities and ‘Invest to Save’ in our future in order to 

achieve funding levels that will deliver our strategic priorities and essential 
services. 

 
We will do this by using the Transformation Funds as one-off money to do 
things differently, better and enter into more commercial ventures e.g. 

private rented sector, borrowing to invest to generate ‘profit for purpose’ 
and other new ways of doing business better. 

 
The degree of success of this approach is absolutely paramount to 
future funding and service provision as, without this additional 

income, cuts to services or service standards will be needed over 
the next few years. 

 
The Funding Gap 

 
3.12 A number of scenarios have been modelled, based on different 

assumptions and these will be reviewed and updated over time, 

specifically when the Government’s next spending review is completed in 
2015.  

 
3.13 The following charts illustrate the different forms of funding and how these 

are likely to change over the next 4 years under two scenarios: 

 
A - Shows the use of funding and the annual deficits (the funding gap) if 

we do nothing i.e. growth continues at recent historic rates 
 

B - shows the use of funding and the impact on annual deficits (the 

funding gap) if we generate additional income and make savings/cost 
reductions totalling 5% of the net annual Budget of approx. £10m and 

build 200 more homes a year.  
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Based on scenario B, this would result in annual funding gaps being 

addressed (other than in 2018/19 for Babergh), but there would still be a 
reliance on new homes bonus income and Section 31 business rates 

grant. Further steps to increase income and/or reduce costs would still, 
therefore, be needed as part of the transformation programme in order to 
achieve medium term financial sustainability.  

 
These forecasts will change over time as the Council’s plans develop and 

respond to Government policy and funding decisions and announcements.  
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4. A new Business Model - Responding to the financial 
challenges and opportunities 

 

4.1 The Government’s new arrangements for funding local government 

present local authorities with a higher degree of uncertainty and risk than 
the previous arrangements. On the other hand, local authorities are now 

more able to control the level of funding they receive, due to the links to 
new commercial or housing development that they encourage and 
incentivise in their local areas. This presents Babergh and Mid Suffolk with 

both challenges and opportunities. 
 

4.2 In terms of challenges, core Government funding is reducing with the 
expectation that Revenue Support Grant, which currently amounts to 
£4.6m across both councils, will disappear over the next 4-5 years. 

 
4.3 Both Councils’ financial position is based on each of our differing financial 

circumstances, local demand and opportunities. It is also all about our 
policies and strategies that affect growth, income, our approaches to 
service provision and a lot more. 

 
4.4 We need to get these things right as part of our new business model, 

plans and engagement with the communities we serve. Understanding 
and operating this new business model is key to future success and 
financial sustainability. 

 
4.5 The ‘summary of our financial positions’ section of this document details 

each council’s individual financial standing. The following section provides 
an overview of the local context in which both councils need to operate. 

 

A new business model 
 

4.6 In high level terms, this comprises: 

 
 Maximising income and one-off/temporary/ongoing incentivised 

funding 

 Using this one off/temporary money to generate ongoing funding and 
income streams 

 Not simply monitoring and managing resources and what we spend 
but ‘resource weaving’ to make sure that the funds that are available 

work together, complement each other and produce the maximum 
outcomes across different activities 

 Exploring and seizing new opportunities and ventures that are new 

and innovative and that will deliver a rate of return on investment that 
supports the MTFS 

 Being more commercial, using prudential borrowing and other 
available funding to deliver ‘profit for purpose’ and new income 
streams. 

 
For the new business model to be a success will require a strong 

commitment to this new way of working, a radical change in 
thinking for Members and Officers and decisions that will deliver 
what is required. 
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4.7 In practical terms, this will mean achieving further efficiencies and making 
sure what we do is effective and has impact, managing demands on our 

services from residents (including a commitment to channel shift) and 
spending only on things that achieve our strategic priorities and essential 
services. 

 
How we are responding to the changes 

 
4.8 The reduction and shift to incentivised funding instead of the more certain 

core funding that has been received in the past requires a broad strategic 

response and business model. This includes, for example, targeting our 
funding to deliver new sources of income and increase output of homes 

and businesses. 
 
4.9 So, capital and one off funds are critical and need to be linked into our 

future delivery plans (including Council Housing funds because a 
proportion of growth is dependent on these and external funding e.g. from 

the HCA for new homes). 

4.10 Linked to this, we are adopting a Priority Based Resourcing (PBR) 
approach to aligning and using future resources. As we go through 
successive PBR processes and change the way we analyse what we are 

spending our money on – then we will be able to analyse/split our core 
spend into:  

1.  Corporate core (the things we have to do/provide to just keep the 
Councils running) - which we will seek to minimise. 

2.  Costs of things we must do – essential/statutory services which we will 
make more efficient and cost effective. 

3.  Costs of things that achieve our priorities (some of which will generate 

new sources of funding e.g. growth). 

4.  Pure income generating activities.  

4.11 In order to make the shift – we need to invest in capacity and use funds 
set aside for transformation (standing at £6.8m across both councils 

currently) to create capacity to manage and deliver this change activity.  
In addition, we plan explicitly to use some of this to fund some specific 

transformation projects e.g. maximising use of digital technology, public 
access and our customers’ experience, which are the big critical enabling 

issues. 

4.12 We need to create the capacity and skills in the organisation to deliver on 

all fronts simultaneously - so some of that spend needs to be on delivery 
capacity, where it is needed.  This is about getting the basics right as well 
as our transformation programme. 
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Our Overall Strategic Response 
 

4.13 The changing business model has led us to embark on a transformation 

programme to address the challenges we face and the opportunities 
 
4.14 Based on the issues and approaches set out in the previous section and 

whilst recognising that Babergh and Mid Suffolk are separate councils with 
their own individual budgets and requirements, the councils’ joint 

response to the challenges we face and the opportunities we need to 
grasp are based on six key actions: 

 

1. Aligning resources to the councils’ new strategic plan and essential 
services. 

2. Continuation of the shared service agenda, collaboration with others 
and transformation of service delivery. 

3. Behaving more commercially and generating additional income. 

4. Considering new funding models (e.g. acting as an investor). 

5. Encouraging the use of digital approaches for customer access. 

6. Taking advantage of new forms of local government finance (e.g. new 
homes bonus, business rates retention). 

 

4.15 Further details on each key action are provided below: 
 

Aligning resources to the councils’ new strategic plan and 
essential services 

 

So far both councils have addressed the need for financial savings by 

sharing the burden across a range of services and meeting savings 
‘targets’ for different parts of the council by reducing budgets (including 
‘salami slicing’) cutting out waste, joint procurement and partnership work 

and reducing staff levels.  
 

In this MTFS, the councils will instead allocate their individual resources in 
line with the joint priorities set out in the Strategic Plan 2014-19 and to 
essential services. We will use what we call a ‘Priority Based Resourcing’ 

approach to do this. 
 

We will identify key areas of the councils’ current activities which could be 
approached differently and others that could be scaled back. We will also 
focus on further opportunities for the generation of additional income.  

 
Future Budgets and resource allocation will look at both high priority and 

lower priority activities, and challenge whether the councils should 
continue with certain activities either at all, or in their current form? 

 
The MTFS links to the changing role of local government from direct 
provision and a reactive approach to an enabling and preventing one. This 

will start to inform the allocation of each councils’ available resources and 
the strategy is based on two key assumptions: 
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•  Changing needs – challenging the presumption of public services’ role 

as meeting needs rather than developing and working with people and 
assets within communities 

 
•  Preventing and reducing demand – there are fewer resources and a 

history of rising demands on public services; we cannot resolve this 

challenge by trying to do the same things with less money. 
 

Continuation of the shared service agenda, collaboration with 
others and transformation of service delivery 

 
Integration has already delivered significant savings for the two councils, 

which is in addition to local savings made by each council alone.  
 

However, there is now a need for a more radical transformation of how we 

operate and what we do (or don’t do).  
 

Also, sharing services has to be wider than just the two councils. A key 
part in achieving the shift in thinking and working will be the importance 
of working differently not just across the whole of Suffolk but also our 

partners (statutory, private, community, voluntary and not-for profit). We 
are building new working relationships where influence is more important 

than control. 
 

As part of a Suffolk-wide bid, significant Transformation Challenge Award 

(TCA) Funding of £3.6m (plus flexibility on using capital receipts) for 
further collaborative working across Suffolk to change the way we do 

things and to provide a joint legal service between Suffolk district/borough 
councils. 

 

Behaving more commercially and generating additional income 

 

A key theme running through the work needed to deliver our outcomes is 
behaving more commercially. The need for thinking and acting more 

commercially and understanding that this has a significant part to play in 
delivering a sustainable MTFS. 

 
The two councils cannot continue to behave in all areas as if they are 
monopoly providers of services, as this is no longer sustainable in the 

current or future funding climate. This future MTFS therefore relies far 
more on commercial behaviours being adopted in a number of areas of 

the councils’ business. 
 

Considering new funding models (e.g. acting as an investor) 

 

Both councils have a long tradition of investing in their communities and 
look to continue to do so, in support of the delivery of their shared 
strategic priorities, and in particular to aid economic growth across the 

two districts. 
 

  



 

48 
 

Limited capital and revenue reserves and increased pressure on external 

funding mean that the councils may want to consider investing away from 
the traditional funding models such as using its own reserves. Instead 

focus is now on the use of: 
 

 Prudential borrowing, securing a rate of return of this 

 Joint ventures, sharing the investment required 

 ‘Invest to Save’ - investing incentivised funding. 
 

In order to generate new cash into the authorities means that borrowing, 
in order to create additional income, is something that both councils will 

explore. 
 

Prudential borrowing can be used to achieve our strategic objectives. The 

use of borrowing (with no security to a particular council asset) is both 
flexible and relatively straightforward. 

 
Increased investment through borrowing is likely over the medium to long 
term for both authorities if we are to deliver both additional income 

(through a rate of return on the investment) and strategic priority 
outcomes. Each investment opportunity/project will need careful 

assessment of the risks and benefits, the affordability of the annual 
borrowing costs, the estimated rate of return and the associated risks. 

 

There are two costs associated with borrowing: 
 

  annual servicing of the debt – the interest payable on the loan; and 
 
 annual repayment of the loan/capital – effectively through a minimum 

revenue provision (MRP). 
 

Currently, these would be in the region of 4.5% interest (based on a 
Public Works Loan Board –PWLB, rate over 25 years) and 4% MRP. In 
order to assess each project on an equal and consistent basis, a target 5% 

additional internal rate of return (IRR) is considered appropriate in 
addition to the cost of borrowing (in this case, 13.5% (4.5% + 4% + 5%). 

Naturally a change in interest rate or MRP rate would change the overall 
target rate of IRR.  

 

So, for example, we would look for a £10m investment generating a 
£0.5m a year return. 

 
The choice of funding model for each investment opportunity/project will 
be based on their individual merits and the financial return/costs 

associated, including the comparison to the agreed target internal rate of 
return and overall risk exposure as part of each business case 

assessment. Any decision to invest or borrow would be subject to full 
scrutiny by councillors, through the usual democratic process. 
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Encouraging the use of digital forms for customer access 

 

The implementation of our Customer Access Strategy is an important part 
of our next phase of development and is inextricably linked to the need for 

commercial thinking and wider savings programme. Customer Services, 
and the way that other services interact with it, must have a clear 

approach to manage demand and to reduce overheads through 
encouraging people to self-serve online.  

 

This will enable us to: 
 

•  establish a single view of customer transactions and history; 
 
•  enable customers to do more of their business with the council online; 

 
•  enable partnership working between other councils. 

 
There will always be some customers who cannot access our services 
online – whether because they have limited access to the internet, or 

because they are unfamiliar with this technology. These customers will 
always be able to reach us in the traditional way. Our goal, though, is to 

encourage those people who can do their business with us online to do so. 
 

In addition to making customer contact easier to handle, this solution can 

automate many of the duplicated tasks council employees normally 
perform when handling customer contact, thereby reducing call times and 

improving the quality of service. 
 

Redesigning our services and customer access is a significant and 

ambitious programme of work for both councils that will serve as a 
catalyst to drive wider organisational change. We do not underestimate 

the scale of this project.  
 

Taking advantage of new forms of local government finance (e.g. new 
homes bonus, challenge award funds, business rate retention) 

 

These new forms of local government finance have now become the key 
sources of income for councils and it is assumed that will be the case in 

future. The councils will therefore take the opportunity to grow our own 
funding through a strong, and growing, local economy alongside the skills, 

housing and infrastructure to sustain it. 
 

Links to our Joint Strategic Plan  

 
4.16 The above actions are all linked to our ‘Smaller, Swifter, Smarter’ 

philosophy that is set out in our joint Strategic Plan, which encompasses: 
 

 Growing the local economy, jobs and homes - to maximise our 

income from New Homes Bonus, business rates, rents and council tax 
revenue through encouraging local sustainable economic and housing 

growth and being “open for business” 
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 Priority-based resourcing - to ensure that all our financial and 

human resources are targeted on our priorities and outcomes and are 
used efficiently and effectively to ensure maximum impact 

 
 Transformation and innovation – to transform the way that we work 

in order to reduce our costs or achieve more with our available 

resources by doing things in new and different ways 
 

 A business like and commercial approach – to be more business-

like and to invest in commercial ways of working to maximise social, 
economic, environmental or financial return on our investment 

 

 Investing to save and grow - to refocus our expenditure and 
investment and to deploy our human resources to, generate savings or 
grow our income – to use a project costing and benefit capture 

methodology to enable us to monitor our performance in this area 
 

 Sharing and collaborating - to look for and develop opportunities to 

increase income or derive savings through working with others 
 

 Strategic commissioning - to commission services strategically so 

that where we are not delivering services or undertaking our activities 
within the councils our partners and contractors are focused on and 

rewarded for achieving our strategic priorities and outcomes as well as 
providing value for money 

 

 Demand management - to understand the cause of costs or income 

associated with the demands that our organisations face and to work 
with others to reduce these costs or increase income 
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5. Investing in Our Strategic Priorities and future 
 
5.1 This is our key focus, to ensure the councils and our communities thrive 

together. Linked to the new business model, we will invest to deliver 
better outcomes and aim to generate additional income. 

 

Funding and Investment Opportunities 
 

5.2 We can do this both through prudential borrowing and using our 
Transformation Funds to support our delivery plans, new funding models 

and innovative/different ways of working. We have set aside £6.8m in the 
Transformation Fund in 2014/15. 

 

5.3 An illustration of the New Homes Bonus that would be received over the 
next 4 years, based on past historic growth of around 800 homes per 

annum across both councils and growth assumptions (and depending on 
how the bonus will continue in future years, which depends on 
Government policy) is shown below: 

 

Year Babergh Mid Suffolk 

Past 
Historic 
growth 

continues 
£m 

Additional 
200 

homes a 

year 
£m 

Past 
Historic 
growth 

continues 
£m 

Additional 
200 

homes a 

year 
£m 

2015/16 1.6 1.6 2.2 2.2 

2016/17 2.0 2.2 2.6 2.8 

2017/18 2.1 2.5 2.6 3.0 

2018/19 2.2 2.8 2.6 3.2 

Total 7.9 9.1 10.0 11.2 

 
(There are risks and great uncertainty about this funding continuing 
beyond 2016/17 and the bonus could stop or reduce from 2017/18 

onwards.)  
 

5.4 The growth increases indicated above illustrate that this increase (+ the 
additional council tax income would only make modest inroads on the 
funding gap of £7m, although our overall investment and income 

generation strategy and delivery plan projects are also expected to 
contribute towards the funding gap. 

 
5.5 We would need to dramatically increase the number of new homes to 

make good the funding gap or make a significant contribution towards it. 

In very simple terms, each new home or empty home returned to use 
results in between £1,000 and £1,200 being received by the councils. So, 

bridging the funding gap of nearly £7m, taking into account additional 
council tax, would need over 5,000 more homes over the next 4 years. 

 

5.6 Growing this funding is, therefore, paramount but is dependent on 
communities, the councils and others working together. It also depends 

on the wider housing economy, labour and material supply/shortages. 
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5.7 In relation to the potential for additional business rates income, this will 

depend on economic growth and variations in the annual rate yield. This 
would add to the amount of funding available for transformation and 

projects, which would contribute towards the funding gap. 
 
5.8 In relation to future prudential borrowing, our delivery and investment 

plans are still to be worked up and finalised but significant borrowing and 
investment could deliver much needed additional income streams. 

 
Council Housing  

 

5.9 In relation to Council Housing, the Housing Revenue Account (HRA) 
Business Plans present a very positive financial picture over the longer 

term (a thirty year period as required under the self-financing regime) but 
there are short to medium term challenges. 
  

5.10 These challenges can be met by following a policy of investment in 
existing or new homes, which is sustained by rental income and 

convergence with Housing Association rent levels and similar Council 
homes at equitable rent levels. In addition, we aim to: 
 

 Make best use of our assets – working within the Housing Asset 
Management Strategy and Housing Asset Management Group we are 
identifying high value, high cost, low demand properties for disposal at 

tenancy end. Funds will be ring fenced for investment in additional 
homes 

 Convert a small number of social rents to affordable rent levels on 
change of tenancy to achieve HCA Grant criteria 

 Working in partnership with Suffolk County Council, develop models to 

deliver specialist housing schemes – dementia care and supported 
housing for autism/learning difficulties on County land using HRA 

funding 

 Seek efficiencies and value for money in service delivery and 
reviewing our approach to repairs and maintenance/asset 

management services 

 Take a commercially minded approach to HRA business planning 

including, being flexible in our methodology for rent increases, 
reviewing and realigning capital programme expenditure and using our 
resources with partner’s resources to create the right solutions for 

tenants and communities. 
 

5.11 The Government has applied a cap to the amount that Councils can 

borrow through the HRA. This means that borrowing levels are restricted. 
For both Councils, supporting spending of RTB receipts, building new 

council homes and investing in the maintenance and improvement of 
council homes is achievable within current borrowing headroom. 
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5.12 Currently, the estimated funds to support our housing investment strategy 

are: 
 

 Borrowing headroom within the Government’s overall debt cap, which is 
higher for Babergh than Mid Suffolk (Babergh £11.4m; Mid Suffolk 
£4.1m) 

 Surplus annual funds from the HRA for investment in new and existing 
homes due to the new self-financing freedoms given to councils. 

5.13 The forecast position on available investment funds (over the next 4 
years) relating to the above is summarised below: 

Year Babergh 
£m 

Mid Suffolk 
£m 

2015/16 18.1 7.4 

2016/17 17.9 4.5 

2017/18 20.4 5.0 

2018/19 22.1 4.8 

 
5.14 Appendix B sets out further details of the current HRA Business Plan, with 

detailed figures for the next 5 years and summarised forecasts over the 
following 20 years (in 5 year tranches).  

Links to Our Overall Delivery Plans 

 
5.15 We have developed an ambitious set of projects and an overall delivery 

plan to reflect our strategic priorities, investment and funding strategies. 

This will change over time but some examples of the projects that link to 
the ‘invest to save’ and ‘profit for purpose’ business model in order to 

provide potential revenue generation are provided below. These will be 
subject to business cases and cost benefit appraisals: 

 

 Providing New Homes, including delivering outcomes on strategic sites 

 Develop market towns 

 Strategic asset management framework – acquisitions, disposals and 
asset utilisation through collaborative working 

 Community Infrastructure Levy 

 Renewal Energy Programme e.g. PV Panels on Council properties 

 Private Sector Rented Housing  

 New Waste and Recycling initiatives 
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6. Summary of our financial positions 
 

Revenue Budget Strategy  
 

6.1 The approach taken to financial management over the period of the 

Medium Term Financial Strategy (MTFS) seeks to achieve the following 
objectives: 

 

 keeping council tax low and at an affordable level; 

 deliver the necessary savings to continue to live within our means; 

 continuously improve efficiency by transforming the ways of working; 

 ensure that the financial strategy is not reliant on contributions from 
essential minimum working balances; and 

 maximising revenue from our assets and investment. 

 
Key aspects of the funding position and the MTFS forecasts 

 

6.2 There are limitations on the degree and to which both Councils can 
produce medium term financial projections as there are huge 

uncertainties.  
 

6.3 It is important to remember that these financial forecasts have been 
produced within a dynamic financial environment, based on ever changing 
assumptions and that they will be subject to significant change over time. 

Having regard to these variables and uncertainties, the revenue position 
for each council as currently forecast is summarised in the table below and 

detailed further in Appendix A. 
 
6.4 Although there are similarities in each council’s financial position, both 

now and in the future, there are also differences. Based on the draft 
2015/16 Budget for each council, Babergh’s financial position is showing a 

higher current and forecast Budget gap so more action and intervention is 
likely to be needed to achieve financial sustainability in the medium term 
than for Mid Suffolk. Both councils will, however, need to transform what 

it does as the funding challenges are significant for both councils.  
 

Annual savings required to achieve a balanced budget (without reliance on 
New Homes bonus) 

Annual savings Babergh 
£m 

Mid Suffolk 
£m 

Combined 
£m 

2015/16 1.6 0.1 1.7 

2016/17 2.8 (+1.2) 1.0 (+0.9) 3.8 (+2.1) 

2017/18 3.5 (+0.7) 2.0 (+1.0) 5.5 (+1.7) 

2018/19 4.3 (+0.8) 2.8 (+0.8) 7.1 (+1.6) 

 

6.5 Both councils medium term financial projections include the following key 

budget assumptions, detailed below. Budget assumptions will continue to 
be reviewed and updated as economic indicators change. 
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Key assumptions in the MTFS: 

Type of Expenditure 2015/16 2016/17 2017/18 2018/19 

 BDC MSDC BDC MSDC BDC MSDC BDC MSDC 

General Inflation/utilities 2% 3% 3% 3% 

Fees and Charges 2% 2% 2% 2% 

Employee pay increase 2.2% 3% 3% 3% 

Employer’s pension contn. 
based on actuarial 
valuation   

 
18.4% 
 

17.7% 
 
18.4% 
 

17.7% 
 
18.4% 
 

17.7% 
 
18.4% 
 

17.7% 

Allowance for general 
underspends/savings (incl. 
vacancy savings) - approx. 
2.5% of Budget 

£250k £250k £250k £250k 

Transport Fuel 2% 3% 3% 3% 

Return on Investments 0.75% 1.25% 1.5% 1.75% 

Grant reduction as % of 
RSG (reducing balance) 

-£0.7m -£0.5m -£0.5m -£0.5m 

 

General Fund minimum working balance 
 

6.6 Each council is required to maintain adequate financial reserves to meet 
the needs of the authority. The reserves we hold can be classified as 
either working balances – known as the general fund balance, or as 

specific reserves which are earmarked for a particular purpose – known as 
earmarked reserves. 

 
6.7 The councils each hold general fund balances as a contingency to cover 

the cost of unexpected expenditure or events during the year. The 

council’s policies regarding the level of general fund are as follows, to hold 
a balance of: 

 

£1.05m for Mid Suffolk; and 

£1.15m for Babergh 

6.8 These amounts equate to approx. 10% to 12% of net ‘core’ expenditure at 
the 2014/15 Budget level. 

 
Capital Investment Strategy - Summary position 

 

6.9 Appendix C shows the current 4 year planned capital programme for 
2015/16 to 2018/19, together with information on the funding of that 

expenditure (i.e. borrowing, grants and contributions, use of earmarked 
revenue reserves and usable capital receipts reserve).  

 

6.10 We have not yet finalised, however, the new projects that will result from 
our new Investment Strategy will be added to the capital programme in 

2015 and future years, based on the new funding and business model. In 
the interim, we have added a provisional sum of £25m to each council’s 

2015/16 programme for potential projects and prudential borrowing 
relating to these. 
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Capital Investment – Alternative sources of funding 
 

6.11 Both councils have a long tradition of investing in their communities. 

Depleting capital and revenue reserves and increased pressure on 
external funding pots mean that the Councils will use new funding options 
to invest in the future. 

 
6.12 Focus is, therefore, now on the use of; 

 
 Investment that secures a rate of return of the Councils’ 

funds/borrowing; 

 Joint ventures, sharing the investment required; or 

 Borrowing, introducing new funds into the Council. 

 
6.13 Investment opportunities will be subject to a business case and risk 

assessment to ensure that the decision to implement the project is sound 

and that the Council can not only afford the long terms implications of 
each project but that it also maximises returns within manageable risk.  

 
6.14 With this in mind, each business case that comes forward will aim for a 

5% minimum internal rate of return over and above the cost of 

borrowing/other costs. 
 

Council Housing  
 

6.15 The proposed Capital Programme headlines for 2015 – 2020 are: 

Expenditure Babergh 
£m 

Mid Suffolk 
£m 

Housing Maintenance Programmes 22.5 21.1 

New build (HCA programme) 6.8 5.0 

RTB receipt funding 7.4 6.2 

Total 36.7 32.3 

Financing    

Capital receipts disposals and RTB receipts and 

HCA Grant 

0.8 2.5 

Revenue Contributions  35.9 27.5 

Borrowing  0 2.3 

Total 36.7 32.3 

Remaining Borrowing Headroom (31/03/20) 14.8 3.3 

 

6.16 In relation to debt repayment set asides, the HRA business plans are 
currently based on not setting aside any capital receipts towards debt on 
sold council houses or for maturity debt repayment in the longer-term. 

The position on this in relation to future HRA Business Plans is to be 
reviewed during 2015 with the Council’s treasury advisors. 
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Treasury Management Strategy 
 

6.17 Each Council’s capital and revenue budget plans inform the development 

of their Treasury Management and Investment Strategies, which are 
agreed annually as part of its budget setting report. The Treasury 
Management Strategy sets out borrowing forecasts/limits and who the 

Council can invest with. 
 

6.18 We have reviewed the strategy to align to the Joint Strategic Plan, Our 
Delivery Plans, this MTFS and the new business model. Prudential 
Indicators relating to the current Treasury Management Strategy are 

shown in Appendix F. 
 

Prudential Borrowing 
 

6.19 Councils can borrow to provide new assets, invest in community facilities 

and services and maintain assets. They can also borrow to invest in new 
funding models that will both provide new assets and deliver a rate of 

return. This is part of the new business model that is being adopted. 
Investment will only be made were it delivers the councils’ strategic plan 
priority outcomes and an agreed rate of return. 

 
6.20 Specific investment plans will be reflected in future Budgets and capital 

investment programmes. Whilst these are being worked up, each council 
has included £25m in the 2015/16 capital programme to cover potential 
schemes next year. Further sums can be added to future years as part of 

the annual financial planning process. 
 

Managing Risks 
 

6.21 In setting the revenue and capital budgets, both councils take account of 
the key financial risks that may affect their plans but there is increasing 
future uncertainty as a result of the changes that are taking place and the 

new business model.  
 

6.22 An awareness of the potential risks and the robustness of the budget 
estimates informs decisions about the level of working balances needed – 
in order to provide assurance that the councils have sufficient contingency 

reserves to meet unforeseen fluctuations and changes. 
 

Capital Receipts 
 

6.23 An important part of the funding arrangements for the capital programme 

is the disposal of surplus assets. Asset disposals have been affected by 
the recession and the current estimated level of income from asset 

disposals over the period 2015/16 to 2018/19 is limited. 
 
6.24 In line with the business model, a more active asset management, 

disposal and acquisition and strategy is being adopted to support the 
MTFS. 
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Earmarked Reserves  
 

6.25 The councils each hold earmarked reserves, which are earmarked for a 

particular purpose and are set aside in order to meet known or predicted 
future expenditure in relation to that purpose.  

 

6.26 The level of earmarked reserves at the end of 2014/15 is expected to be 
as follows, although this excludes any unspent transformation Fund 

reserves: 
 

£2.5m for Mid Suffolk; and 

£1.6m for Babergh  

The planned additions and use of these reserves over the period covered 

by this strategy is shown in Appendix E. 
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Glossary of Terms 

To be added 
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Appendix A 

General Fund Revenue Budget Summary/Forecasts - Mid Suffolk 

(Note: 2015/16 Budget is based on a 5p a week council tax increase as are the forecasts for 

2016/17 onwards, which are illustrative and actual budgets will be reviewed and determined 

by the Council annually). 

Line Description 2014/15 
Budget 

£000 

2015/16 
Budget 

£000 

 2016/17 
Forecast 

£000 

2017/18 
Forecast 

£000 

2018/19 
Forecast 
  £000 

1a Core Budget 10,199 9,877  10,217 10,517 11,017 

1b Grants to parishes (LCTS) 132 91  45 0 0 

2 Integration costs 250 49  0 0 0 

3 Transformation Fund -
Delivery Plan Projects 

3,134 2,023  1,678 826 170 

4 Total Planned Net 
Expenditure 

13,715 12,040 
 

 11,940 11,543 11,187 

 
Savings required (NHB 
discounted as temporary) 

      

5 2016/17    (1,244)   

6 2017/18     (2,096)  

7 2018/19      (2,752) 

        

 Funding:       

8 Integration Reserve (250) (49)  0 0 0 

9 Other Earmarked Reserves (107) (166)  (107) (107) (107) 

10 New Homes Bonus – fixed 
term posts 

(208) (208)  (208) 0 0 

11 Transformation Fund - 
Delivery Plan projects 

(3,134) (2,023)  (1,678) (826) (170)  

12 Transformation Fund - 
Programme Resources 

(158) (290)  (1,036) (2,096) (2,752) 

13 Government Support  

(a) Baseline business 
rates 

(b) Revenue Support 
Grant  

 

(2,025) 
 

(2,383) 
 

 

(2,064) 
 

(1,689) 

  

(2,124) 
 

(1,157) 

 

(2,177) 
 

(662) 

 

(2,231) 
 

(167) 

14 Collection Fund (surplus)   
/deficit 

(181) (91)  (90) (50) (50) 

15 Council Tax (5,269) (5,460)  (5,540) (5,625) (5,710) 

16 Total Funding 13,715 12,040  11,940 11,543 11,187 

        

17 Council Taxbase  +1.9%  +1.5% +1.5% +1.5% 

18 Band D Council Tax £153.78 £156.38  
(TBA) 

 TBA TBA TBA 

Line 3 - Allocated each year – but actual expenditure will take place over 2 or more years 

Lines 3 & 11 – There could be additional new homes bonus and variations in business rates 
income in 2016/17 onwards that would change this 

Line 13 - Includes council tax freeze grants of £191k, which will cease after 2015/16 and could 

result in a lower RSG levels in 2016/17 onwards than indicated 
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Appendix B 

Council Housing Revenue Account (HRA) Business Plan – Mid Suffolk 

To be added from main Budget report 
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Appendix C 

Capital Summary – General Fund and Council Housing – Mid Suffolk 

To be added from main Budget report 
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Appendix D 

Prudential Indicators – Borrowing and Investment – Mid Suffolk 

To be added following review by Joint Audit & Standards Committee on the 19 

January 2015 
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Appendix E 

Earmarked Funds/Reserves – Mid Suffolk 

To be added  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


