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SUMMARY 
 

This report sets out the background to the medium term financial planning 
process.  
 
An update is provided on the national finances and the financial impact of  
ongoing austerity on Hammersmith & Fulham. Looking forward, the council 
is expected to continue to face significant financial challenges that will 
require the delivery of a robust savings and efficiency programme and 
generation of additional income. 
 
The financial framework within which local authorities operate is very 
uncertain. A series of short-term local government finance settlements, and 
lack of clarity on potentially significant future funding reform, is impeding 
effective long-term financial planning. 
 

1. RECOMMENDATIONS 
 

1.1. To note the financial background to the 2022 budget and comment as 
appropriate. 
 

1.2. To identify and discuss potential revenue generation or savings 
opportunities which are expected to be required to address potential 
funding reductions or meet demand led financial pressures.  
 

 

 
Wards Affected: All 
 

 
 
 
 
 
 



  

H&F Priorities 
 

Our Priorities Summary of how this report aligns to the 
H&F Priorities  

Being ruthlessly financially 
efficient 

We need to always confirm that spend fits 
our Council’s priorities; challenge how much 
needs to be spent; and achieve results 
within agreed budgets. Finance is 
everyone’s business and every penny 
counts.   

 
Financial Impact  

 
This report is wholly financial in nature and those implications are 

contained within the detailed report. 

 

Contact Officer(s): 
 
Name:  Emily Hill  
Position: Director of Finance  
Telephone: 020 8753 3145 
Email:  emily.hill@lbhf.gov.uk 
 
Name:   Andrew Lord  
Position:  Head of Strategic Planning and Monitoring 
Telephone: 020 8753 2531 
Email:  andrew.lord@lbhf.gov.uk 
 

 
Background Papers Used in Preparing This Report 

 
Not Applicable 
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DETAILED REPORT 

National context  

1. Within the context of significant uncertainty over the future of public finances 
and local government funding, Hammersmith & Fulham funding is likely to be 
impacted in the following ways: 

 Overall local authority funding is unlikely to increase significantly over 
the next 4 years. 

 Grant funding may, at best, keep pace with inflation (a real terms freeze) 
but could be subject to further cuts. 

 So-called ‘fair funding’ and ‘levelling-up’ policy decisions may impact on 
funding streams such as the new homes bonus grant. Inner London is 
likely to see cuts, or below average increases, in funding despite high 
levels of deprivation.  

 Changes in the government’s core spending power are likely to continue 
to assume significant local tax increases. 

 The government’s failure to address the underlying funding issues will 
result in more authorities around the country experiencing 
unmanageable financial pressures. 

 
2. After a decade of austerity, local government finances remain under 

pressure. Despite an increase in the level and complexity of demand for 
local authority services, overall local government spending is still lower, in 
cash and real terms, than in 2010/11. Per person spending was 23%1 less in 
2019/20 than 2010/11.  

 
3. The cuts to government funding have contributed to several authorities 

facing a precarious financial position. This has been highlighted by the 
issuing of section 1142 notices at Northamptonshire County Council and the 
London Borough of Croydon. A section 114 notice, which is issued by the 
chief finance officer, imposes emergency spending controls and bans all 
new expenditure, with the exception of statutory services for protecting 
vulnerable people. There are concerns that further section 114 notices will 
need to be issued around the country in the sector the forthcoming year. 

 
4. Another indication of the pressures facing local government was the 

additional support, announced as part of the 2021/22 Local Government 
Finance Settlement, to help a small number of councils who are unable to 
balance their budgets in 2020/21 or 2021/22. Within London, central 
government has given Croydon permission to use £70m of capital resources 

                                            
1
 Institute for Fiscal Studies. 23% is the real terms reduction excluding public health for which 

responsibility was transferred from the NHS to local government. Reduction including public health is 
17%. 
2  Section 114 of The Local Government Finance Act 1988,states:that ‘The chief finance officer of a 

relevant authority shall make a report under this section if it appears to him that the expenditure of 
the authority incurred (including expenditure it proposes to incur) in a financial year is likely to exceed 

resources (including sums borrowed) available to it to meet that expenditure.’ 



  

on revenue spending in order to balance its budget, with another £50m likely 
to follow, and given permission to Bexley to capitalise £3.87m in 2020/21. 

5. The financial strain is compounded by the impact of the Covid-19 pandemic. 
In the short-term any shortfall in government funding, for the extra costs 
incurred and lost income, will further stretch local authority finances. In the 
medium term there are risks of pent-up demand as Covid-19 restrictions are 
lifted. In the long-term the impact on public finances and the wider economy 
will be felt for several years. The government’s March Budget 2021 
announcement predicted that the latest lockdown measures, and severe 
reductions in trade with the European Union, are expected to cause growth 
to fall by 3.8% in the first quarter of 2021. Overall output will be 11% below 
pre-pandemic levels. It will be mid-2022 before Gross Domestic Product 
(GDP) returns to the 2019 level and output is forecast to be 3% lower in the 
medium term relative to its pre-pandemic path. Public sector net debt is 
forecast to increase from 84% of GDP in 2019 to over 100% in 2020 and 
peak at 110% in 2023. 

 
6. The National Audit Office (NAO) have issued a report (March 2021) on local 

government finance in the pandemic. It notes that the pandemic has placed 
significant pressures on local authorities’ finances, which in many cases 
were already under strain. They conclude that the financial position of local 
government is a cause for concern. Many authorities will be relying on 
reserves to balance their 2020/21 year-end budgets with an uncertain 
outlook for 2021/22. They estimate that 1.5% of authorities are at acute risk 
of financial failure whilst 5.9% are in the high-risk category and 27.3% in 
medium-risk. They noted that many authorities are setting budgets for 
2021/22 in which they have limited confidence, and which are 
balanced through cuts to service budgets and the use of reserves (it should 
be noted that this is not the case in LBHF, which set a budget for 2021/22 
without any cuts to services and which makes contributions to reserves).  
The NAO has commented that ”Government needs a plan to help the sector 
recover from the pandemic and also to address the longstanding need for 
financial reform in the sector”. 
 

7. The deterioration in public finances, and economic outlook, will inform the 
expected 2021 government spending review (SR21). The SR21 is due to set 
out government’s overall spending plans over the medium-term. The 
Institute for Fiscal Studies (IFS) have commented that under the March 2021 
Budget, departmental spending will reduce between £14bn-£17bn per year 
for the following three years compared with pre-Covid-19 plans. This figure is 
around £4bn more than the drop in departmental funding forecast at the 
Spending Review in November 2020.  As the NHS, schools and the Ministry 
of Defence all have budgets fixed in cash terms until later in the Parliament, 
this extra £4bn cut will fall entirely on other, unprotected services. Those 
areas – including local government – are now facing real-terms cuts in 
2022/23. At best any funding increases for local government are likely to be 
modest (and based on most recent local government finance settlements, 
funded through local taxation increases) with a risk of a renewed ‘austerity’ 
programme. 

 



  

8. For 2021/22 the Local Government Finance Settlement (LGFS) calculated a 
4.5% increase in local authority core spending power. However, only 1.8% of 
this related to increased grant funding. The balance related to assumed 
council tax increases (2%), use of the adult social care precept (3%) and 
sums relating to business rates.  
 

9. A gradual shift in the funding of local government from central sources to 
local taxation has been happening for several years. At a national level the 
proportion of local authority core spending power funded from council tax 
has increased from 49% in 2015/16 to 60% in 2021/22. Given the issues 
facing the national finances it is anticipated that this trend will continue. 
 

10. For a second year running, a single year LGFS was issued in 2021/22. 
Expectations of a multi-year settlement were put on hold due to the Covid-19 
pandemic and it is not clear whether a multi-year settlement will be provided 
for 2022/23 onwards. This means that there is a lack of certainty regarding 
the government’s future funding plans particularly as government have 
indicated that they wish to consider several reforms to the local government 
finance system.  The so-called ‘fair funding’ review, business rates, the New 
Homes Bonus grant and how to organise and finance adult social care are 
all issues that will be potentially subject to reform. The underlying 
government commitment to ‘levelling-up’ is likely to mean that any changes 
are likely to be at the expense of Inner London boroughs, despite their high 
levels of deprivation.  
 
 

Hammersmith & Fulham context 

 

Austerity 

 
11. In May 2010 the Coalition Government introduced a policy of austerity in 

large areas of public finances. Since that date the Hammersmith & Fulham 
budget requirement has reduced by 28% from £227m to £164m.  As set out 
in Table 1 the main driver of this reduction has been a cut in government 
grant of £64m.  

 
Table 1 – Budget change from 2010/11 to 2021/22 
 

Expenditure Resources 

2010/11 base budget £227m 2010/11 base budget £227m 

Cumulative adjustments:    

Inflation/ new burdens £51m Lower grant (£64m) 

Growth £76m Increase in council tax £4m 

Savings (£190m) Shortfall in business 
rates income 

(£3m) 

2021/22 budget £164m 2021/22 budget £164m 

 
12. In order to balance the annual budget, cumulative budget savings have 

exceeded budget growth, mainly increased expenditure to meet the costs of 



  

demand led services, by £114m since 2010/11 (Table 2). As budgets have 
reduced the identification of further new savings has become increasingly 
difficult whilst protecting against service cuts.  
 

Table 2 - Savings and growth from 2014/15 
 

 
 

13. The 2021/22 Band D council tax charge for Hammersmith & Fulham is 
£778.40 (excluding the GLA precept and adult social care) compared to 
£811.78 in 2010/11, a cash decrease of £33.38 (4%). This is 29% lower, 
£235, in real terms.  
 

14. The national average council tax increase from 2010/11 to 2020/21 was 26% 
and is expected to exceed 30% by 2021/22. Had Hammersmith & Fulham 
increased council tax in line with the national average then the 2021/22 
Band D charge would be £223 higher (equivalent to additional council 
income of £18m).  
 
The 2021/22 budget  

 
15. The 2021/22 budget provides for a balanced budget with measures to 

strengthen the Council’s future financial resilience by contributing one-off 
resources of £1.1m to general balances and setting aside a one-off Covid-19 
contingency of £1.1m. These reflect the increased level of risk in the budget. 
A comparison against the previous two years is set out in Table 3. A 
summary of departmental spend is set out in Appendix 1. 
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Table 3 – Council budget 2019/20 to 2021/22 
 

 
2019/20 

£000s 
2020/21 

£000s 
2021/22 

£000s 

Base gross budget rolled forward  151,765 154,280 156,902 

Plus/minus:    

Inflation  2,984 4,283 4,132 

Investment/ Growth and impact of Covid-19  10,583 6,832 7,885 

Increase in the net cost of borrowing 200 1,500 800 

Savings and change proposals  (10,305) (12,853) (6,689) 

Adjustment for one off items 0 969 (1,100) 

One-off Covid-19 contingency 0 0 1,096 

New contribution to general balances / reserves  0 7,167 1,100 

Gross budget requirement 155,227 162,169 164,126 

Revenue Support Grant 0* (17,410) (17,506) 

Other general grants (12,568) (16,789) (20,772) 

Use of developer contributions  (3,300) (1,700) (1,700) 

Collection Fund /other one off funding items (4,869)) (5,267) 400 

Locally retained business rates  (74,095) (57,217) (57,217) 

Council Tax (60,395) (63,786) (67,331) 

Gross resources (155,227) (162,169) (164,126) 

* the London Business rates pilot pool in 2019/20 meant that resources included in Revenue 

Support Grant were retained by the Council through the locally retained business rates 
instead  

 
16. The budget proposals included a 1.99% increase in council tax and 3% adult 

social care precept, in line with government modelling. These measures will 
generate £3.2m of income per annum. A summary of the savings and growth 
is set out in Table 4. The growth largely reflects increased expenditure on 
demand led services and includes one-off sums of £2.7m for 2021/22 that 
address Covid-19 pressures and the potential impact of an economic 
recession. 

 
Table 4 – 2021/22 savings and growth 
 

   Growth 
 
 

£m 

Savings/ 
additional 

income 
£m 

Net  
 
 

£m 

Children's Services 1.6 (0.7) 0.9 

Social Care  2.4 (2.0) 0.4 

Reinvestment of public health 0 (0.9) (0.9) 

The Economy 1.2 (1.1) 0.1 

Environment (including Parking) 1.1 (1.1) 0 

Finance 0.1 (0.4) (0.3) 

Resources 0 (0.5) (0.5) 

Council Wide 1.5 0 1.5 

Total 7.9 (6.7) 1.2 



  

 
17. The impact of Covid-19 on Hammersmith & Fulham and the wider economy 

is uncertain. The government have announced that the fees and charges 
grant compensation scheme3 will continue in the first quarter of 2021/22 and 
that a new un-ringfenced emergency Covid-19 pressures grant of £6.2m will 
be receivable in 2021/22 for the first quarter of the financial year. The 
Contain Outbreak Management Fund will also continue for the first two 
months of 2021/22 but it is not clear whether other Covid-19 funding will 
continue. There is a risk that such funding will be insufficient to fully 
compensate the council for the extra costs incurred and income lost. The  
financial impact of a third national lockdown measures, and any actions 
required regarding further Covid-19 variants,  may well  extend beyond the 
first quarter of the new financial year.  
 

18. Hammersmith & Fulham has set aside a contingency of £1.1m to mitigate 
against such future risk and funded one-off growth of £2.7m regarding 
expected Covid-19 pressures. This will continue to be monitored closely 
throughout the year. This compares to the council’s latest forecast4 that 
Covid-19 will result in unfunded in-year general fund pressures of £2.5m in 
2020/21. In addition to any direct costs of the Council’s Covid-19 response 
or lost revenues, there is also a risk of pent-up demand presenting as 
restrictions are lifted and potential increased demand for services as a result 
of the economic downturn.  
 

19. The financial challenge facing Hammersmith & Fulham is not restricted to 
the General Fund. The 2021/22 Housing Revenue Account (HRA) budget 
report detailed a series of emergent additional pressures that need to be 
addressed. There is a need to seek opportunities that raise additional 
income and to find further efficiencies that do not impact on service delivery. 
The financial pressures facing the HRA need to be taken account of within 
the council’s future financial planning. 
 

Future budget challenge  

 

20.  Financial planning is underway regarding the 2022 budget process. Key 

issues that need to be considered include: 

 The provision of sufficient budget headroom to meet demographic and 

demand growth expenditure pressures. 

 Allowance for inflation. 

 Modelling future business rates income. 

 Modelling future government grant support. 

 Future risks. 

Demographic and Demand Pressures  

                                            
3
 The scheme compensates local authority for 75% of income lost, above a 5% budget threshold, from 

sales fees and charges. It excludes commercial income. 
4
 2020/21 Corporate Revenue Monitor month 6  



  

 
21. Over the past five years trend data has identified an increase in demand 

across a range of council services. Examples include: 

 An increase in the number of adult social care clients supported in 
placements and at home. For example, the number of clients receiving 
home care packages of 28, or more, hours per week has increased by 
20%.  

 An increase in the number of looked after children and number of 
children receiving travel care and support. Since 2017/18 the number of 
looked after children has increased by 14%. The number of students 
receiving transport has increased by 13%. 

 An increase in the number of homeless enquires/approaches of 73% 
from 2016/17 to 2019/20. 

 
22. The increase in demand for needs-based council services is set to continue  

over the medium term. Key drivers are: 

 Claimant count unemployment has more than doubled within 
Hammersmith & Fulham over the past 12 months. The current claimant 
rate has increased by 4.7% to 8.2%5. The national average rate is 6.3%. 

 Population growth. The latest Office for National Statistics (ONS) 
forecast is for a growth in the Hammersmith & Fulham population of 
6.3% from mid-2018 to mid-2028. The forecast growth for England is 
5%. 

 The ONS forecast that the number of households in Hammersmith & 
Fulham will increase from 80,466 in 2018 to 85,926 in 2028. 

 The proportion of people aged 65 and over, for England, is forecast to 
increase from 18.2% to 20.7% from mid-2018 to mid-2028.  

 
23. The Council’s financial planning will need to provide headroom for such 

demand and emergent spend pressures. Over the past 5 years the 
average budget growth has been £8.7m. Managing down the budget growth 
required to fund unavoidable demand and demographic pressures will be a 
key part of the future budget strategy to ensure a balanced budget. 
 
Inflation 

 
24. Provision of £4.1m was set aside for contract inflation in 2021/22. 

 
25. For 2022/23 financial planning the council will need to determine: 

 What contingency should be set aside to cover pay inflation. A pay 
award of 1% costs an estimated £0.95m. The pay award for 
Hammersmith & Fulham is agreed nationally by local government pay 
negotiations. 

 What sum should be modelled for potential contract inflation.  
 

26. At a national level, inflation is relatively low (the January Consumer Price 
Index is 0.7%). As the economy recovers from the Covid-19 pandemic the 

                                            
5
 Office for National Statistics Labour Market statistics for January 2021. 



  

Governor of the Bank of England has said6 it is likely that the inflation rate 
will rise relatively quickly towards the governments long term 2% target over 
the next few months. 
 

27. For Hammersmith & Fulham the need to support key suppliers providers and 

support the London Living Wage, particularly in the social care market has 

resulted in contract inflation significantly above CPI. Such costs pressures 

are likely to be on-going and in relation to social care exacerbated by 

additional costs in relation to Covid-19. If inflationary pressures can be 

reduced, for example through contract review and discussion with suppliers, 

this will reduce future budget pressures and the need to identify further 

savings. 

 
Business rates 

 
28. The business rates retention system is subject to unprecedented 

uncertainty and instability. The system has changed in each of the past five 
years whilst the strain placed by the Covid-19 pandemic on business 
finances has seen a marked increase in business rates debt and business 
closure. Significant reliefs were granted and funded by the government in 
2020/21 and will continue, at a lower level, in 2021/22. 
 

29. Further uncertainty has arisen regarding reports that the Valuation Office 
Agency (VOA) is working with rating agents to consider reductions to 
rateable values across a wide variety of sectors in response to the effects of 
the Covid-19 pandemic. The result of these discussions is expected to be a 
temporary Material Change in Circumstance (MCC) reduction which will 
apply to almost every property sector including offices, retail, airports, 
stadiums, car parks and factories. The effect could result in reductions in 
business rates in both 2020/21 and 2021/22. It is not possible to quantify the 
potential impact on Hammersmith & Fulham although reductions could range 
from 20% to 70%. This level of reduction could have a catastrophic impact 
on the national business rate system, for example a 20% reduction would 
result in reducing collectable business rates income for Hammersmith & 
Fulham by more than £50m (based on a 1 year reduction).  
 

30. The government are undertaking a fundamental review of business rates 
with three objectives to:  

 reduce the overall burden on businesses 

 improve the current business rates system 

 considering fundamental changes in the medium-to-long term, 
including a potential switch to part funding the current business rates 
burden through an online tax. 

 
31. A minimum amount of funding, known as the safety net threshold, is 

currently guaranteed through the business rates system. The safety net for 

                                            
6
 Governor of the Bank of England – interview 15 march. 



  

Hammersmith & Fulham is £57.2m and the ongoing instability in the 
government’s approach to business rates, and impact of Covid-19, and the 
Council’s historical experience of business rate appeals makes it likely that 
future financial planning will be based on this sum. 

Government funding  
 

32. Government resources are uncertain beyond the one year local 
government finance settlement announced for 2021/22:  

 a Spending Review 2021 is due to be published in the autumn; this will 
identify the quantum of money made available to support local 
government. 

 a consultation on the new homes bonus grant scheme has been 
launched. This scheme originally provided a financial reward (based on 
the national Band D council tax charge) to authorities for six years 
based on the annual increase in the number of dwellings. The scheme 
has become less generous and now just provides a reward for three 
years above an assumed threshold increase. The 2021/22 grant 
allocation to Hammersmith & Fulham reduced by £1.6m to £5.2m.  

 long awaited proposals are due on the provision and funding of adult 
social care.  

 the government have previously flagged up their intention to consult on 
a so-called ‘Fair Funding’ review. If undertaken this will look at the 
distribution of funding between authorities and will form part of the 
‘levelling-up’ agenda. 

 
33. The current general grants receivable by Hammersmith & Fulham are set out 

in Table 5. Further to the March 2021 national budget statement the Institute 
for Fiscal Studies commented that local government can expect a real terms 
government funding cut. Hammersmith & Fulham is also at risk regarding the 
governments ‘levelling-up’ agenda and reform of the new homes bonus 
grant. Officers continue to review the grants forecast but there is a downside 
risk that the Hammersmith & Fulham grant allocation will reduce in cash 
terms. 

 
Table 5 –  General grant funding 
 



  

 
 

34. Funding for several specific grants, such as public health grant, has not 
been confirmed by Government beyond 2021/22. The resource forecast 
assumes that such grants will be on-going at current levels.  

 
 
Risks 
 

35. The past year has demonstrated that the future is uncertain. There are 
several significant issues that may impact on the future forecast but which 
we cannot predict at this point. These include: 

 Covid-19. It is still too early to assess what impact Covid-19 will have 
on the Council’s finances, future financial resilience and the wider 
economy in the short and medium-term. 

 Recession. The depth and duration of the current recession is 
uncertain. The current assumptions that underpin the forecast, such as 
the impact on council tax income or demand for services, may prove 
insufficient. 

 Brexit. The impact on economic growth, inflation and the wider labour 
market is unknown.  

 Devolution and local government reform. Future changes regarding 
the role of local government, such as social care, have been under 
discussion. As yet there is no clear government policy direction. 

 Funding reform. Government commitment to reform regarding 
business rates, ‘fair funding’ and levelling-up is unknown.  

 
36. Reserves are an important element in managing risk and enabling 

investment to deliver future savings. They are an important element in 
ensuring financial resilience and have been a key focus for the council. A 
reserves strategy was included in the 2021/22 budget papers considered by 
Budget Council. 
 

 
Summary  

2020/21  2021/22 

£000s £000s

Revenue Support Grant 17,410         17,506    

Other unringfenced grants

New Homes Bonus 6,863           5,274      

Housing Benefit Administration 966              966          2021/22 allocation estimated

Localised Council Tax Support Administration 316              316          2021/22 allocation estimated

Independent Living Fund 772              772          

Compensation for change in business rates multiplier 2,479           3,223      Inflationary increase funded by grant.

Social Care Support 5,956           7,994      

Levy Account Surplus 207              

Any levy receivable will be added as a 

one off to be budgeted to reserves. 

Lower tier services grant 872          New for 2021/22

Total other unringfenced grants (ongoing) 17,559         19,417    

One-off grants

Covid-19 local council tax support scheme grant 1,355      New for 2021/22 

Total general grants 34,969         38,278    

http://democracy.lbhf.gov.uk/ieListDocuments.aspx?CId=114&MId=7043&Ver=4


  

 
37. In summary: 

 Since 2010/11 the annual Hammersmith & Fulham budget has 
reduced by £63m to £164m. This has diminished the council’s 
capacity to deliver further savings. 

 H&F council tax has increased by 2.5% in cash terms since 2010/11 
compared to the national average increase of 30%. 

 The Covid-19 pandemic has placed extra strain on the council’s and 
national finances. 

 Demand, demographic and inflationary pressures are on-going and 
need to be addressed through the future budget process. 

 The business rates retention scheme is overly complex and has been 
hit hard by the Covid-19 pandemic. There is unlikely to be any upside 
for Hammersmith & Fulham in 2022/23. 

 The local authority sector is unlikely to see significant uplifts in 
government funding. Inner London will potentially fare much worse 
than the average authority due to ‘levelling-up’. There is a downside 
risk of a cash grant reduction for Hammersmith & Fulham. 

 There are significant future risks that are not yet possible to model. 

 The financial framework within which local authorities operate is very 
uncertain. A series of short-term local government finance settlements 
and lack of clarity on potential future reform is undermining effective 
long-term planning. 

 
38. Officers continue to develop the budget assumptions as part of the 2022 

budget and Medium Term Financial Strategy process. The financial outlook 
remains challenging. 

 
 
Appendices 
 
Appendix 1 –  Revenue expenditure and income by department 
 

  



  

Appendix 1 
 
 

Revenue expenditure and income 2021/22 (£m)  
(2020/21 budgets shaded) 
 

Department 
Gross 
expenditure 

Gross 
income 

Net expenditure 

Children's Services 
72.68  -21.59  51.09  

69.42  -19.22  50.20  

The Economy  
48.48  -41.98  6.50  

46.10  -41.10  5.00  

Environment (includes parking) 
107.69  -66.76  40.94  

104.70  -63.39  41.32  

Finance 
10.75  -9.88  0.87  

11.32  -11.60  -0.29  

Resources 
26.80  -21.98  4.82  

29.81  -25.33  4.48  

Social Care 
109.21  -52.04  57.17  

111.18  -55.83  55.35  

Central Items (includes housing 
benefit payments and grant) 

120.43  -117.70  2.73  

123.29  -117.19  6.10  

Total 
496.04 -331.92 164.12 

495.82 -333.66 162.16 

 


