OVERVIEW & SCRUTINY (Economic Wellbeing) 1 DECEMBER 2011
CABINET 8 DECEMBER 2011
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DRAFT BUDGET 2012/13 AND MTP
(Report by the Head of Financial Services)

PURPOSE

This report updates the approved budget and MTP for all of the
currently known changes and proposals so that Members can
approve a draft 2012/13 budget and MTP. Inevitably there are still
uncertainties but approval of the draft allows detailed
disaggregation of costs to manager and service level, ready for the
final report in February.

BACKGROUND

This report is the second stage of the process leading up to the
formal approval of the 2012/13 budget and Medium Term Plan
(MTP) next February.

The September Forecast report set the scene by considering the
impact of last year’s actual spending and other variations on the
approved MTP. It highlighted the nature and degree of a range of
uncertainties and concluded by providing a range of savings that
might still need to be found.

This report now includes all the variations proposed to the existing
MTP schemes, latest assumptions on inflation and interest rates,
forecasts of what will be achieved from the identified savings
proposals and highlights the continuing areas of uncertainty.

SUMMARY

Key Points

Strong action and a positive strategy towards growth have

resulted in:

o Higher than anticipated revenue reserves due to
underspending last year and forecast for this year.

o Savings and efficiency improvements being higher than
targeted.

o New Homes Bonus being significantly higher than
previously forecast.

o The gap in our 2012/13 budget being closed with no
increase in the use of reserves.

o Increase in minimum level of general reserves from £3M
to £4M.



Current Savings Targets

o The target for Reorganisation savings should be
exceeded in 2012/13 and it is expected that future years’
targets will be met.

o The Pay and Allowances target would be exceeded by
the current consultation proposals.

o Leisure continues to deliver its efficiency targets.

o This report is based on CCTV being operated on a part-
time basis rather than being mothballed.

o Discussion continues on the level of savings that can be
achieved from Voluntary Sector Grants. The risk
assumptions are based on some funding still being made
available.

Further Savings Required
Last year’s approved plan estimated that a further £0.8m of
savings would be required in 2012/3. This draft budget
shows that, due to the savings and additional income
already identified, no further savings are required for 2012/3
in order to meet the plan. This is based on taking no extra
funds from reserves and after providing extra funding in a
limited number of areas that members have indicated as
priorities.

However there is more uncertainty in later years and the
Council will still need to make further savings. For
example, in 2014/15 a range of £0.8M to £2.6M is forecast
but this is significantly lower than the £1.2M to £4.1M
range included in the September Forecast report.

Issues for Members:
The Draft Budget assumes Council Tax rises of 2.5% per year.
Members will need to consider the implications of the latest
Council Tax freeze grant proposal and whether 2.5% is still
appropriate. Decisions will need to be made in February.

Uncertainty is likely to prevail for some years and so it
continues to be important that Members resolve any
outstanding uncertainties on existing proposals and agree a
process for identifying further savings which can be “called
off’ as information emerges that confirms the need.

4 2010/11 OUTTURN

4.1 The Council was successful in keeping spending £1M below
forecast last year, due mainly to one—off savings partially offset by
lower planning fees. £1.6M was used from the Special Reserve to
fund redundancies leaving a balance of £0.3M. £1.9M was taken
from general reserves to fund the spending deficit leaving
Revenue Reserves (including the £0.6M delayed spending
reserve) of £14.2M at 1% April 2011.



5. SPENDING VARIATIONS

5.1 The following table summarises the spending variations that have
been included:

REVENUE NET CAPITAL
SPENDING FCast | Budget MTP F’Cast | Budget MTP

VARIATIONS 2011 2012 2013 | 2014 | 2015 | 2016 | 2011 2012 | 2013 | 2014 | 2015 | 2016

2012 2013 2014 | 2015 | 2016 | 2017 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017

£M £M £M £M £M £M £M £M £M £M £M £M

VARIATIONS
Rephasing -0.1 0.1 0.1 4.4 27| 26 0.1 1.1 -0.7
Savings 0.2 04| -07 09| -06 0.7 2.5 41 04 0.2 0.2 04
Extra Cost 0.3 0.5 0.7 0.7 0.7 0.7 1.6 20| 1.8 04 0.1 2.6
Capital/Revenue 0.1
Technical -1.3 05| -041 0.1 0.1 0.1 -1.1 01] 041 0.1 -3.7
Low Risk
Assumption 0.1 0.8 0.9 1.1 14
Total Variations -1.2 -0.4 0.8 0.6 1.3 14] -6.4 89| 1.1 0.4 1.0 -1.4

5.2 Annex A1 shows a more detailed summary, Annex A2 gives the
individual items in each category and is followed by cross
referenced brief notes for each significant item.

5.3 There is limited opportunity for reducing extra cost items as the
majority are unavoidable, required to maintain or replace assets or
reflect forecasts to cover potential (contingent) costs that are likely
to flow from Government proposals to change the way certain
services are delivered.

5.4 One of the variations relates to the Huntingdon multi-storey car
park for which the agreements need to be signed in December.
Annex A3 therefore details the change and seeks formal approval.

6. FUNDING
6.1 The table below shows the funding now included in the approved
MTP and the succeeding paragraphs provide details of the

changes:

"0 ewo  £w0 g0 €000
Funding in Approved MTP -18,626 -19,394 -19,717 -20,649 -21,793
New Homes Bonus -1,876  -2,837 -3,685 -4826 -6,076
Formula Grant (RSG) 9,288 9235 -8630 -8,846 -9,067
Council Tax Freeze Grant 2011/12 -184 -184 -184 0 0
Council Tax

Proceeds -7627 -7878 -8137 -8,404  -8,679
Level £127.27 £130.46 £133.72 £137.06 £140.49

TOTAL FUNDING

Increase




6.2 New Homes Bonus

2012/13 2013/14 2014/15 2015/16 2016/17

NEW HOMES BONUS

£000 £000 £000 £000 £000
Approved MTP -1,627  -2129  -2,745  -3377  -4,025
Draft Budget -1876 -2837 -3685 -4826 -6,076

VARIATION (- = better) -349 -708 940 1,449 -2,051
A clear indication of the New Homes Bonus for 2012/13 is now
available and £1,876k should be received. Succeeding years are
based on the planning profile but there are two risks to these sums
being achieved. Firstly that growth is slower than forecast and
secondly that the Government will have to reduce Formula Grant
to fully fund the New Homes Bonus. The total cost of New Homes
Bonus is forecast to be in the region of £1,500M but only £185M
new money has been provided and so the remainder will have to
be top-sliced from Formula Grant or Localised Business Rates.
The impacts of these risks on this Council are not accurately
calculable and so are dealt with in the Risks and Uncertainties

section.

Members have expressed interest in the use of the Bonus. It is not
ring-fenced for specific communities but there is ample evidence
within this report that it will be used to enable the protection of
services and for in investment in key growth areas.

6.3 Formula Grant

2012113 2013114 2014/15 2015/16 2016/17
FORMULA GRANT £000 £000 £000 £000 £000

Approved MTP 9288 9203 -8651 -8,867 -9,089
Draft Budget 9288 9235 -8630 -8,846 -9,067
VARIATION (- = better)

The Formula Grant assumptions have been based on illustrations
produced by the LGA. However there is still an element of risk
which is compounded by the Government proposal to move to
Localisation of Business Rates in 2013/14 to replace Formula
Grant.

This will have a major impact on all Councils but until definite
proposals are confirmed post-consultation it is impossible to make
a reliable assessment. Some possible assumptions are included in
the Risks and Uncertainties section.

6.4 Council Tax Freeze Grant
There is no change to the 4 year Reward Grant for not increasing
Council Tax Last year. However the Government have now
decided to offer a one year reward grant equivalent to a 2.5%



6.5

COUNCIL TAX FREEZE 2011/ 2012/ 2013/ 2014/ 2015/

February 2011 MTP with first reward

increase to any authority that does not raise its tax level in
2012/13.

Such temporary reward grants for not raising the Council Tax are
implicitly service cuts unless the Government provides head
room to allow higher Tax increases in future. The table below
shows the extra cuts required as a result of the rewards if this
headroom is not provided. Annex B provides greater detail.

REWARD GRANT 2012 2013 2014 2015 2016

Extra Savings required 0 -7 -13 -19 -210
February 2012 MTP IF second reward taken

Extra Savings required 0 -7 -205 -218 -415
6.6 Council Tax

6.7

6.8

6.9

The Council currently raises £7.4m through Council Tax by
charging the average band D tax payer £124.17. It is the 20™
lowest of the 201 District Councils which have an average of £168
and a maximum of £310.

The current MTP and this report are based on keeping the annual
Council Tax increase down to 2.5% per year.

Any consideration of higher increases will need to take account of
the current legislation for limiting increases. There are suggestions
that the new regulations, requiring a positive referendum result
before tax increases in excess of a pre-determined level can be
made, could be delayed until 2013/14. If this were to be the case
then capping, at a level that might be determined retrospectively,
could continue for 2012/13.

A number of different scenarios could be considered and all would
lead to a reduction in the savings still to be identified. Some
examples are given below:



Reduction in unidentified savings

required if Council Tax increase is

2013/14 2014/15 2015/16 2016/17

raised from 2.5% per year to: M £ £ £
Tax rise % 2.5% 2.5% 5.0% 2.5%
Reduction in savings required £M 0.2 0.2
This compensates for the fall out of the
2011/12 Council Tax freeze reward
grants
Tax rise % 3.5% 3.5% 5.0% 3.5%
Reduction in savings required £M 0.1 0.2 0.4 0.5
Tax rise % 4.5% 4.5% 5.0% 4.5%
Reduction in savings required £M 0.2 0.3 0.5 0.7

6.10 A decision does not need to finally be made on the Council Tax

6.11

level until February when further information should be available
on the limitation regime that will be applicable (capping or
referendum) and the general reaction of Authorities to the new
single year freeze grant.

Reserves

£359k remained in the Special Reserve at 1 April and it is
estimated that around £190k will be required for currently
expected redundancy and savings related consultancy costs
leaving £169k for any further up-front costs required to achieve
further savings.

6.12 Given the major levels of uncertainty that exist for local authorities

7.1

8.1

it is currently considered prudent to increase the minimum level of
general reserves to £4M. This will be reviewed as and when
significant uncertainties are resolved.

ASSUMPTIONS

Annex C Provides information on some key assumptions.

RISKS AND UNKNOWNS

The most fundamental issue continues to be the economic impact
of the various international financial issues. There are many
conflicting views on the scale of the problems ahead for the UK,
the eurozone or the USA. There may be further financial impacts

on the UK and, if so, there could be impacts on the Council due to:

e Lower income from planning fees, building control fees
and leisure charges.

Lower New Homes Bonus

More applicants for housing and council tax benefit
Higher homelessness

Reductions in Government Grant




8.3 The final detail of the Government’s proposals resulting from the
Hutton review of public sector pensions is still awaited. There are
clear indications that changes will emerge that will reduce the cost
from options such as introducing increases to employee
contribution rates, basing pensions on career averages and
altering the age at which pensions become payable. Some benefit
has implicitly already been taken in the Actuary’s approach last
year but it is not yet possible to gauge what further financial impact
there might be and in what time-scale.

8.4 Other issues include:

Delivery of the items contained in the savings list (Annex A2)

Levels of pay awards, inflation and interest rates

Ability to maintain income levels

Grant changes for 2013/14 onwards

Impact of growth in Business Rates

Impact of slower home building on New Homes Bonus

Loss of Formula Grant (or Localised Business Rates) to fund

New Homes Bonus

Costs of demographic growth

o Change in Pension Fund contributions

o Impact of changes to the benefits systems as outlined in the
Forecast report

o High priority service developments not already in the MTP
and any unavoidable spending requirements not referred to
in this report emerging e.g. planning appeals

o The potential for costs relating to “orphan” contaminated land
sites

o Repayment of past land charge fees

o Low demand for office property in Huntingdon — Sale of

Castle Hill House and rental of spare capacity in Pathfinder

House

8.5 Annex E attempts to quantify a lower and higher end assumption
of the costs of these items. The table below highlights the results:

Budget MTP

12/13 13/14 14/15 15/16 16/17
£M £M £M £M

Proposed Range
e Lower End

e Higher End



9. UNIDENTIFIED SAVINGS REQUIREMENT

9.1 Based on the items referred to in previous paragraphs including
Council Tax rises of 2.5% and the Lower End risk assumptions the
table below shows the forecast net spending and the unidentified
savings that are required.

Budget MTP
SHORTFALL 12/13 13/14 14/15 15/16 16/17
£M £M £M £M £M

Net Spending 21.7 22.7 23.6 24.2 25.2
Funded by:
Government Grants -11.3 -12.3 -12.5 -13.7 -15.1
Council Tax -7.6 -7.9 -8.1 -8.4 -8.7
Reserves 2.7 2.1 2.2 -0.8 -0.0
Unidentified Savings
Savings for Higher End 02 20 26 36 49
assumption

Further detail and additional years are shown in Annex D.

9.2 The following table shows how this has reduced when compared
with the approved MTP and the Forecast report considered in

September.

Budget MTP
UNé?AE/TJg:SIED 13/14 14/15 15116 16/17
£M £M £M £M

Approved plan

Forecast Report
Lower End
Higher End

Draft Budget including risk assumptions
Lower Risk 0.5 0.8

Higher Risk 0.2 2.0 2.6

9.3 Annex F shows the resulting controllable budgets by Manager
which is the basis on which budgets are controlled on a day to day
basis. It should be noted that there are a number of items that
cannot be allocated to relevant services at this stage (e.g. the
2012/13 inflation provision) but this will be carried out in time for
the February report which can then also provide a service based

budget summary.



9.4 The Council’s revenue reserves, in accordance with past practice,
have been used to produce the smooth savings profile shown in

the above

table before they reach the new minimum

recommended level of £4M. The chart below shows the total

remaini

ng each year:

Revenue Reserves Remaining - £M
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10. TIMETABLE FOR BUDGET APPROVAL

10.1 The key dates in the process are shown below:

December | Draft Budget and MTP
1 Overview & Scrutiny
8 Cabinet
14 Council
February | Final Budget, MTP and Council Tax Level for 2012/13
2 Overview & Scrutiny
16 Cabinet
22 Council




11. CONCLUSIONS

11.1 Savings and efficiencies, together with the New Homes Bonus,
allow next year’s budget to be balanced, after the previously
planned use of reserves, with only minor savings needing to be
found.

11.2 Given the significance of New Homes Bonus it is critical that it is
regularly reviewed.

11.3 Many uncertainties remain and it may be some years before they
are significantly reduced.

11.4 It is important that the Council focuses on the items that it can
influence and the most significant aspects are:

e Agreement or otherwise of any optional variations in Annex A2.

e Clarification of any uncertain outstanding savings items as soon
as possible.

e Considering appropriate levels of Council Tax increase (taking
account of the Government'’s latest freeze offer and the limitation
mechanism) ready for debate in February.

¢ Identification of a list of further acceptable savings that can be
ready to introduce at short notice depending on the resolution of
some of the unknown items.

12. RECOMMENDATIONS

Cabinet is requested to:
Note the contents of this report

Consider any comments from Overview & Scrutiny (Economic
Well-being)

Make appropriate comments and recommendations to
Council on this year’s budget.

Approve a supplementary capital budget of £300k as explained
in Annex A3.

ACCESS TO INFORMATION ACT 1985

Source Documents:

Working papers in Financial Services

Financial Forecast (September 2011), 2010/11 Outturn, 2011/12 Revenue
Budget and the 2012/16 MTP

Project Appraisals

http://www.huntingdonshire.gov.uk/Councils%20and%20Democracy/Council/Council%20Finance/Pages/
2011MTPReview.aspx

Contact Officer: Steve Couper, Head of Financial Services ‘@& 01480 388103



ANNEXS

A1 and A2 Spending Variations Summary and Detail

A3 Huntingdon Multi-storey Car Park

Impact of Council Tax Freeze Grants
Assumptions

Summary Forecast (including Lower End Risks)
Risks and Unknowns

Controllable Budgets by Manager
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