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CABINET

14th JANUARY 2013
GENERAL FUND REVENUE BUDGET FORECAST 2013/14 to 2015/16
REPORT OF HEAD OF FINANCE
1
ISSUE

1.1 To provide, as part of the budget process, a statement updating the Standstill Revenue Budget for 2013/14 as provisionally agreed at Budget Council 2012 and an estimate for 2014/15 and 2015/16 in line with the principles stated in the Medium Term Financial Strategy (MTFS) agreed by Council on 27th  September 2012 and updated for recent Government announcements.

1.2 To provide background information to Cabinet’s draft budget proposals, which will be brought to this meeting, addressing issues which impact on final council tax decisions for 2013/14 and service and budget planning decisions for 2014/15 and 2015/16.

1.3 To update and consolidate information provided previously in reports on issues such as Rates Retention Scheme (RRS) and Council Tax Support Scheme, Medium Term Financial Strategy and revenue monitoring reports.

2
NEED FOR A DECISION

2.1
The standstill budget provides a snapshot of the Council’s finances for the next 3 years based on currently agreed expenditure budgets and expected funding levels.  

2.2
Members are requested to consider and agree the Standstill Revenue budget position for the financial year 2013/14 as set out in this report and the forecast standstill position for 2014/15 and 2015/16 based on previous Council policy decisions. The Standstill Budget forms the position from which any subsequent budget amendments requiring policy and other resource change will be based.
3
RECOMMENDATION

3.1
That Members agree the Standstill Revenue Budget as part of the budget process.  

3.2
That Members maintain the underlying level of unallocated balances above £5m over the period of the Medium Term Financial Strategy to reflect the financial risks outlined in the Strategy consistent with external audit recommendations.

4
BACKGROUND

4.1 The Chancellor’s Autumn Statement
4.1.1
On 5th December the Chancellor made his Autumn statement which updated the economic strategy/forecast for the country. 
4.1.2
Areas discussed in the statement which will have a direct impact on Local Government are:

· Public Sector Pay - average increase of 1% over the next 3 years;
· Permanent savings from Departmental Resource Budgets of 1% and 2% in 2013/14 and 2014/15 respectively but Local Government are exempt from the 2013/14 reduction.

· Confirmation of the carbon reduction commitment (CRC) tax rates for 2013/14, 2014/15 of £12 per tonne rising to £16per tonne respectively.  From 2015/16 onwards the tax will be increased by RPI.
· Extension of the current small business rate relief scheme from April 2013 to April 2014
4.1.3
Other issues raised in the statement which need to be considered when preparing future forecasts are:
· The same pace of fiscal consolidation as previously indicated but now extended to 2017/18 (approx 6% cuts per year)

· Next spending review, for 2015/16 only, to be conducted in first half of 2013/14

· Empty property rate relief for newly built commercial property - a temporary 18 month rates exemption on properties built between October 2013 and September 2016 “up to state aid limits at Exchequer cost”. This measure is subject to consultation.
4.1.4
As a result of the statement the inflation assumption on pay has been reduced from 2% to 1% for 2015/16.  This will result in a saving of £1million from 2015/16 on the current MTFS position.  The permanent savings of 2% required from 2014/15 are reflected in the provisional financial settlement figures. The impact of the CRC tax is fully provided for over the three year period and the extension of the small business rate relief scheme has been factored in to the National Non-domestic Contributions Return (NNDR1 form) found elsewhere on the agenda.
4.2
Local Government Resource Review and Other issues 
4.2.1
Central Government have held extensive consultations with Local Government during 2011/12 and 2012/13 with regard to the Local Government Resource review.  The review considered proposals for local authorities to retain locally collected business rates and the technical issues surrounding the change.  The aim is to give local authorities an incentive to promote business growth in their areas. These changes will be introduced from 1st April 2013.  The final consultation period closed on 24th September 2012 and the final outcome was made known at the time of the provisional Settlement for 2013/14 and 2014/15 on 19th December 2012.  
4.2.2
Calderdale has 98 schools of which 22 (22%) have gained or are in the process of gaining academy status.  It is anticipated that more will apply and gain academy status during the following years.  This has financial implications to the Authority as the element of funding previously within formula grant relating to central services to schools will be reduced and transferred to the academies themselves.  
4.2.3
Council tax benefit will cease on 31st March 2013 and it will be superseded by a local council tax support scheme which will be in the form of a council tax discount rather than a benefit.  To fund this scheme the Council will receive, within the rates retention scheme, sufficient funding to cover the equivalent of 90% of the estimated cost of the current scheme.  In the first year of the scheme Calderdale has agreed that the level of discounts will match the level of benefit given under the current benefit system but in the following years this may change.  
4.3
The Provisional Local Government Finance Settlement for 2013/14 and 2014/15
4.3.1
The Secretary of State announced the Provisional Local Government Finance Settlement for 2013/14 and revenue support grant figures for 2014/15 on 19th December 2012.

4.3.2
The key points of the Provisional Settlement were:

4.3.2.1Nationally
· The Government has reduced the Revenue Support Grant by £125m for capitalization and safety nets compared with the £345m consulted on. This effectively adds £220m more in to the Revenue Support Grant available for allocation.

· Similarly the Government has reduced the Revenue Support Grant for the Academies Funding Transfer by £180m less than anticipated. Whilst this will mean more Revenue Support Grant is available for distribution, the amount we will get back through the new Education Services Grant (formerly LACSEG) will be less than anticipated. The individual allocations of Education Services Grant were not available at the time of writing the report so estimated figures have been used in the forecast.

· The new business rate retention scheme will operate from 2013/14 and the announcement includes individual authority figures for the retained local share of business rates, Revenue Support grant and the top up grant available. 

· The total sum available for Public Health was not announced as part of the settlement.
· As previously reported, £525m has been taken from the Early Intervention grant to pay for the expanded provision of disadvantaged two year olds. The remaining EIG of £1.7bn has been incorporated in the start-up funding assessment.

· In 2014/15 there will be a further reduction in Revenue Support Grant of £447m (the 2% additional reduction announced in the Autumn Statement).

· The referendum limits for council tax have been confirmed at 2% for most councils. There will be no limit for Parish councils.

4.3.2.2Locally
· As a result of the above changes and other data changes the start up funding (retained business rates, top up grant and revenue support grant) available to Calderdale in 2013/14 is £92.3m compared with the £90.9m anticipated. 

· This uses Government assumptions about the business rates and council tax bases which will be agreed at this meeting.

· Reducing the amount top sliced for Education Support Grant may result, however, in a reduction of our allocation by around £400k from that anticipated (this has been reflected in the Standstill Budget figures – Table 1).

· The Government had previously assumed that the Council had nearly £700k to fund existing two year old education but the budget provision was nearer £400k (this has been reflected in the Standstill Budget figures – Table 1).
· We still do not know the Public Health grant but have assumed in our financial planning that we will restrict spending to the grant available.

· The PCT funding for social care has been confirmed for 2013/14 as £3.295m, in line with our expectations, but its use has still to be determined and therefore may not be fully available to fund existing costs. We have currently assumed in our financial planning that it will all be available to fund existing spend.

· The total retained business rates, top up grant and revenue support grant in 2014/15 will be around £83.6m compared with the £83.3m we had assumed after hearing the Autumn Statement.

· Due to the reduction in council tax bases from the localisation of council tax support, the Government has issued notional tax bases for 2012/13 on which to calculate the referendum limit. This would allow the Council to increase its council tax by the full 2% as currently assumed.

· The Government has not used an adjusted tax base in order to calculate the council tax freeze grant and therefore the grant would be around £822k, if the Council froze its council tax. As previously reported, we still believe that this grant would only be in the base for 2013/14 and 2014/15.

4.3.2.3Conclusions
The provisional figures for Calderdale in 2013/14 appear to be slightly better than anticipated but some of the specific grants are still to be announced and we will continue to work through the details of the settlement to understand it further and confirm this initial impression.  Once the new tax base information is included we currently estimate the total improvement to be around £1.1m.  The provisional figures for 2014/15 appear to be broadly in line with our expectations suggesting that any flexibility would apply to the first year of our plan only.


  
   
   
4.3.3
Written representations are required to be provided to the Department of Community and Local Government (DCLG) on this provisional announcement by the deadline of Tuesday 15th January 2013. The Head of Finance’s response is based around the following key issues:-
· Damping – this had had a more detrimental effect on Calderdale in this settlement (a £1.11m funding reduction) as compared to a £0.25m decrease last year.
· Timings – the settlement was very late this year causing major problems in our budget process.  Some grants are not expected to be announced until the New Year (DoH and DFeS) which means our budget plans cannot still be finalised.

· Lack of a 3 year settlement – like many councils we take a medium term approach to budgeting.  The lack of a 3rd year in this settlement undermines this best practice.

· Referendums – the revised limit triggering a referendum was only recently introduced and the calculation method changed in the settlement.  

· Council Tax Freeze Grant – it is not helpful for financial planning that this is only in the base for 2013/14 and 2014/15.

· Cuts to funding – In addition to the significant cuts to RSG, the further burden of a 2% cut has been placed on councils from 2014/15 onwards.  It is welcome though that the 1% cut in funding for other Government departments in 2013/14 has not been imposed on local authorities.   

· Spending Power - the figures announced by Government have now been found to be incorrect but it is unknown at this time whether this will have an impact elsewhere within the settlement.
· Ring fencing of Grants – there appears to be a return to ring fencing with the additional funding from the NHS coming with conditions, the new Public Health grant being ring-fenced and EIG/2year old funding becoming a new burden and being subsumed within DSG.
· Top slicing of Grant - the new funding announced by Government (e.g. the 2 year old funding, New Homes Bonus etc) does not result in additional funding for local authorities as it has been top sliced from planned resources.
4.3.4
The National Non-Domestic Rate (NNDR) multiplier for 2013/14 will be increased by 2.6% (47.1p and the small business multiplier 46.2p).  

4.4
Estimated Standstill Budget 2013/14 to 2015/16
4.4.1
The Standstill Budget contains a detailed review of all centrally controlled items and government funding.  It also updates service controlled budgets for previous Council decisions and estimates of pay and price increases and general inflation (i.e. taking the budgets to estimated outturn prices).
4.4.2
The estimated standstill budget for 2013/14 is £183.6m, falling in 2014/15 to £181.2m and increasing to £185.6m in 2015/16.  This is before any further specific savings, other policy changes, or new contributions to and from balances have been made.  It does take account of issues contained in the Medium Term Financial Strategy (MTFS), and any updates to assumptions made after its publication (e.g. as a result of the Chancellor’s Autumn Statement, the provisional settlement etc.).  The Cabinet’s detailed draft budget proposals will be brought to this meeting identifying savings to bring the standstill budget back in to balance.
4.4.3
Appendix 1 sets out the major assumptions made in determining the Standstill Revenue Budget.

4.4.4
Table 1seeks to show the changes between the 2013/14, 2014/15 and 2015/16 standstill budgets by summarising the key factors: 

· Pay, Prices and Discretionary Income Increases

2013/14

Includes budget increases in respect of 2013/14 for anticipated public sector pay award of 1%, contract areas and discretionary income increases of 2%, together with allowances for Landfill tax and increases in Employers Superannuation contributions as a result of the actuarial review.  In addition, inflation provision for prices of 2% has been allowed for but not allocated in 2013/14.  
2014/15 and 2015/16

A 1% provision for pay has been allowed for in 2014/15 and 2% in 2015/16 but as a result of the Autumn Statement the provision in 2015/16 has been reduced to 1%.  Other budget heads have been provided for at 2% for 2014/15 and 2015/16.  Landfill tax is assumed to increase by £8 per tonne annually and it is anticipated that the employers superannuation increase will be applied in 2014/15 but not 2015/16
· In-year approvals, budget monitoring and growth agreed within the standstill budget are based on the agreed principles set out in the Council’s Medium Term Financial strategy.  Key assumptions within that are the full implementation of previous budget decisions and Directorates continuing to take action to ensure service controlled expenditure is maintained within delegated budgets.  Detailed reports are submitted to Cabinet and Scrutiny Panels on the issues and risks being addressed as part of that process.  

· New Duties and Pressures
Includes any new duties transferred into the Local Authority over the three year period plus any changes estimated as a result of changes to the funding regime. Included in this area will be any impact of schools transferring to Academy status, extended free education for 2 year olds now funded from DSG etc.
5
OTHER ISSUES

5.1
Estimated Balances 

Any use of balances to support the budget should be sustainable.  This would be the case if they are either for one-off costs or required to meet the short term funding gap of longer term savings proposals.

The 2nd Revenue Monitor 2012/13 showed that target balances of £5m should be maintained over the period of the Medium Term Financial Strategy and that based on current plans the estimated level of balances at 31st March 2016 would be £5.956m.  This assumed that the budget pressures this year on Children’s social care and due to the flooding incidents would be met from balances but that the potential shortfall on AM/FM would be added to the target for that review.  Since the 2nd revenue monitor Cabinet has also agreed a contribution of £160k from balances for the Tour de France.  It should also be remembered that the level of balances is dependent on future decisions taken by Members as well as other budgetary pressures which may arise in future.    
In addition to the unallocated balances referred to above, the Council holds earmarked reserves to cover the potential future costs of specific issues. These reserves are subject to regular review.
5.2
Council tax
The required savings from a standstill budget position shown in table 1 are based upon council tax increases of 2% in 2013/14, 2014/15 and 2015/16.  This increase would be allowed under our current understanding of the referendum criteria.   It also takes into account the changes approved by Members to the discounts for empty properties and second homes.  Members have the option to increase the council tax further in order to reduce the savings required but it would require a referendum to be held and an alternative budget to be prepared.  This is not a recommended approach.
5.3
Collection Fund

A legally distinct account is maintained for the Collection Fund on behalf of the Council and major precepting bodies (Police and Fire Authorities), and surpluses or deficits are allocated/charged to those bodies.  Currently, due to the increasing number of property revaluations which have been carried out in 2012/13 and the level of the back dated refunds made the Collection Fund, is anticipated to still be in deficit by the end of 2012/13.  A contribution to the Collection Fund of £1million was included in the 2012/13 budget to meet the Council’s estimated share of the 2012/13 collection fund deficit which has been revised down to £0.5million in 2013/14.  It is expected that there will still be outstanding revaluations for the following two years and it has therefore already been reflected in the budget position.
5.4
Precepts
To arrive at the total level of Council Tax, the West Yorkshire Police and Fire Authorities precepts, and where relevant, parish precepts, need to be added to the Calderdale Council Tax Rate.  The Government has indicated that local precepting authorities (Parish and Town Councils) will not be required to meet the referendum criteria for 2013/14 but the issue will be revisited for 2014/15.
5.5
Initial Budget Position 
5.5.1
The assessment of the budget position for 2013/14, 2014/15 and 2015/16 is therefore set down in Table 1.  This is before any new Cabinet recommended savings or growth proposals, which will be submitted to this meeting.

5.6
Comparison to MTFS Forecast
5.6.1
The MTFS forecast was updated to take account of the recent announcements with regard to the level of the Public Health Transfer, the Chancellor’s Autumn Statement, and the provisional settlements for 2013/14 and 2014/15.  Changes from the MTFS and the updated position are partly due to the increase in relevant band D Council Tax reducing from 3.5% to 2%, the Council’s baseline funding level being greater than initially estimated under the new funding regime and the changes indicated within the Autumn Statement.
5.6.2
In order to meet the priority spend already assumed in the budget (in particular relating to children’s social care) and a range of other budget pressures, both shorter term and longer term budget options will be required.  Detailed proposals from the Cabinet will be presented at the meeting for consultation before final recommendations are made to Budget Council to be held on 25th February 2013.
[image: image1.emf]Standstill Budget 2013/14 to 2015/16

£'m £'m £'m £'m £'m £'m

Council Approved Budget 2012/13 182.9 180.2 179.2

Adjustments Included in MTFS

Pay and Prices

     2015/16 Inflation Contingency 4.0

     Employers Superann Contributions 0.5

     Landfill Tax (increase of £8 per tonne) 0.4

Social Services Demographics 0.5

Additional Children's Social Care Costs 2.0 2.0 2.0

Achievement of Previous Years savings/Growth 1.5 1.5 1.5

Contribution to Regional Development 0.3 0.7 1.0

Rephasing of previous years growth -0.4 -0.2

Change to agreed contribution to Balances -0.8

2.6 4.0 9.9

Changes Post MTFS

Reduction Debt Management -0.5 -0.5 -0.5

Less Adults Health and Social Care Demographics -0.5 -1.0 -1.5

Reduction in planned contribution to Collection Fund -0.5

Employers Superann Contributions -0.5

Debt Servicing for New Library 0.4

Reduced Pay Award 2015/16 (from 2% to 1%) -1.0

Less currently budgeted spend on 2yr olds -0.4 -0.4 -0.4

-1.9 -1.9 -3.5

2013/14 Adjusted Standstill Budget 183.6 182.3 185.6

Contribution from Balances

Planned Contribution from Balances -1.1

2013/14 Adjusted Standstill Budget after Contributions 183.6 181.2 185.6

Funded By:

Locally Raised Income

Locally retained Business Rates 27.8 28.5 29.3

Council Tax Income 71.0 72.4 73.9

98.8 100.9 103.2

Formula Funding

Revenue Support Grant 55.5 45.6 40.2

Top-up 9.2 9.5 9.7

64.7 55.1 49.9

Specific Grants

New Homes Bonus 2.4 2.4 2.4

Council Tax Support Transition Grant 0.3

Housing and Council Tax Benefit Grant 1.7 1.7 1.7

NHS Funding Transfer Social Care and  Health Benefits 3.3 3.4 3.2

LACSEG Grant 2.5 1.8 1.0

Public Health 7.5 7.5 7.5

17.7 16.8 15.8

Funding Available Adjusted for Provisional Settlement 181.2 172.8 168.9

Growth (-)/(+) Savings Requirement 2.4 8.4 16.7

2013/14 2014/15 2015/16

Table 1


6
CORPORATE AND FINANCIAL IMPLICATIONS

6.1 This updates the base position as identified in the Medium Term Financial Strategy in line with the latest information on budget requirements and the recent provisional Local Government Finance settlement.  As mentioned above, Cabinet will bring forward detailed proposals to this meeting.  This process aims to match agreed Corporate Priorities to the financial objective of sustainable budgets within the overall financial parameters set by Members.

7 CONSULTATION

7.1 A budget consultation process is to be implemented for 2013/14 which will include public consultation meetings along with business and other consultation sessions.
7.2 The principles underlying the MTFS which guide budget planning are linked indirectly to the full range of consultation processes contained in the Council’s planning framework and overall priorities.

7.3 Concerns have been expressed previously that three year planning must not restrict future flexibility.  It is considered that annual updates will ensure flexibility remains but the context of very limited resources in coming years means the benefit of longer term planning identified within the MTFS continue to apply.  

8 CONCLUSION

8.1 This report sets out the Standstill Revenue Budget position for 2013/14 to 2015/16.  It provides the basis from which members may consider recommended amendments before determining the final 2013/14 budget and provisional 2014/15 and 2015/16 budgets on 25th February 2013.

Reference:  ACC/NB/





Pete Smith

Date:  14th January 2013





Head of Finance
FOR FURTHER INFORMATION ON THIS REPORT CONTACT:  Nigel Broadbent

Telephone:

393505

e-mail address:
Nigel.Broadbent@calderdale.gov.uk
DOCUMENTS USED IN THE PREPARATION OF THE REPORT:

Medium Term Financial Strategy

Chancellor’s Autumn Statement

Provisional Local Government Finance Settlement

Revenue Monitoring Reports 2012/13
Scrutiny Panel Reports 2012/13
DOCUMENTS ARE AVAILABLE FOR INSPECTION AT: Finance Services, Princess Buildings, Halifax











APPENDIX 1
FINANCIAL STANDSTILL BUDGET 2013/14 – MAJOR ASSUMPTIONS

1
INFLATION - PAY AND PRICES

1.1 The above budgets have been compiled at estimated outturn prices.   The standstill budget provides for pay inflation of 1% in 2013/14 and 2014/15 and 2015/16.  
1.2 Landfill Tax has been increased by £8 per tonne per annum. 

1.3 Discretionary income budget targets have been increased by 2%. 
1.4 Major contracts budgets have been increased by 2% for 2013/14 and the budget provides for the same level of inflation in future years.

1.5 The standstill budget provides for (although not allocated yet) inflation of 2% on other budget areas in 2013/14 and subsequent years.

2
LEVIES PROVISION ESTIMATES
2.1
West Yorkshire Integrated Transport Authority (WYITA)

The 2013/14 Levy assumes a 0% increase on that of 2012/13. Any reduction in this levy will be counted against the cross-council shared services saving put forward in 2011/12.  

2.2
Environment Agency


The early indication provided by the Environment Agency is that the levy for Calderdale will increase from £73,656 to £83,333 for 2013/14 (approximately a 13% increase)
3
OTHER MAJOR ASSUMPTIONS
3.1
Council Tax increases of 2%, 2% and 2% in years 2013/14, 2014/15 and 2015/16 respectively. 
3.2
The transfer of Public Health responsibilities to the Council are assumed to be neutral to the Council’s finances.
3.3
Central Government grant reductions will be in line with the Local Government Provisional Settlement and the Chancellor’s Autumn Statement.
3.4
Retained Rates and Top-up grant have been increased by the RPI forecasts included within the Autumn Statement announced on the 5th December 2012.
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