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REPORT OF  Section 151 Officer

To: Internal Overview & Scrutiny
Subject: Budget 2021/22, Medium Term Financial Strategy 2021/22 — 2025/26
Date: 9th February 2021 Reference:

PURPOSE OF REPORT: For Members to consider, formulate and recommend the Budget
2021/22 to Full Council.

The Medium Term Financial Strategy (MTFS) indicates the possible extent of the budget and
funding shortfall that the Council will face in the future. It is an aid in identifying the extent of
service changes that the Council will need to make to achieve a balanced budget in each financial
year up to 2025/26

1.

Introduction

1.1.

1.2.

1.3.

1.4.

The Medium Term Financial Strategy (MTFS) provides an annual update of the Council’s
financial situation for the current and forthcoming five years. It illustrates through the
application of forecasts and assumptions where and how spending pressures could
materialise; how different funding sources may change and the savings plans required to
manage any identified revenue budget gap.

The MTFS provides the basis for the members to consider the 2021/22 budget and also
whether an increase in Council Tax should be recommended to Full Council for 2021/22.

Whilst considering the 2021/22 Budget and the MTFS it is prudent to review and assess the
levels and types of financial reserves the Council holds. This review is conducted in light of
the levels of risk the Council faces and the potential financial impact if a major risk comes to
fruition.

The Council’s capital investment plans and funding are discussed later in this report.

Impact of Covid-19

2.1

Local Authorities across the country have been significantly impacted by the Covid-19
pandemic. Central Government restrictions on businesses and its citizens have increased
the workload of all Councils, with local authorities having to administer the payment of:

e Business Support Grants

e Self-Isolation payments

e Hardship grants

The finances of all local authorities have been hit by a downturn in their income from fees
and charges and increased costs associated with the pandemic. Central Government in
recognition of the impact Covid-19 has had on Council’s Finances, has provided various
tranches of grant support pertaining to the additional expenditure incurred by Councils. In
addition Central Government has introduced a scheme to compensate Councils up to 75%
of their lost income from Fees and Charges, provided the Fees and Charges have not been
lost as a result of the waiving charges to assist business or individuals

For the financial year 2020/21 despite the challenges faced by the pandemic Torridge is
anticipated to have surplus on its revenue account. At the time of this report this is
anticipated to be circa £642k which will be set aside to fund the gap on its capital
programme.




2.2 The financial impact of Covid-19 will be felt beyond the current financial year and this
subject is discussed later in the report. In the Local Government settlement published on
the 17" December 2020, Central Government outlined further Covid-19 measures in
support of local government, namely:

e Tranche 5 of Covid-19 support grant funding £1.5bn — (E404k Torridge)

e Extension of the lost Fees and Charges compensation scheme to cover April —
June 2021

e Local Council Tax Support Grant - £670m nationally (£72k Torridge)

However the financial consequences arising from Covid-19 will potentially be felt for several
years to come, and at the time of writing this report the Council is unclear as to the exact
financial consequences.

¢ Reduced income from short term treasury deposits arising from Bank of England
base rate cuts

Increased costs of providing leisure services

Increased claims for local council tax support arising from recession

Increased empty business rate reliefs

Uncertainty regarding Fees and Charges income

3. Recap — Sources of Funding for Torridge Council

3.1. Whilst 2020/21 has been a unique year as a result of the Covid-19 pandemic and its impact
will certainly be felt throughout 2021/22, it is important to note that the fundamentals of
Torridge’s income remain the same.

Detailed in the chart below, are the budgeted sources of funding for Torridge Council in
2020/21. (** Actual Central Government funding has been significantly higher in 2020/21
because of the pandemic).
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The monetary values of the sources of funding above are:

Fees and Charges £6.1m
Council Tax £4.1m
Business Rates £3.9m
Central Government Grant £1.5m
Gross Income £15.6m ****

*** excludes Housing benefit subsidy circa £12m where the Council acts as an agent for the
Department of Work and Pensions.



3.2. Torridge Council along with other District Council are increasingly reliant upon monies it
generates from fees and charges, council tax and business rates, the movement away from
Central Government grant funding is illustrated below.
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4. Delayed reform of Local Government Financing

4.1 Significant changes to local government financing were due to be implemented effective from
the financial year 2021-22. However as a result of the Covid-19 pandemic these plans have
been put on hold. The timetable for reform of local government financing is not known at this
juncture. The delayed changes are summarised below:

e Comprehensive Spending Review — This will determine the total value of Central
Government spending and the share allocated to the local authority sector.

e Fair Funding Review — This will determine the share of the local authority ‘pot’
assigned to individual local authorities such as Torridge District Council

o Business Rates Retention — The current system of business rate retention will
change, currently Torridge retains 40% of the business rates collected within its area.

e Business Rates Revaluation — Periodically the Valuation Office undertakes a review
of Business Rates. The aim of the exercise is not to raise more revenue from Business
rates (at a national level it is cost neutral) but to the reflect changes in market rents
between different categories of properties.

¢ Replacement of New Homes Bonus — Since 2011/12 local authorities have been
rewarded for increases in the number of properties liable for Council Tax and
reductions in long term empty properties. Central Government has signalled that the
current system of New Homes Bonus Funding will be replaced.



5. 2020-21 Provisional Local Government Financial Settlement

5.1 The provisional settlement was published on the 17" December 2020; the key points to
note are:

Core Spending Power

O

Central Government have indicated that the Core Spending power for Councils in
2021-22 will be 4.5% higher compared with 2020-21. However for Torridge District
Council with the reduction in New Homes Bonus funding there has been no
increase to its core spending power. It should be noted that 86% of the increase
in Core Spending power relates solely to allowable increases in Council Tax not
extra money from Central Government.

Core spending power consists of
= Revenue Support Grant
» Retained Business Rates and Section 31 grants (compensation for
increases to Business Rates reliefs etc)
New Homes Bonus Income
Lower Services Grant
Rural Services Delivery Grant
Additional Social Care Grants (not applicable to Torridge)
Income from Council tax - assuming that the tax base grows and that
councils increase council tax up to their Referendum Limit.

Council Tax Referendum Limits

@)

The Council Tax referendum limits for Shire Districts such as Torridge will be a £5
increase for a Band D equivalent property or 2% which ever is the greater. A £5
increase to a Band D property within Torridge equates to 2.96%.

o Upper tier authorities such as Devon County Council and Devon & Somerset Fire

Authority can increase their Council Tax by 2%. The County Council can also raise
their Council Tax by a further 3% by way of an Adult Social Care Precept

o Police and Crime Commissioners Council Tax Referendum limit is £15 per Band

D equivalent, for Devon & Cornwall Police Commissioner this equates to 6.8%.

o There are no referendum limits for Town and Parish Councils

Rural Services Delivery Grant (RSDG)

O

In recognition that Councils in sparsely populated areas incur additional costs, such
as refuse collection, Central Government provides a Rural Services Delivery Grant
to rural authorities such as Torridge.

The RSDG for 2021/22 has been confirmed nationally at £85m an increase of £4m.
For Torridge this means its RSDG for 2021/22 will be £497,300 an increase from
£473,799 in 2020/21.

Revenue Support Grant (RSG)

O

Central Government has provided an inflationary uplift of 0.55% to Torridge
Council’'s Revenue Support Grant, the funding for 2021-22 being £132k.

New Homes Bonus (NHB)

O

Nationally New Homes Bonus (NHB) funding has reduced from £907m in 2020/21
to £622k, as legacy payments from prior years have ceased. For Torridge this has
seen a dramatic reduction in its NHB funding reducing to £381k in 2021/22
compared with £924k in 2020/21; a reduction of £543k.



o The Council has traditionally earmarked 50% of NHB funding to its capital program;
the reduction in NHB funding is one of the significant contributory factors to the
deficit on the capital program discussed later in the report.

Social Care Grant Funding
o Central Government has confirmed there will be a new Social Care Grant of £1.7bn
for adult and children services; an increase of £300m from 2020/21. As a Shire
District Torridge Council does not have responsibility for adult social care.

Lower Tier Services Grant
o Central Government has announced a new un-ringfenced grant funding for 2021/22
of £111m, Torridge’s allocation is £295k, it is not known at this juncture if this is
recurrent grant funding; or simply an allocation to mitigate the loss of NHB funding
whilst a replacement scheme for NHB is worked up

Better Care Funding (BCF)

o The 2020-21 Better Care Fund remains unchanged at £2.077 billion Torridge’'s BCF
in 2020/21 is not finalised but will be in the region of circa £1m. Specific allocations
are normally received after the start of the financial year. These monies are ring
fenced for Disabled Facility Grants

Homelessness funding
o The government announced an increase to Torridge’s homelessness grant funding
of £43k, bringing the total grant funding received up to £246k

Local Tax Income Guarantee (Business Rates and Council Tax)
o Inrecognition that the local tax revenue of local authorities have been hit by the
Covid-19 pandemic, Government has announced that Councils will be compensated
up to 75% of their loss tax income.

£268Kk is projected to be received in respect of lost business rate income (however
this grant funding will not be physically paid until Jan 2022, but will be accrued
against the 2020/21 financial year).

Covid-19 funding

o The Government has announced Covid-19 funding reflecting the expected impact
into the financial year 2021/22 of £1.55bn, of which Torridge Council’s share is
£404k.

o Nationally Government has allocated £670m in Local Council Tax support Grant
funding, the allocation of funding to local authorities being based upon increases in
their Local Council Tax support claims. Torridge has seen very modest rises up to
this point in its number of claims for local council support throughout the pandemic
and consequently its funding is only £72k. However it is unclear as to whether
claims will increase as the pandemic continues.

o The compensation scheme for lost fees and charges has been extended to June
2021.

6. Council Tax

6.1

6.2

Central Government assessment of Core Spending Power ( the resources available to local
authorities) is built on the expectation that Council Tax will increase year on year in line with
the approved referendum limits; currently 2% or £5 per Band D Equivalent, whichever is the
greater.

In 2020-21 the average Band D equivalent Council Tax within Torridge is £1,984.24 of
which the amount levied by Torridge Council was £168.66, with an estimated collectable
tax base of 24,333 Band D Equivalent properties. This equates to a Council Tax income for
Torridge of £4.1m for the financial year 2020/21.



6.3

6.4

6.5

On the 14™ December 2020 Full Council approved the tax base for 2021-22 at 24,035.

Whilst by statue councils are obliged to report their tax base in Band D equivalents and
increases to Council Tax are referenced to the Band D equivalent, however the majority of
properties within Torridge fall within Bands A-C. The table below shows the number of
properties liable for Council Tax by band, the Torridge element of the Council Tax levied
and the how much a £5 increase on a Band D Equivalent would be by Band for 2021-22.

Annual | Weekly
. 2020-21 .
Council Number of . Impact of | Increase
. Torridge .
Tax Band | Properties £5 in
Charge .
increase | Pence
A 8,194 112.44 £3.33 6.41
B 7,231 131.18 £3.89 7.48
C 6,995 149.92 £4.44 8.55
D 5,744 168.66 £5.00 9.62
E 3,320 206.14 £6.11 11.75
F 1,114 243.62 £7.22 13.89
G 371 281.1 £8.33 16.03
H 29 337.32 £10.00 19.23
32,998

As the table above shows 68% of properties within Torridge fall within Bands A — C and so
would pay less than the £5 equivalent referendum limit.

The Council Tax levied by Torridge is only one component of the Council Tax bill levied on
its residents. Over recent years the proportion of Council Tax levied by Torridge Council
has been in decline. This is due to a combination of factors such as Devon County Council
being able to raise a social care precept, above inflation rate increases for Devon and
Cornwall Police Commissioner. and the absence of referendum limits for Town and Parish
Councils.

The table below shows the percentage of the council tax retained by Torridge Council. The
2021/22 figure assumes increases by preceptors to their maximum (and Parish and Town
Council precept increase of 2%).

Torridge % of Council Tax

2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

It is vitally important to consider the longer term impact of council tax increases as once a
charge has been included in the tax base it has a much longer financial benefit than simply



6.6

7.1

7.2

7.3

the year it was increased. Once a decision has been made to not increase Council Tax, it
is not possible to make up the “shortfall” in the subsequent financial years. Referendum
limits do not accommodate previous years below referendum level increases.

Members in previous financial years made the decision to freeze Council Tax, in some
years the Council was partly compensated by non recurrent council tax freeze grant
funding from Central Government. The graph below shows the impact of freezing the
Council Tax in prior years has had upon the income the Council can currently collect from
Council Tax.

Council Tax Income Forgone
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Cumulatively the Council has forgone circa £3m from not increasing its council tax in line
with referendum limits. On an annual basis the Council’s council tax income would be circa
£440k more if council tax has risen by the referendum limits since 2010/11.

Business Rates Retention

Under the Business Rate Retention Scheme (BRRS) introduced in 2013/14 Torridge
Council retains 40% of the business rates collected within the Torridge area. Prior to
2013/14 local authorities such as Torridge collected business rates on an agency basis on
behalf of Central Government, with Central Government bearing any losses arising from
non-collection and business rate appeals.

Whilst Torridge Council benefits from any growth in business rates income within its area, it
also shares the risk of lost income arising from non-collection and business rate appeals.
Since its inception the scheme has become increasingly complex with Central Government
introducing new reliefs, most notably pertaining to small businesses. Local authorities such
as Torridge are compensated for the loss of business rate income resulting from increased
reliefs by Section 31 Grants.

As a result of the Covid-19 pandemic the amount of Business Rates Torridge collected in
2020/21 was significantly reduced as a result of Central Government decision to award
relief from business rates to a wide range of businesses such as the retail sector.
Consequently the amount of business rates collectable within Torridge in 2020/21 fell from
circa £11.4m to £4.5m. There have been no announcements regarding any extension of
these Covid-19 reliefs into 2021/22.



8.1

New Homes Bonus (NHB)

New Homes Bonus was introduced in 2011/12; it rewarded Councils for increases in the
number of properties liable for Council Tax within their areas. Local Authorities were also
rewarded for decreases in the number of long term empty properties (over 6 months). Initially
the rewards earned by Councils were retained for 6 years; however this reduced to 4 years in
2018/19.

Also in 2017/18 the Central Government introduced a deadweight adjustment of 0.4%;
essentially Councils only received NHB funding for housing growth above 0.4%. For Torridge
this equated to circa 100 Band D equivalent properties.

The Government has signalled the end of the current NHB scheme but has not yet provided
any detail as to how any replacement scheme would operate. With the projected demise of the
NHB scheme any grant funding arising from increased properties number in 2019/20 and
2020/21 were only payable for one year (2020/21 & 2021/22 respectively). The tables below
illustrate the impact for Torridge of declines in NHB funding.

2016-17 2017-18 2018-19 2019-20 | 2020-21 | 2021-22 | 2022-23

Year 1 260,467

Year 2 406,950

Year 3 380,737 380,737

Year 4 213,264 213,264

Year 5 326,392 326,392 326,392

Year 6 440,255 440,255 440,255 440,255

Year 7 388,873 388,873 388,873 388,873

Year 8 216,647 216,647 216,647 | 216,647

Year 9 143,526 143,526 | 143,526 | 143,526
Year 10 174,530

Year 11 21,280

2,028,065 | 1,749,521 | 1,372,167 | 1,189,301 | 923,576 | 381,453 | 143,526




9.1

9.1.1

New Homes Bonus Funding by Year
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50% of New Homes Bonus funding has been previously earmarked to support the Council’s
capital program. The reductions in NHB funding, will clearly have a dramatic impact on the
funding of the Council’s capital program.

Budget 2021-22

Full Council on the 24th February 2020 agreed a net revenue budget of £9.737m for 2020/0;
the Medium Term Financial Strategy (MTFS) highlighted to members a deficit for 2021/22 of
£259k increasing to £293k by 2024-25.

The budget setting process for 2021/22 has identified various pressures and savings, and
incorporates various assumptions; which are detailed below:

Assumptions

Council Tax Income

Council Tax collection rates for 2020-21 are projected to be 96.5% against a target
collection rate of 99%. At the start of the Covid-19 pandemic in line with central
government guidance the Council did not actively pursue outstanding council tax debt,
court dates were also unavailable between April and June 2020. A more normal
collection regime is now in place, and Government has indicated it expects Councils to
recover the vast majority of outstanding council tax debt.

It is assumed that the Council Tax collection rate will be 97.45% in 2021/22, and will
rise by 0.5% a year until 2024/25, when it will return to 98.95%.

The MTFS projections detailed later assume Council Tax will rise up to the referendum
levels for each financial year (e.g. £5 per band D equivalent).

Business Rates
Government had previously signalled a business rate revaluation would be undertaken
for 2021/22, with the pandemic this has been delayed.

It also signalled that there would be changes to the business rate retention system with

the local share of business rates being retained rising to 75%. Currently the local share

of business rate is 50% with lower tier authorities such as Torridge retaining 40%, upper
tier authorities like Devon County retaining 9% and Fire Authorities 1%. This change to
the system of local business rate retention has been delayed.



With the onset of the pandemic and the various lockdowns, Central Government
provided substantial relief from business rates; as a consequence the amount of
business rates to be collected from Businesses within Torridge fall from £12m to circa
£4.5m in 2020/21; with the Council being compensated for the income not being
collected by Section 31 grant monies.

As at the time of this report Government has made no indication as to whether the
Covid-19 reliefs will continue into 2021/22. Minimal growth is projected on the Council’s
Business Rate base over the life of the MTFS.

Income from Short Term Treasury Deposits

At the onset of the Covid-19 pandemic the Bank of England cut interest rates to 0.1%,
this has resulted in a very substantial decline in interest income the Council can earn
on its short term treasury management deposits. The shortfall in 2021/22 compared to
the 2020/21 budgeted income figure is projected to be £125,000; interest rates (and
therefore interest income) are not expected to recover to pre Covid-19 levels until
2025-26.

Income from Fees and charges

In 2020/21 the Covid-19 pandemic severely hit local authorities’ income from fees and
charges; within Torridge the biggest area of income decline was Car Parking in
particular the months of April — June 2020 when the country went into a national
lockdown. There was minimal loss of income from the Council’s other fees and charges.

Government introduced a scheme whereby Councils were compensated for up 75% for
their lost fees and charges income arising from the Covid-19 pandemic. Government
has announced that this scheme will continue for the first quarter of the financial year
2021/22.

It is assumed that there will be no loss of income in 2021/22 arising from the Covid-19
pandemic; this will of course be dependent upon the course the pandemic takes and
how quickly and successful the roll out of the Covid-19 vaccine is.

Pay awards

The 2020 spending review stated, “In order to protect jobs and ensure fairness, pay
rises in the public sector will be restrained and targeted in 2021/22”. Consequently the
public sector pay will be frozen in 2021/22 with the exception of those earning under
£24,000 who will receive an additional £250.

Whilst Local Government is not technically part of the public sector for pay awards it
should be noted that the local government settlement does not include any additional
funding for pay awards. Consequently the Local Government Association is likely the
follow Central Government’s lead on pay awards.

The following is assumed for pay awards within the MTFS

0% for 2021/22 (£250 for those earning under £24,000)
1% for 2022/23

1.5% for 2023/24

2% thereafter

O O O O



Leisure

As members are aware the Covid-19 pandemic has had a significant impact upon the
delivery of leisure services. The Council has had on-going discussions with its leisure
provider 1610 regarding additional costs of operating leisure facilities in a Covid-19 secure
manner.

The current contract with 1610 expires in March 2022, and the Council is currently
exploring its options as to how it can deliver a leisure service going forward. The longer
term impact of Covid-19 on leisure services is unknown but it would be reasonable to
assume that any future leisure provision will incur significantly increased costs.

The 2020/21 budgeted management fee paid to 1610 for operating its leisure facilities is
£128k, the MTFS assumes these costs will rise by £150k per annum.



9.2

Pressures and Potential Savings
The tables below summarises the major movements on funding and expenditure identified since

the Council’'s MTFS was last reported to members in February 2020.

2021/22 2022/23 2023/24 2024/25
£'000 £'000 £'000 £'000
adverse / adverse / adverse / adverse /

(favourable) |(favourable)| (favourable) |(favourable)
Funding Gap as per 2021/22 MTFS 335 704 767 581
Funding Gap as per 2020/21 MTFS 259 299 331 293
Adverse Movement 76 405 436 288
Funding
RSG & RSDG (14) (14) (14) (15)
New Homes Bonus 309 546 690 690
Lower Tier Services Grant (297) (297) (297) (297)
Covid-19 2021/22 grants (405) 0 0 0
Council Tax 37 85 65 20
**x** Business Rates 3,174 136 66| (158)
Subtotal 2,804 456 510 240
Expenditure
Salary - assumed pay awards (212) (57) (55) (1)
Vacancy Factor (150) (150) (150) (150)
Interest Receivable (Temp Deposits) 125 110 85 50
Funding of Environmental Centre - 170 170 170
Homelessness Grant Funding (43) (43) (43) (43)
Minimum Revenue provision (28) (28) (28) (28)
Burton Arts Gallery - Mgmt fee (30) (30) (30) (30)
Inflation 17 17 17 17
Refuse related savings (170) (170) (170) (170)
Increased costs of leisure 150 150 150 150
Other expenditure savings & i
Pressures (13) (38) (38) (38)
Housing Benefit Subsidy shortfall 50 50 50 50
Subtotal (112) (19) (42) (23)
Transfer to / (from) Reserve
Capital Contribution - Leisure, Car
Parks & General Maintenance 180 180 180 180
2021/22 contribution to Capital 280 0 0 0
2021/22 contribution to support
appprentices 125 0 0 0
*¥*** Transfers pertaining to Business
Rates (3,072) (84) (84) (0)
Transfers pertaining to Council Tax (17) (17) (17) 0
Transfer to Capital Funding Reserve
(NHB) (23) (22) (21) (21)
Transfer to Economic Development
reserve (42) (42) (42) (42)
Transfer to Property Maintenance
backlog reserve (80) (80) (80) (80)
Posts funded from reserve 31 31 31 31
Subtotal (2,617) (34) (33) 69




***% |n 2020/21 the Business Rate Collection Fund is projected to have a deficit of circa £3m, this is
because of the increased business rate relief awarded arising from the Covid19 pandemic.
Collection fund accounting rules mean this loss can only be realised in the next financial year
(2021/22).

Councils such as Torridge were compensated for their lost business rate income by increased
Section 31 grants, this additional grant income has been sent aside into reserve in 2020/21 to
cover the 2020/21 collection fund losses (realisable in 2021/22).

The projected funding shortfalls for the life of the MTFS are shown below compared with the
reported deficits as at February 2020.

000 MTFS Deficits
800
700
600
500
400
300
200
100
0
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M Current MTFS @ Previous MTFS

The key financial pressures highlighted in the previous table are:

Capital Related.

e Reduction in New Homes Bonus funding — circa £700k

¢ Funding for the Environmental Centre - £170k

e Capital contribution to Car Parks and General Maintenance - £180k
Revenue

e Loss of income from short term treasury deposits - £125k in 2021/22
e Anticipated increased costs of Leisure - £150k



The Council holds a Transition in Government Funding reserve to be used to balance the revenue
budgets until such time as savings or additional revenue streams are identified. The current
balance on the Transition in Government funding reserve is £1.2m.

As the chart below demonstrates the projected revenue deficits over the life of the MTFS show the
Transition in Government Funding reserve being exhausted early in 2023-24 unless remedial
action is taken.

Utilisation of Transition in Government Funding
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10 Funding 2022/23 onwards

10.1 The recent local authority settlement announced by Central Government only covered the
financial year 2021/22. As alluded to in 4.1 above, major changes to the regime for local
authority financing have been anticipated, however the Covid19 pandemic have put these
plans on hold.

The MTFS report to members in February 2020 outlined these potential changes to local
authority funding in detail. No further detail is available at the time of this report and
consequently no update can be provided. However some key observations should be
considered:

e Comprehensive Spending Review (CSR)

In light of the increase in the national debt arising from the response to the Covid-19 it
would be reasonable to assume that any future CSR will seek to moderate central
government expenditure. It is likely that NHS spending will be protected and other
areas of central government expenditure such as local government will bear a
significant burden of any reduced governmental funding.

e Fair Funding Review
The fair funding review determines the share of the local authority pot that is assigned
to individual local authorities such as Torridge. Essentially it assigns funding based on
the relative need of local authorities.
With the increased expenditure burdens of adult and children’s social care for upper tier
authorities, it is unlikely that Shire Districts such as Torridge will benefit from the fair

funding review.

e Business Rate Retention



With the introduction of local Business Rate Retention in April 2013, 50% of business
rates were retained locally, 40% being retained by billing authorities such as Torridge,
9% to upper tier authorities such as Devon County Council and 1% to Fire Authorities;
the balance (50%) being retained by Central Government.

Central Government also proposed that 75% of business rates would be retained
locally, with the balance of 25% being retained by Central Government. The splits
between the various local authority sectors have yet to be determined.

Since the introduction of business rate retention in 2013 shire districts such as Torridge
have benefited significantly, whilst shire counties have only seen modest benefits from
the introduction of business rate retention. This is due to the relatively high percentage
of business rates retained by Shire Districts (40%) and their relatively low need (i.e.
they don’t have responsibility for adult social care, education, highways etc.).
Conversely shire counties like Devon County Council retain a relatively low percentage
of business rates (9%) whilst having high need (adult social care, education, highways
etc.).

The table below shows the growth in funding from business rates by local authority

sector, as is clear shire districts have been by far the main beneficiaries of the current
system

Growth as proportion of baseline funding (%)
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Any new business retention scheme introduced will involve some form of funding reset. It
is not known at this juncture how much of the business rate growth Shire Districts like
Torridge have enjoyed since 2013 it will be able to retain. It would be prudent to conclude
the new system of business rate retention will involve some transfer of resources from
Shire Districts to Shire Counties.
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Capital

Appendix 1 details the funding shortfall on the Council’s capital program of £5.7m, and
outlines how this may be bridged.

Previously the Council set aside 50% of its New Homes Bonus (NHB) funding into its
capital program, however as illustrated previously the level of NHB funding has been in
sharp decline and will cease after 2022/23. The loss of NHB funding has been a significant
contributory factor to the increased capital funding gap

Members should note that the current approved capital program of the Council is £23m,
after incorporating the suggested new PiDs (Project Initiation Documents) the value of the
capital program rises to £26.9m

It should also be borne in mind that only £7.7m of the capital funding required is actually
held in the councils’ reserves or grants monies already received, with the remainder of the
funding coming from:

o Future revenue contributions to Capital (primarily contributions towards the
replacement of refuse and street cleansing vehicles)

o Future Capital receipts

o Grant funding

o Approved borrowing

It is important to understand that the Councils’ capital and revenue budgets are
interconnected, whilst the funding gap on the capital program could be funded by borrowing
the servicing of the borrowing costs is borne by the Council’s revenue budgets, which are
already projecting deficits over the life of the MTFS.

The funding gap of £5.7m can be broken down into three distinct areas:

e Approved Capital items and specific PiDs - £3.3m
e Environmental Centre increased costs - £1.5m
¢ Rolling Program of capital works - £0.9m

Approved Capital items and specific PiDs

There is potential to close this funding gap by a combination of:

e Realising savings on existing capital projects most notably on the Burrows Centre

e Utilisation of various capital receipts (it should be borne in mind these receipts are
far from guaranteed), consequently it is prudent to set aside a contingency for non-
receipt of capital disposals and to account for future PIDs

e Setting aside the projected surplus on the 2020/21 revenue budget of £642k to
capital.

e Utilisation of £275k from the 2021/22 revenue budgets

Environmental Centre

The Environmental Centre report previously presented to members detailed the difficulties
the Council faces operating out of its existing depots. The current estimate for the delivery
of an Environmental Centre located within Bideford is circa £7m an increase of £1.6m on
the current capital budget (subject to procurement and tender process), of which borrowing
would have to finance £5.6m.

The annual cost of servicing borrowing of £5.6m are £392k, however the operational
efficiency of operating out of an Environmental Centre (increased recycling income) are
£222k giving an annual cost pressure of £170k. As detailed in Appendix 1 the funding
shortfall of £170k could be mitigated by raising the annual charge by £5 per annum for
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three years (from £35 to £50) this would generate additional income of £180k per annum. It
should be borne in mind that the decision for Torridge residents to subscribe to the
Council’s garden waste service is voluntary.

It is recommended that the Council increase its Garden Waste charges to £50 per annum
(with rises of £5 per annum over for 2021/22 — 2023/24) to meet the additional costs of the
Environmental Centre,

Rolling Program of Capital works

The Council has an extensive property portfolio to maintain and refurbish; with the demise
of the NHB funding, there is a requirement for the Council to set aside monies from its
annual revenue budgets to meet future capital commitments. An annual figure of £180Kk is
felt to be a prudent amount to set aside on a recurrent annual basis. For information the
Council’s land and building property portfolio is valued at just under £30m.

As detailed within Appendix 1, there are various options available to fund the additional
required revenue contribution towards capital. The recommended option being to raise car
parking charges within the Council’s “Tourist* areas (Westward Ho! and Appledore) in line
with other similar localities across the South West. Alternatively the Council could seek to
reduce its non-statutory expenditure; the areas highlighted within appendix 1 being:

Reduce leisure provision

Reduce member grants

Close Public Conveniences

Stop grants to voluntary sectors organisations
o CCAB
o TTVS

However the Council particularly in the current circumstances recognises the important role
these services provide to our communities. It is recommended that the Council seeks to
raise its’ parking charges as detailed within the Capital report.

Council Reserves
In addition to the Transition in Government Funding reserve, the Council holds other

reserves, the majority of which have been assigned for Capital purposes. The make-up of
the Council’s reserves is as below:

£000
Capital Reserves 5,900
Transition in Government Funding Reserve 1,208
Other Earmarked Reserves 2,343
Total 9,441

In addition to the specific reserves held above, a sum of £1.084m is also set aside as the
General Fund Balance, which is there to deal with unforeseen events that are not budgeted
for due to their unpredictability e.g. loss of income due to recession and cannot be met from
other available resources in year. The balance on the General Fund being 11.1% of the
Council’s Annual net budget

The current level of monies held is considered appropriate in light of the existing and
increased levels of risks associated with Torridge’s current operational activities and
responsibilities and the sum held is periodically risk assessed taking account of any new
and emerging risks.

The Council utilises transfers to reserve to set aside funds for future commitments. The
table below outlines the funds to be set aside over the MTFS, based upon the assumptions
made regarding the Council’s income post 2021/22.



Planned Reserve transfers 2020/21 2021/22 2022/23 2023/24 2023/24
£'000 £'000 £'000 £'000 £'000
Vehicle Replacement Reserve 554,324 554,324 554,324 554,324 554,324
ICT replacement Reserve 80,000 80,000 80,000 80,000 80,000
General Contribution to Capital 208,470 22,660 22,021 21,369 20,703
General Contingency Reserve 70,000 70,000 70,000 70,000 70,000
Property Backlog Reserve 155,000 155,000 155,000 155,000 155,000
Other Reserves Transfers 3,708 3,708 3,708 3,708 3,708
Total 1,071,501 885,691 885,052 884,400 883,734

Other reserves transfers include contributions to fund posts, such as apprentices, fund district

elections etc.

12.5 Based upon the assumptions discussed above and the movement to /(from) reserves
detailed above; the table below summarises the Council’s projected budgets over the

MTFS.
2021/22 2022/23 2023/24 2024/25 2025/26

Area £'000 £'000 £'000 £'000 £'000
Cost of Service 9,233 9,301 9,685 10,016 10,317
Reserve Movement (1,801) 712 642 673 603
Other - Financing etc (245) 124 89 54 9
Projected Revenue Budgets 7,186 10,136 10,415 10,743 10,929
Government Grants (1,713) (1,082) (949) (960) (971)
Council Tax (4,238) (4,365) (4,562) (4,786) (4,956)
Business Rates (900) (3,986) (4,138) (4,416) (4,470)
Projected Funding (6,851) (9,433) (9,649) (10,162) (10,397)
Contribution from Reserve to

Balance 335 704 767 581 532




13 Bridging the Gap

13.1 Members have considered a variety of options for bridging the gap.
e Increased charges
e Stopping discretionary services
e Reducing levels of service for mandatory services

It was felt that reductions to discretionary services would impact most on the vulnerable
within our communities; whereas the burden of increased car parking and garden waste
would fall upon those who benefit / want the service and tend to be borne by the more
affluent; additionally visitors to our tourist locations.

Whilst the member event recommended increases to car parking, they were mindful of
continuing support to local businesses, consequently it was proposed to retain the 30p
charge for the first 30 minutes and offer free parking on Saturdays in December in the lead
up to Christmas.

13.2 From the recommendations considered the following have been modelled;

Increase car parking charges within Westward Ho! and Appledore by circa 60% for
the summer season, e.g. the charge for 1 hour would rise from £1 to £1.60 over
three years, e.g. £1 to £1.20 (2021/22) to £1.40 (2022/23) and to £1.60 (2023/24)

Increase car parking charges by 50% within Westward Ho! and Appledore by circa
50% for the winter season, e.g. the charge for 1 hour would rise from 60p to 90p
over three years, e.g. 60p to 70p (2021/22) to 80p (2022/23) to 90p (2023/24)

Increase charges within our Towns by circa 50% with the increases being spread
over 3 years. For example the charge for 1 hour at Riverbank Long Stay car park in
Bideford would rise from 60p to 70p (2021/22) to 80p (2022/23) and to 90p
(2023/24)

Increase other charges, permits etc by between 5 and 11%

Increase Garden Waste charges by £5 per annum for the next three financial years
up to £50 per annum the current annual charge for garden waste being £35.

2021/22 2022/23 2023/24 2024/25 2025/26
Area £'000 £'000 £'000 £'000 £'000
Cost of Service 9,003 8,875 9,062 9,393 9,694
Reserve Movement (1,801) 712 642 673 603
Other - Financing etc (245) 124 89 54 9
Projected Revenue
Budgets 6,956 9,710 9,792 10,120 10,306
Government Grants (1,713) (1,082) (949) (960) (971)
Council Tax (4,238) (4,365) (4,562) (4,786) (4,956)
Business Rates (900) (3,986) (4,138) (4,416) (4,470)
Projected Funding (6,851) (9,433) (9,649) (10,162) (10,397)
Contribution from /(to)
Reserve to Balance 105 278 144 (42) (91)




The impact of these recommendations on the projected revenue deficit and utilisation of the
Transition in Government Funding reserve are detailed in the tables below. The increased income
from Car Parking and Garden Waste service brings the budgets back into balance by 2024/25
whilst maintaining a balance on the Transition in Government Funding Reserve; which is needed to
manage the unknown impact of changes to local government finances referenced in paragraph 4.

e Revised MTFS Deficits

350

300
250
200
150
100

50

0
50 2021-22 2022-23  2023-24  2024-25 t

-100

M Current MTFS  H Previous MTFS

Utilisation of Transition in Government Funding

£'000 Reserve
1,400
1,200
1,000
800
600
400
200 I
. ] N _ -
bfwd 2021-22 2022-23 2023-24 2024-25 2025-26

(200)

M Deficit M Trans in Gov Funding reserve

14. ROBUSTNESS OF THE BUDGET

Section 25 of the Local Government Act 2003 requires the Chief Financial Officer (s151
Officer) of a billing or major precepting authority to report to Members on the following
matters.

¢ The robustness of the estimates made for the purposes of the budget calculations.
e The adequacy of the proposed financial reserves contained within the budgets.

Robustness of Estimates
The estimates have been calculated based upon the information contained within the work

and associated papers and guidance used to forecast the Medium Term Financial Strategy
2021/22 to 2025/26 within this report.



15.

The estimate of income from 2022/23 arising from the following changes (discussed above)
represents the greatest uncertainty.

Comprehensive Spending Review
Fair Funding Review

75% Business Rate Retention
New Homes Bonus

Business Rate Revaluations

As a result of the Covid-19 pandemic it is anticipated that Businesses rate appeals will be
submitted as a result of a material change in circumstances, this are likely to focussed on
office accommodation and retail. The extent of the any reduction in Business Rate income
for the Council is unknown as the extent of any potential central government support.

The final consideration is that this Council has a robust performance management
framework in place with regular reports being presented to the Senior Management Team,
Overview & Scrutiny (Internal) and Community & Resources Committees. This framework
provides additional reassurance that budgets are proactively monitored and controlled
throughout the financial year.

Taking all of the above into consideration, the budget which has been recommended for
approval by Council is sufficiently robust for members to use it as a basis for approving the
proposed Council Tax for 2021/22 and the use of financial reserves.

Risk Assessment

The major risks associated with the achievement of both the Budget 2020/21 and the MTFS
is that the major assumptions and forecasts highlighted in section 9 are significantly
different to that considered to be the position now. They are forecasts so we do expect
them to change in both positive and negative ways and the Finance Team regularly monitor
and update our forecast position when new information comes to light.

The long term impact of the Covid-19 pandemic cannot be foreseen with any degree of
certainty.

Implications

Legal Implications

The Council is required to set a balanced annual budget.

Financial Implications

These are contained in the report.

Human Resources Implications

These will form part of the detailed budget consideration.

Sustainability Implications

These will form part of the detailed budget consideration.

Equality/Diversity

These will form part of the detailed budget consideration.

Risk Management

The Council will be required to reduce net expenditure over the medium term. The MTFS (section
14) indicates the level of reduction required and reduces the risk of not achieving a balanced
budget or identifying savings that are not achievable.

Compliance with Policies and Strategies

Forms part of the strategy process.



Lead Member Views

Councillor Hodson:
Date of Consultation — 29th January 2021

“Whilst it is always difficult to recommend and justify a decision to increase the Council Tax in any
year, it is my opinion a necessity given the financial challenges faced by the Council. Council Tax
is one of few areas that we have control over to manage our finances and we must plan not just for
next year, but for the future and, therefore, | support the recommendations in the report.

The funding of the Council extensive capital program has been a pressing concern. The sharp
decline in New Homes Bonus funding which has traditionally contributed a significant proportion of
the Council’s capital funding needed to be addressed, and the recommendations approved by
Community and Resources will put both the capital program and revenue budgets back into
balance.

Community and Resources are to commended for recognising that increases to Garden Waste
charges and targeted increases to Car Parking charges, were by far the more palatable option than
reductions in service provision”.

Conclusion

The report highlights the challenges faced by Torridge Council in an increasingly uncertain
environment, in particular the pressing need to address the shortfall in funding for the Council’s
capital program. Assuming the recommendations below are accepted the Council will be well
placed to meet the financial challenges ahead.



17. Recommendations:

That members consider the recommendations by Community and Resources to Full Council on the
25" January 2021

a) Torridge’'s Band D Council Tax for 2021/22 be increased by £5 (2.96%) from £168.66 to
£173.66 per year.

b) Torridge’s Net Revenue Budget 2021/22 is £6.956m
c) The contributions to the Council’s reserves as outlined in paragraph 12.4 are approved.

d) The new PiDs detailed in Appendix 1 — Capital Report are added to the Council’s approved
capital programme.

That members note the decisions made by Community and Resources as detailed below (see also
attached Decision Notice)

e) That the garden waste collection charges currently £35 per annum; is increased by £5 per
annum for 2021/22, 2022/23 & 2023/24 at which point the charge will be £50 per annum, as
detailed in Appendix 1 Capital Report section 3.7.3

f) Increase car parking charges within Westward Ho! and Appeldore as detailed in Appendix 1
Capital Report section 3.7.4 (increase phased in over 3 years)

g) Increase car parking charges within the Towns of Bideford, Holsworthy and Torrington as
detailed in Appendix 1 Capital Report section 3.7.4 (increase phased in over 3 years)

h) Increase other car parking permits charges as detailed in the Appendix 1 Capital Report
section 3.7.4

That members note:

The Chief Finance Officer (s151 Officer) assurance of the robustness of the budget 2021/22 set
out in section 14 of the report.

Note the assumptions and forecast applied to develop the MTFS outlined in section 9

Note the risks associated with the Budget 2021/22 and MTFS outlined in section 13
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