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PURPOSE OF REPORT: For Members to consider, formulate and recommend the Budget
2023/24 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 2027/28

1. Introduction

1.1. 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.

1.2. The MTFS provides the basis for the members to consider the 2023/24 budget and also
whether an increase in Council Tax should be recommended to Full Council for 2023/24.

1.3. Whilst considering the 2023/24 Budget and the MTFS it is prudent to review and assess the
levels and types of financial reserves the Council holds. This review is conductedin light of
the levels of risk the Council faces and the potential financial impact if a major risk comes to

fruition.

2. Recap - Approved budget 2021/22 and Medium Term Financial Strategy (MTFS)

2.1 Full Council on the 21st February 2022 approved the Council Tax and Budget for the
financial year 2022/23 and the MTFS for the period ending 31° March 2027, as detailed in

the table below.

2022-23 - | 2023-24 - | 2024-25 - | 2025-26 - | 2026-27 -
£'000 £'000 £'000 £'000 £'000

Cost of Services 9,707 9,709 9,964 10,236 10,571
Movement to / (from) reserve (1,354) 727 850 816 784
Other - Financing/Vacancy Factor (370) (3) (45) (97) (97)
Subtotal - Expenditure 7,983 10,433 10,769| 10,955 11,258
Funding
Central Government Grant Funding (1,181) (1,040)] (1,042)| (1,044) (1,047)
Council Tax (4,490)| (4,553)| (4,766)] (4,947) (5,131)
Retained Business Rates (1,939)| (4,211)| (4,651) (4,857) (5,073)
Subtotal - Income (7,610)| (9,804)[ (10,459)| (10,848)| (11,251)
|Use of Reserves to balance | B373)) (629 (310)]  (107)] ()| (1,426)|

As the table above shows the Council was in February 2022 predicting funding shortfalls in each of
the financial years of the MTFS period.



2.2 The use of the Transition in Government Funding Reserve (TGFR) to balance the
Councils budgets over the life of the MTFS were as shown below. Essentially the TGFR
was projected to be significantly reduced by the end of the MTFS period.

Balance on TGFR

2021-22 - 2022-23 - 2023-24 - 2024-25- 2025-26 - 2026-27 -
£'000 £'000 £'000 £'000 £'000 £'000

2.3 The Financial reports presented to Full Council on the 21st February 2022 also included
the approval of the Council’s capital program and its funding. Full Council on the 21
February 2022 approved a capital program of £30.4m, with identified sources of funding
of £30.1m.

The Financial Year 2022-23
3.1. Inflation

The 2022-23 budgets were approved by Full Council on the 21° February 2022, three days
later Russia invaded Ukraine. Inflation was already becoming of matter of some concernto
officers within the Council (particularly construction price inflation) prior to the Russian
invasion. In the aftermath of the invasion inflation rose to heights not seen in the UK for a
generation.

2022-23 Pay Awards

In line with many other Councils, Torridge set aside 2% for the 2022-23 pay award which
was still outstanding at the time the 2022-23 budgets were agreed. With inflation exceeding
10% and with Central Government making a commitment to increase the National Living
Wage (NLW) by inflation; the 2% set aside for the pay award quickly became inadequate.

With the NLW effective from the 1°' April 2023 potentially exceeding five of the lowest local
authority pay points, the pay offer from the local authority employers was for a flat increase
of £1,925 per scale point. For Torridge this equated to an increase of circa 7% to the
Council pay bill; the additional costs being circa £430k which would be subsequently borne
in each year of the MTFS

Fuel

One of the impacts of the Russian invasion of the Ukraine was significant inflationary
pressures on Fuel prices. The biggest impact upon the Council’s being incurred by the
Council’s Refuse and Street Cleansing fleet. The impact of the additional fuel costs being
circa £120k.



3.2

Utilities.

2022-23 also saw unprecedented increases in the costs of utilities (Gas & Electricity), the
Council was on a fixed term which expired in October 2022, consequently it was somewhat

protected from market volatility. However, utilities are anticipated to exceed budget in
2022-23 by circa £100K.

Other Inflationary pressures

The Council has several contracts/agreements where annual uplifts are linked to inflation,
e.g. the Council’s insurance contract is linked to inflation (Sept 2022 circa 10%) and the
property element of the insurance contract is linked to the cost of rebuilding properties in
the event of fire/flood etc. Consequently, the insurance costs in 2022-23 were £56k above
budget.

Construction price inflation has seen the costs of the Council’s planned capital works and
planned maintenance rise significantly, putting pressures on both the revenue and capital
budgets.

Housing Crisis — costs of temporary accommodation

The last quarter of the financial year 2021-22 saw a steeprise in the Council’'s expenditure
on temporary accommodation, which has continued throughout 2022-23. In meeting its
obligations to those residents at risk of homelessness, the Council incurs temporary
accommodation costs, whilst it attempts to find substantial long term tenancies. The
current housing market has seen a dramatic rise in rents within the private rental market,
making rents increasingly unaffordable.

Consequently, the length of time residents at risk of homelessness are in temporary
accommodation has risen which has resulted in very significant increased costs to the
Council. The chart below demonstrates the sharp rise in temporary accommodation costs,
of which only a modest proportion is recoverable from Housing Benefits.
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4 Sources of Council’s Funding and Expenditure breakdown

4.1 Source of Council Funding

The Council has four mainstreams of funding

Council Tax

Increases in Council Tax are constrained by Referendum Levels, for a District
Council like Torridge the limit is £5 for Band D equivalent or up to 3% whichever is
the greater; for Torridge this is 2.99%.

Business Rates

Torridge is the billing authority for Business Rates, it retains 40% of the business
rates collected (after paying the tariff to Central Government). Where Torridge in its
capacity as the planning authority gave consent for a renewable energy scheme, it
retains 100% of the business rates payable.

The rateable value of businesses is set by the Valuation office, with the rate in the
pound charged being determined by Central Government. Central Government also
determines various reliefs and discounts for business rates which Torridge in its
capacity as billing authority is obliged to implement.

Central Government Grant

Torridge along with all other local authorities receives central government grant
funding. For district authorities like Torridge central government grant funding has
since 2013 (with the introduction of retained business rates) become a less
significant source of funding when compared to unitary and upper tier authorities.

Fees and Charges
Fees and Charges are the Council’s biggest single source of revenue. Fees and
Charges can be broken down in three main categories:

o Charges set by statute, such as planning fees, licensing fees etc
o Charges setto recover the Council’s costs, e.g., land charges
o Discretionary charges such as car parking



The chart below shows the relationship between the four main funding streams.
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4.2 Council Expenditure

The chart below shows the gross expenditure of the Council (excluding Housing Benefit
payments of circa£12m); as with most organisations pay represents the biggest single item
of expenditure.
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As the chart above shows Torridge has incurred expenditure pressures across all
expenditure categories. Pay and the costs associated with Tempoary Accomodation being
the greatest area of expenditure pressure.



5. 2023-24 Provisional Local Government Financial Settlement

5.1 The provisional settlement was published on the 21st December 2022; the key points to
note are:

The settlement was confirmed for one year only.

The Revenue Support Grant was uplifted by CPI, two previously separate grants
were incorporate within the RSG, namely:

o Council Tax Annex Grant

o Local Council Support

Rural Services Delivery Grant remains unchanged — for the third year it has not
been uplifted by inflation.

New Homes Bonus funding only confirmed for 2023-24, no legacy payments
accruing.

Services grant reduced by £200m nationally reflecting reduced Employer’s National
Insurance contributions

The lower tier services grant (E111m nationally) and a proportion of expired New
Homes Bonus legacy payments (estimated at £276m nationally) have been
repurposed to guarantee that all authorities see an increase in Core Spending
Power (CSP) of at least 3%.
o CSP being the income Torridge derives from Council Tax, Business Rates
and Central Government Grants.

Business Rate Pools to continue for 2023-24 (Torridge is a member of the Devon
Business Rate Pool).

The Settlement for Torridge is summarised in the table below

Central Government Grant Settlement

2022-23 2023-24 Notes
Revenue Support Grant 138 310
Local Council Tax Support Admir 65 0 Combined into RSG
Council Tax Annex Grant 86 0 Combined into RSG
Subtotal 289 310
Rural Sparisty Funding 497 497 No inflation uplift ****
Lower Services Support Grant 107 0 Removed
Services Grant 164 92 Reduced - Employer NI Contributions
To ensure 3% minimum increase to
Funding Guarantee Grant 0 239 Csp
New Homes Bonus 275 141 Reduced -no legacy payment
Total 1,332 1,279

CSP - Comprehensive Spending Power

*¥** _ Effectively a 10% cut in funding of circa £50k



For Torridge District Council the provisional settlement has seen its Core Spending Power
(CSP) increase by 4.5%, which given inflation is circa 10.7% is a real term reduction of
6.2%.

The chart below shows the increase in Core Spending Power for Torridge compared to
inflation and other authorities.
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As the chart above shows the CSP for Torridge at 4.5% is significantly below inflation (the
yellow line) and below the average for other shire districts at 5%. It is significantly below that of
upper tier and unitary authorities.

6. Council Tax

6.1 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 up to 3% or £5 per Band D Equivalent, whichever
is the greater. For Torridge an increase of 2.99% is greater than a £5 increase to a Band D

property.

If a local authority chooses not to increase its Council Tax, no compensating increase to its
CSP would be forthcoming from Central Government. Furthermore due to the restrictions
imposed by referendum constraints it will not be possible to make up this shortfall in
subsequent years.

Local Authorities are obliged by statue to declare their tax base in Band D equivalents. The
tax base is the mechanism by which Torridge and its preceptors calculate the income they
will derive from the Council Tax levied. Torridge’s calculation is shown below

Disabled A B C D E F G H Total

Number of properties 8,225 7,278| 7,067| 5,855| 3,372| 1,137| 374 30| 33,338
after discounts, reliefs etc 22 6,895 6,477 6,460 5,433| 3,160 1,074 351 18| 29,890
less LCTS (8)] (1,208)] (598)] (339)| (173) (42) 9) 2 0| (2,378)
Revised total 14 5,687 5,879 6,121 5,260 3,119 1,065| 349 18| 27,512
Convert to Band D 5/9 6/9 7/9 8/9 9/9 11/9 13/9 | 15/9 | 18/9

Band D equivalents 8 3,791 | 4,573 | 5441 | 5,260| 3,812| 1,538 | 582 36| 25,041
add new properties 213
less non collection (505)
Tax base in Band Ds 24,749




6.2

6.3

6.4

Essentially in calculating the Tax base the first step is identify the total number of properties
liable for Council Tax as the end of November. Then the impact of various discounts such
as disabled relief, single person discount etc are calcualted to give a revised figure.

The impact (reduced Council Tax liability) arising from the awarding of Local Council Tax
Support (LCTS) is also calculated.

As per statute the figure is then converted in Band D equivalents; the same adjustments
before finalalising the tax base is to estimate:

¢ How many new properties will become eligbile for Council Tax

e And the allowance for the non collection of Council Tax

In 2022-23 the average Band D equivalent Council Tax within Torridge is £2,144.91 of
which the amount levied by Torridge Council was £178.66, with an estimated collectable
tax base of 24,447.03 Band D Equivalent properties. This equates to a Council Tax income
for Torridge of £4.37m for the financial year 2022/23.

On the 20™ December 2022 Full Council approved the tax base for 2023-24 at 24,749.62
Should Torridge increase its Council tax in line with its referendum levels 2.99% then a
Band D charge would be £184.00; Torridge’s Council Tax income for 2023/24 would be
£4.45m

Whilst by statute councils are obliged to report their tax base in Band D equivalents and
increases to Council Tax are referenced to the Band D equivalent, 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 how much a 2.99% increase on a Band D
Equivalent would be by Band for 2023-24.

Council Torridge [Impact of

T | Juvert | 22aa | 26 | Mok
Band Charge |increase

A 8,225 119.11 £3.56 £0.07
B 7,278 138.96 £4.15 £0.08
C 7,067 158.81 £4.75 £0.09
D 5,855 178.66 £5.34 £0.10
E 3,372 218.36 £6.53 £0.13
F 1,137 258.06 £7.72 £0.15
G 374 297.77 £8.90 £0.17
H 30 357.32 £10.68 £0.21

33,338

As the table above shows 68% of properties within Torridge fall within Bands A — C and so
would pay less than 10p extra a week extra if Torridge’s Council Tax was to increase by the
referendum limit of 2.99%.

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 an additional 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
2023/24 figure assumes increases by preceptors to their maximum (and Parish and Town
Council precept increase of 5%). As the chart below shows Torridge’s share of Council Tax
is likely to be circa 8.18% for the financial year 2023-24.
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As a result of referendum restrictions for shire districts such as Torridge, its percentage
increase as fallen behind that enjoyed by Devon County, Devon & Cornwall Police and the
Town and Parish Councils. Torridge and the Fire Authority have had the lowest increases
in their council tax for several years. Cumulative Council Tax increases for the period 2016-
17 are 2023-24 are shown below.
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6.5

Council Tax Support Fund

In recognition of the cost of living crisis Central Government has provided funding to
mitigate the impact of rises in Council Tax for residents in receipt of Local Council Tax
Support (LCTS). The support is capped at £25 per household, Torridge has been provided
with funding of £103k. Any monies not utilised in capping Council Tax increases for
recipients of LCTS can be used to assist economically vulnerable households.

The table below demonstrates that effectively there will be no increase for vast majority of

residents in receipt of LCTS.

22-23 Projected 23124 1 rease
Preceptor Band C Council
Increase -£

Charges Tax
Devon County Council £1,383.52 5.00%)| £1,452.70| £69.18
Devon & Cornwall Police £219.16 6.08%| £232.48| £13.32
Devon & Somerset Fire £81.59 5.45% £86.04 £4.45
Torridge District £158.81 2.99%| £163.56 £4.75
Parish (average) £63.50 5.00% £66.68 £3.18

£1,906.58 [ £2,001.45] £94.87
Council Tax Liability (75% LCTS
support) £476.65 £500.36| £23.72
Local Council Tax Support
Funding (Max award - £25) £23.72

The example above is based on a Band C property, 68% of all properties within Torridge

are in Bands A — C.

The example above also assumes that the recipient of LCTS receives the maximum
support of 75%; over 80% of working age recipients of LCTS receive the maximum support.

Pensioners can receive 100% support from the LCTS scheme, some will receive a lesser
award if they have savings or receive another source of income such as a private pension.

Business Rates Retention

For 2023/24 there has been a national revaluation of all non-domestic properties, effective
from the 1% April 2023, the last business rate revaluation was undertaken in 2017. The key
points of interest from the latest revaluation are:

e Gross ratable value for businesses within Torridge has risen to £45.4m from

£40.8m an increase of 11%.

e There are 4,214 properties liable for Businesses Rates
A package of support measures was announced to support business to accompany

the revaluation

o The multiplier which determines the rate in the pound has been frozen at
49.9p for small businesses and 51.2p for larger businesses. This is the
fourth year the multiplier has been frozen. Torridge is compensated for its
lost income via S31 grants.

o Thereis 75% relief for all premises in the Retail, Leisure & Hospitality sector
for one year effective from 1% April 2023 (this is an increase from the 50%



relief in 2022-23). The relief is capped at £110,000 per business. There are
circa 400 premises within Torridge who will benefit from this relief.

A new transitional relief scheme will be introduced effective from the 1° April
2023. This protects businesses by capping their increases at 5%, 10% or
30% dependent upon their ratable value. The value of this protection within
Torridge is £1.9m.

The continuation of Small Business Relief which provides 100% relief for
businesses that occupy one property with a ratable value of less than
12,000: there a tapered relief for properties with ratable values between
12,001 and 15,000. The value of Small Business Rate Relief payable in
Torridge is circa £5m.

For those businesses no longer receiving Small Business Rate Relief as a
result of the revaluation will have the increases to their liability capped at
£600.

The business rate income receivable from renewable energy scheme has
risen from £605k to £711k. Torridge retains all business rates from
renewable energy schemes where it gave planning consent.



Budget 2023-24

The table below shows the proposed budget for 2023-24 and the remaining years of the
Medium Term Financial Strategy (MTFS). As the table below shows the Council’'s budgets
are in deficit for each year of the MTFS.

The increased deficit in 2024-25 compared to 2023-24 is largely explained by the one-off
impact of reduced business rate appeal provision in 2023-24.

The increased deficit in 2026-27 is mostly due to the cessation of the cost share agreement
with Devon County in 2026.Torridge is currently rewarded by Devon County Council for the
recycling tonnage it collects, this agreement end in 2026.

Devon County Council are under no obligation to pay Collection Authorities like Torridge for
collecting recycling waste. It is not anticipated at this juncture that Devon County Council
will make any cost share payments after 2026. The current value of this agreement to
Torridge is £290k per annum.

Expenditure 2023-24 2024-25 2025-26 2026-27 2026-27
Cost of Senice 10,939,195  10,978,696| 11,229,249| 11,837,469 12,117,720
Resene Movement 957,932| 1,003,293  1,039,203|  1,077,293] 1,117,293
Other - Financing, Vacancy
Factor etc (687,074) (557,042)|  (574,019)|  (583,340)|  (592,849)
subtotal 11,210,053  11,424,947| 11,604,523| 12,331,422| 12,642,164
Funding
Grants (1,279,524)|  (1,156,869)| (1,166,462)| (1,176,343)| (1,186,520)
Council Tax (4,642,616)|  (4,946,147)| (5,142,989)| (5,347,372)| (5,559,103)
Business Rates (5,232,936)|  (4,890,459)| (5,198,056)| (5,493,085)| (5,674,493)
subtotal (11,155,076)|  (10,993,474)| (11,507,507)| (12,016,800) (12,420,116)
|Use of TGFR to balance | (54,977)]  @31,473) (87.016)| (314622 (222,048
(1,210,136)

Over the course of the MTFS the current cumulative projected deficit is £1.2m. The graph
below the table shows the usage of the Transition in Government Funding Reserve (TGFR)
to balance the budgets based upon the current financial assumptions within the MTFS. As
the graph clearly shows without further action to bring the budgets back into balance the
TGFR will be reduce to circa £144k by 2027-28.

BALANCE ON TGFR
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The significant budget movements since the budget 2022-23 and MTFS was approved by
Full Council in February 2022 are as detailed below:

Analysis of budget movements since last MTFS (Feb 22)

2023-24 2024-25 2025-26 2026-27

2023-24 - MTFS (55)  (431)] (187)| (315)
2022-23 - MTFS (629) (310) (105) (7)
Movement 574 (121) (82) (308)
(adverse) / favourable Movement

Temporary Accommodation (890) (890) (890) (890)

Fuel & Ulititlies (311) (255) (255) (255)
External Audit Fees (20) (125) (125) (125)
Insurance (56) (56) (56) (56)

Pay Award (427) (449) (492) (545)
Transfer to Reserve (160) (12) (12) (12)
Termination of Cost Share Agreement 0 0 0 (290)
MBWG Recommendations 366 410 418 418|Note 1
Hostel Accommodation 107 215 215 215
Central Government Grant Income 175 50 57 64|Note 2
Vacancy saving 43 57 66 75
Pension - Tri-annual review 269 269 269 269
Council Tax Income 90 180 195 217|Note 3
Business Rate Income 1,021 239 341 420
Environmental Centre 60 (39) (39) (39)
Interest Receivable 339 254 254 254

Other Budget movements (37) 31 (28) (28)
Subtotal 574 (121) (82) (308)

Note 1: Excludes MBWG recommendation re discretionary business rates, Council

Tax premiums for empty properties and 2" homes effective from 2024-25, which are
included within the Council Tax and Business Rates lines.

Note 2: Central Government Grant Income includes Local Council Tax Support grant
previously credited directly to services and Council Tax Annex grant previously reported via
the Collection Fund, which have now been incorporated into the Revenue support Grant

Note 3: Council Tax for 2024-25 and beyond assumes additional income from 2™
Homes and empty homes as previously approved by Full Council.

Assumptions

The budget 2023-24 and MTFS makes use of various assumptions, the key ones of which
are discussed below.

e Central Government Grant Funding
The recent 2023-24 settlement was only a one year settlement, for the purpose of the
MTFS the 2023-24 settlement levels have been largely assumed for the duration of the
MTFS period. The exception being that an inflationary uplift to the Revenue Support



Grant has been assumed and the Funding Guarantee Grant has not been assumedto
continue for the duration of the MTFS.

Council Tax Income

In setting the Council Tax base, used for calculating the income to be derived from
Council Tax an assessment of the expected non collection of Council is required. For
2023-24 and the other financial years of the MTFS a collection rate of 98% has been
assumed.

The MTFS assumes that Council Tax will rise up to the referendum levels for each
financial year of the MTFS; 2.99%.

Business Rates
The MTFS only assumes modest growth in the business rate base of the Council of
1.5%. Where planning applications have been made for renewable energy schemes
(100% of business rates income retained by Torridge Council), an estimate of future
income has been included with the MTFS. The additional business rate income
assumed for renewable energy schemes being

o 2024/25 £28k

o 2025/26 £139

o 2026/27 £121k

Income from short term treasury deposits

In response to rising inflation the Government has increased the Bank of England’s
base rate, which at the time of writing this report is 3.5%. Consequently there has
been a marked rise in the income the Council has obtained from its short term treasury
deposits and interest earned on its current account. Income from short term treasury
deposits and interest accruing on the Council current bank account over the last few
years is shown below:

2019/20 £147k
2020/21 £ 31k
2021/22 £ 20k
2022/23 £ 35k
2023/24 projected £550k

Projecting future income from short term treasury deposits and interest earned on the
current bank accountis difficult as it is dependant upon both future interest rates and
the timing of future capital expenditure (e.g. Environmental Centre, Maritime Innovation
Centre etc.). The MTFS assumes areduction of £50k in income derived from short
term deposits from 2024-25 onwards as the Council incurs expenditure on the new
Environmental Centre and the Maritime Innovation Centre, and its cash balances
decline. The MTFS assumes interest rates of 3% over the life of the MTFS.

Whilst the Council benefits from high interest rates with respect to its shortterm
treasury deposits, high interest rates increase the borrowing costs associated with
capital projects such as the Environment Centre.

Income from Fees and charges

For the majority of the Council’s fees and charges the annual income fluctuates within
relatively narrow boundaries. However this is not the case for all fees and charges,
predicting income from planning applications is challenging since a few major planning
applications can cause significant swings in income.

Income from Planning Applications over the last few financial years is shown below
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The budget for planning income in 2023-24 and for the remaining years of the MTFS
has been set as £790k. Clearly the last few years have been volatile with regards to
Planning Income. As prices for planning applications are set by statue and the Council
can only process applications as they are submitted, it is not in the position to forecast
income with any substantial degree of certainty. It remains to be seen how any
economic downturn will impact upon planning income. Should planning income return to
pre-pandemic levels then this will have a significant impact on the Council’s finances.

Pay awards.
Government has made a commitment to increase the National Living Wage (NLW) in
line with inflation. Withinflation currently running at just under 10%, there is a potential
for the increase in the NLW effective from April 2024 to exceed some of the lower pay
points of the Council’s pay structure, without a significant increase to at least the lower
Council salary scale points.

The 2022-23 pay award at a flat rate of £1,925 per annum resulted in an increase to the
Council’s pay bill of 7% (against a budgeted allocation of 2%). The MTFS assumes a
pay award of 5% for 2023-24 in line with Government’s projections for inflation in the
later half of the financial year. Pay awards of 2% are assumed for the remainder of the
MTFS period. For information every 1% increase to pay awards results in an increase to
the Council’s pay bill of circa £100k.

Torridge is a member of the Local Government Association pay bargaining group and
therefore does not set its own pay award.

Employers Pension contributions
The Council’'s pension scheme is subject to a tri-annual review undertaken by Devon
Peninsula Pensions. The review determines

o The employers pension contribution rate for the next three years

o The employer’s contribution to the underlying pension deficit.

The latest review effective from the 1° April 2023 saw the employer’s contribution rate
increase to 19.5% (from previous estimate of 18.75%). However, there was a sharp
decline in Torridge’s contribution to the underlying pension deficit, of circa £270k.

The MTFS assumes that the employer’s pension contribution rate will remain at 19.5%
for the duration of the MTFS and that the contribution to the underlying pension deficit
will be as per the latest tri-annual review for the years 2023/24 — 2025/26, increasing
by £20k per annum for the remainder of the MTFS.
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10.1

Homelessness

The Council's expenditure on temporary accommodation is projected to be circa £1.3m
in 2022-23 with only a modest proportion of these costs being recoverable from
Housing Benefit. Whilst the Council is striving to increase its provision of hostel
accommodation and secure other housing, it would be not be prudent to assume that
the Council’s liability for temporary accommodation would reduce significantly.
Consequently, current temporary expenditure levels are projected for the remainder of
the MTFS.

Risk and sensitivity

The MTFS is based upon projections and assumptions, there are risks to the Council’s
budgets if the assumptions upon which the MTFS are erroneous. The impact of changes to
some of the key assumptions within the MTFS are shown below to demonstrate the
potential impact of movement in the key assumptions.

Council Tax Increase

The MTFS assumes the Council Tax will rise by the referendum level (2.99%) for the
duration of the MTFS. If the decision was made to not increase Torridge’s Council Tax
for 2023-24, then the impact upon the MTES is as shown in the charts below (figures in
£000).

As the charts show the increased deficit arising from not increasing Council Tax for just
one year would result in the TGFR going into deficit in during 26/27; with a deficit of
circa £0.5m. The cumulative costs of not increasing the Council Tax being £700k over
the period of the MTFS

Deficit with/without C.Tax increase
23/24
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m Deficit - £'000 @ Deficit - No C.Tax increase 23/24



Balance on TGFR with/without C.Tax
increasein 23/24
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Pay awards

As the single biggest item of expenditure increases to pay above those projected within
the MTFS represent a significant area of risk to the financial health of the Council.

The current projected pay awards over the life of the MTFS are:
o 2023-24 5%
o 2024-25 —2027-28 2%

If actual salary uplifts for both 2023-24 and 2024-25 were to be 1% more than those
forecast within the MTFS then the impact would be as detailed in the chart below.

DEFICIT AS PER MTFS VS 1%
ADDITIONAL INCREASE FOR 23/24 &
24/25 - £'000

MTFS pay award Pay award 1% incr 23/24 & 24/25

431 (397 —

[1s2] 187 |
5| ==

5

2023-24 2024-25 2025-26 2026-27 2027-28

The chart below shows the impact of increased pay award on the utilisation of the
Transition in Government Funding Reserve (TGFR). As pay represents the biggest item
of expenditure for the Council additional 1% increases in salary over the MTFS forecast
for 2023-24 & 2024-25 have a profound impact upon the TGFR.



Utilisation of TGFR - MTFS vs Add'l 1% Salary
uplift 23/24 & 24/25

Balance on TGFR as per MTFS ——Balance with add'| pay increases

e Interest Rates impact on income from short term treasury deposits

When Full Council approved the 2022-23 budget and MTFS in February 2022, the Bank
of England base rate was 0.5%. The current base rate is 3.5%, a sevenfold increase.

As stated previously the Council has seen a dramatic increase in its income from short
term treasury deposits as a result of increases to the Bank of England Base Rate; allied
to delays in the capital program such as the Environment Centre.

Whilst the Council cash balances going forward are difficult to predict as they are
dependant upon the timing of capital expenditure; based on current projections a 1%
rise or fall in interest rates would impact on the Council’s income from short term
treasury deposits by £125k.

e Central Government Grant Settlement

As previously stated, the 2023-24 Central Government Grant Settlement was a one
year settlement. Government has signalled that the Fair Funding review will not take
place during the current parliament. It is widely expected that shire districts like Torridge
will fare poorly under a fair funding review as they have benefited to a far larger extent
from the Business Rate Retention scheme than unitary authorities and county councils.

Given the pressures Unitary Authorities and County Councils face in dealing with their
statutory obligations for adult social care, it would be prudent to anticipate some relative
realignment of funding between upper tier and lower tier authorities.

11. Council Reserves

11.1 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 projected
make-up of the Council’s reserves as at 31° March 2023 is as below:

£000
Capital Reserves 8,563
Transition in Government Funding Reserve 1,354
Other Earmarked Reserves 3,199

Total 13,116



11.2

11.3

11.4

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 2023/24.

Budgeted contributions to/ [2023-24 12024-25 {2025-26 {2026-27 {12027-28 A
(from) Reserves £'000 £'000 £'000 £'000 £'000
Vehicle Replacement Reserve 687 721 757 795 835
ICT Replacement 80 80 80 80 80
General Capital Contribution 180 180 180 180 180
Council Tax Spreading (11) 0 0 0 0
Property Maintenance 75 75 75 75 75
Planning Appeals 20 20 20 20 20
Funding of Apprentices (106) (106) (106) (106) (106)
Other 33 33 33 33 33
Subtotal 958 1,003 1,039 1,077 1,117
12 Looking forward

12.1  Clearly the Council cannot continue to spend beyond it means, the current MTFS

projects a cumulative deficit over the life of the MTFS of £1.2m; with the Transition in
Government Funding Reserve declining to circa £150k by the close of the MTFS period.
As the sensitivity analysis in section 10 shows, the Council’s finances can take a
dramatic downturn if some key assumptions prove to be erroneous; Council Tax
increases, pay awards, interest rates, Planning Income etc.

12.2 The Member Budget Working Group (MBWG) which has worked throughout 2022-23 to

identify additional sources of income/reduced expenditure whilst adhering to the remit of
protecting services will continue its work in coming up with proposals to bring the
Council’'s finances back into the black.

12.3 The table below shows some potential actions which will further improve the Council’s

finances.



13.

2023-24|2024-25|2025-26|2026-27 |2027-28
-£'000 |- £000 |- £000 | - £000 | £000
Funding Gap (TGFR utilisation) 55 431 187 315 222 1,210|
Balance on TGFR 1,299 868 681 366 144
Potential Proposals
Section 106 Monitoring Fees (50) (75) (75) (75) (75)
Energy Efficiency Lesiure Sector (35) (70) (70) (70)
Further Hostel Provision (90) (90) (90) (90)
Subtotal - revised funding Gap 5 231 (48) 80 (13) 255|
Subtotal - revised balance on TGFR| 1,349( 1,118 1,166| 1,086 1,099

o A separate report to this committee from the head of planning details a proposal
to commence charging for the monitoring of Section 106 agreements. This has
already been implemented in other local authorities. The figures shownin the
table above are an estimate of the income which could be potentially generated,;
however this is dependent upon future levels of planning applications received
which can be volatile in nature.

o Active Torridge is exploring options to improve energy efficiency within their
facilities. It is hoped that external grant funding may be obtained which in
conjunction with investment from the Council, could reduce the energy costs
across the Council’s leisure facilities.

o The Council continues to explore opportunities to secure additional hostel
accommodation in response to the housing crisis. The figures quoted in the
above table are not based on the financial benefits accruing from the Sully
House/ Hubbastone Hostel development which will hopefully come on stream
during 2023-24.

If the additional proposals come to fruition, then the Council returns to a balanced
budget position by 2027-28, and still has a balance on its Transition in Government
Funding Reserve of £1.1m.

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.

e 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
2023/24 to 2027/28 within this report.

The following represent the areas of greatest uncertainty over the period of the MTFS

e Costs associated with meeting the Council's obligations to residents at risk of
homelessness.
Central Government review of local authorities needs and resources
Future planning income

¢ Inflationary pressures, construction price inflation, utilities and staff pay awards



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 2023/24 and the use of financial reserves.

14. Risk Assessment

The major risks associated with the achievement of both the Budget 2023/24 and the MTFS
is that the major assumptions and forecasts highlighted in section 8 and 10 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.

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 — 18th January 2023

“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 provisional settlement has again been particularly disappointing, following on from several
below inflation settlements over the previous few years .

Clearly the Council faces an uncertain financial future and options will have to be developed to
bring the budgets back into the black over the period of the MTFS”.



Conclusion

The report highlights the uncertain financial challenges faced by Torridge Council in an
increasingly uncertain environment. The Council’'s commitment to its residents at risk of
homelessness represents a significant cost to the Council. Given the current financial environment
faced by Council across the country the financial health of Torridge is within reasonable
parameters. However notice should be given to the financial assumptions and risks within the
MTFS and their potential to adversely impact on the financial health of the Council.

15. Recommendations:

Recommend to Full Council

That Members recommend to Full Council

a) Torridge’s Band D Council Tax for 2023/24 be increased by (2.99%) from £178.66 to £184.00
per year

b) Torridge’s Net Revenue Budget 2023/24 is £11.155m

c) The contributions to the Council’s reserves as outlined in paragraph 11.4 are approved.

d) Thatin light of the risks to the Council’s finances identified within the report that the Member
Working Group continue its work to bring the Council’s budgets back into balance.

That members note:

The Chief Finance Officer (s151 Officer) assurance of the robustness of the budget 2023/24 set
out in section 13 of the report.

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

Note the risks associated with the Budget 2023/24 and MTFS outlined in section 10
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