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Executive Summary

This Budget is proposed by the Administration at a time when the economic
circumstances for both residents and businesses alike continue to be extremely
challenging. The national economic challenge is one for Government but the
City Council has a role to play in stimulating the local economy whilst at the
same time protecting the vulnerable and its core services to residents.

The proposals of the Administration are set against a backdrop of reducing
Council resources, with funding cuts over the period 2011/12 to 2014/15 of
circa 35% and estimated ongoing budget reductions of £33m over the next 3
years. These budget reductions have now been revised upwards from £27m
(or £56m cumulatively) as a consequence of the Local Government Finance
Settlement announced at the end of January 2013, revised assumptions of
future Council Tax yields and the “switching” of non ring-fenced funds to ring-
fenced funds. In extending the Council’s forecasts by a further year, and based
on the continuation of the austerity measures announced by Government for a
further 2 years beyond the current Spending Review period, the Savings
requirements of the Council will need to increase substantially from their current
levels.

The Budget proposals for 2013/14 respond to the following changes in funding
and functions:

e A general reduction in revenue grant funding of 5.4% in cash terms (or
circa 8% in real terms) which includes the reduction of £1.7m as the
Government Council Tax Freeze Grant for the previous year is not
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continued and the localisation of support for Council Tax with its associated
10% reduction in funding of £1.2m

e Changes to the way in which Local Authorities are funded whereby the City
Council now retains 49% of all Business Rates collected instead of
receiving Government Grant, meaning that a very significant proportion of
the Council’s funding is now subject to business growth / decline and is
therefore variable

e The transfer of Public Health to Local Authorities and its associated ring-
fenced funding

e The transfer of the Social Fund from the Department for Work & Pensions

e The election of Police Commissioners in November 2012 and the
associated transfer of crime prevention responsibilities from Local
Authorities

Despite the financial challenges faced by the City Council, the Administration
are proposing a package of co-ordinated proposals across both the Revenue
Budget and Capital Programme that aim to:

e Minimise the impact of cuts on core Council services through efficiency
measures

e Protect the most vulnerable in society

e Provide the necessary expansion to schools in order to accommodate
the increase in pupil numbers

¢ Build infrastructure to allow for economic expansion and job creation
Provide enabling works to allow for new homes and businesses
Transform the delivery of the Council’'s services to improve the
customer experience

The Capital Programme proposed by the Administration in the coming year is
dominated by the needs of the education of the City’s children. It is important
to overall economic prosperity, and society as a whole, that the City’s children
are well educated and therefore that investment is made into the learning
environment to facilitate that. This programme seeks to invest almost £7m (of
which £5m is to provide additional school places) to provide those foundations
and secure the future success of the City.

The Capital Programme continues to prioritise economic regeneration by
making £0.6m available for the expansion and infrastructure of the Ferry Port;
£0.4m into new road infrastructure; and £0.2m to continue with the preparation
costs to bring some important development sites to the market. There also
remains an emphasis on the historical and cultural offer of the city which
benefits the local economy through visitors and tourists. Finally, significant
investment continues to be made into core services such as Private Sector
Housing and Central Services, enabling them to fulfil their statutory obligations
and function effectively.
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In terms of the Council’'s Revenue Budget, the City Council resolved at its
December meeting, in response to the need to find £27m over the next 3 years,
that a savings requirement of £15m would be set for 2013/14 (and £17m in a
full year). To deliver those savings in a planned manner and in a way that
ensures that its own financial health remains resilient, the City Council also
approved, subject to consultation, some early savings amounting to just over
£8m (E9m in the full year). The proposals set out within this report seek
approval of the remaining savings (again subject to consultation where
appropriate) of £7m (£8m in a full year).

To achieve the necessary Revenue savings, the Administration continue to
protect the vulnerable in society by seeking proportionately smaller savings
from both Children’s and Adults’ Social Care as well as providing additional
funding for Budget Pressures (amounting to £1.6m) associated with increases
in demand for those services. Furthermore those services combined will take
forward underspendings from the current financial year into 2013/14 amounting
to £3.35m to provide cover for risks associated with increasing demand.

In terms of funding, the Revenue Budget proposals include an increase of
1.95% to the Council Tax for 2013/14 following three consecutive years of
Council Tax freezes. This level of increase remains below the general level of
inflation and equates to 34 pence per week for a Band B property (the average
in Portsmouth). The increase will provide additional Council Tax income of
£1.1m.

1.10 Turning to the future, the outlook is particularly uncertain and the Council’s

future forecast deficits have been revised upwards accordingly. The financial
year 2014/15 will see a number of changes including:

e The outcome of a new Comprehensive Spending Review (CSR) by
Government and the implications that it will have on future Local
Government funding

e The uncertain economic climate and the risk to the Council of changes to
its share of retained Business Rates (currently estimated at £39m per
annum)

e The continuing impact of the localisation of support for Council Tax (and
therefore changes in Council Tax income) arising from the transfer of risk
of changes in caseload falling on the City Council as opposed to being re-
imbursed by Government subsidy

e The impact of the transfer of Public Health to Local Authorities

1.11 Together with the uncertainties described above, there remains the ongoing

impact of the pressures in Children’s and Adults’ Social Care which includes
the potential loss of £2.6m funding from the PCT for integrated Health and
Social Care working. The combination of these uncertainties and funding
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reductions, potential or otherwise, could mark the 2014/15 Budget as even
more challenging than the current one.

Future years' savings requirements have been revised upwards over the years
2014/15 and 2015/16 to “smooth out” the savings requirements over the whole
3 year period and accommodate what would otherwise be a savings
requirement of £10.5m in 2016/17. Over the new 3 year period, taking account
of the estimated impact of the continued austerity measures, other future
funding reductions and uncertainties and increasing demand led pressures, the
overall savings requirements are estimated at £26m from 2014/15 to 2016/17.
Of course, an upturn in the economy both locally and more generally could help
mitigate these estimated savings requirements and even offer opportunities for
further investment within the City.

Prior to the Autumn Statement and the outcome of the Local Government
Finance Settlement, the Administration had been formulating its proposals on
the basis that having made £17m (full year) savings in 2013/14, the City
Council would be in a much more stable financial position from which to plan
and deliver services into the future. This would then result in a savings
requirement of a more manageable £5m per annum over the following 2 years.
Following the Autumn Statement and the consequent comprehensive revision
of the City Council’s financial forecasts, those savings requirements for the
following 2 years have been revised upwards to £9.0m in 2014/15 and £8.5m in
2015/16. The new year 2016/17 is expected to require savings of £8.5m to be
made (which without the uplift in the savings for 2014/15 and 2015/16 would
otherwise have been £10.5m). As described later in this report, the
Administration is minded to resolve a particularly unique circumstance relating
to the funding of Early Years provision over the next 3 months. This will have
the effect of reducing the overall Savings Requirement to £23.6m whilst leaving
the funds available for Early Years provision overall, intact. It will also reduce
the savings requirements for the next 3 years to £8m per annum.

Given the increased savings requirements, the general level of uncertainty and
the need to achieve a more stable financial position from which to deliver
services in the future, it is important the City Council continues to work on
reducing its net expenditure to a level consistent with its expected funding. Itis
also important that it reaches that more stable position as soon as practicably
possible. It is a key proposal of this Budget report therefore that the City
Council continues this work and brings a further Budget report back to the City
Council in the Spring of 2013 making further savings proposals.

When formulating policy and strategy, the Council also needs to be cognisant
of the cumulative impacts of the changes to the Local Government funding
regime over the past 3 years which have provided Local Authorities with
financial incentives to generate business growth, improve employment and
build homes.

1.16 Despite these difficult financial circumstances, the budget proposed by the

Administration is both financially balanced and provides sufficient cover for
anticipated and potential financial risks within the year. Furthermore, the
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overall financial health of the Council remains sound providing a good degree
of resilience against an uncertain climate.

Purpose of Report

The report describes the challenging economic climate for the City itself as well
as the financial constraints and Service pressures facing the City Council both
currently and in the future. It sets out the Administration’s proposals for
Council Tax for 2013/14 and its priorities for spending and savings in the
coming year.

In effect, the proposals contained within this Budget are the Administration’s
responses to the challenge of:

Regenerating the City

Protecting the Vulnerable

Meeting the highest priority needs of its residents
Optimising the use of its diminishing resources

In particular, this report explains:

€) In broad terms the challenge for the City in the current economic
climate

(b)  The general financial constraints of the City Council both currently and
in future years

(c) In overall terms the aims of the Administration’s Revenue Budget
proposals, Council Tax proposals and Capital Investment proposals
given the current and future challenges facing the City

(d)  The Revised Revenue Budget and Cash Limits for the current year
(e)  The Local Government Finance Settlement for 2013/14

)] How, the Administration’s proposals for achieving the savings
requirement approved by the City Council on the 11 December 2012
has been achieved, taking account of:

e the proposed budget savings approved by the City Council on the
11 December 2012 to be made in 2013/14, 2014/15 and 2015/16

¢ the further proposed budget savings proposals set out within this
report to be made in 2013/14, 2014/15 and 2015/16

e the proposed budget pressures for 2013/14, 2014/15 and 2015/16
(9) The proposed Revenue Budget and Cash Limits for 2013/14

(h)  The forecast Revenue Budget, provisional Cash Limits and revised
Savings Requirements for 2014/15, 2015/16, and 2016/17

0] Estimated Revenue Balances over the period 2012/13 to 2016/17



0)

(k)
()
(m)
(n)

The Medium Term Resource Strategy (MTRS) Reserve and its
proposed use to achieve cashable efficiencies

The forecast Collection Fund balance as at 31 March 2013
The recommended Council Tax for 2013/14
The Non Domestic Rates poundage for 2013/14

The statement of the Head of Finance & Section 151 Officer on the
robustness of the budget in compliance with the requirements of the
Local Government Act 2003.

3. Recommendations

3.1 That the following be approved:

(@)

(b)

(c)

(d)

(€)

(f)

@

(h)

(i)

The revised Revenue Estimates for the financial year 2012/13 and the
Revenue Estimates for the financial year 2013/14 as set out in the
General Fund Summary (Appendix A)

The Portfolio Cash Limits for the Revised Budget for 2012/13 and
Budget for 2013/14 as set out in Sections 6 and 8, respectively

That net savings in 2012/13 of £3.2m (which exclude requests for carry
forward) be transferred to the Medium Term Resource Strategy
(MTRS) Reserve to support the achievement of efficiencies to alleviate
deficits in future years

That any further savings for 2012/13 arising within Portfolios and
Service Units at the year end will be regarded as windfall savings and
will accrue to either General Balances or the MTRS Reserve to support
the achievement of savings to alleviate deficits in future years

The budget savings proposals set out in Appendix B are proposals only
for the purposes of setting Portfolio Cash Limits and the overall City
Council Budget

That following appropriate consultation, any savings proposal set out in
Appendix B may be altered, amended or substituted with alternative
proposals amounting to the same value and that the relevant Portfolio
Holder be given delegated authority to make such changes accordingly

The recommended budget pressures for 2013/14 and their ongoing
effect in 2014/15 and 2015/16 as set out in Appendix C

If, for any reason, any of the budget pressures detailed in Appendix C
do not proceed, or underspend, the sum involved will revert to revenue
balances

A further Budget report be brought back to the City Council in the
Spring of 2013 which addresses the need to find a resolution to the
“switch” of £2.4m of funding from non ring-fenced funds to ring-fenced
funds and which also makes further savings proposals



0)

(k)

0

(m)

(n)

(0)

(p)

(@)

()

The Head of Finance & Section 151 Officer be given delegated
authority to make any necessary adjustments to Cash Limits within the
overall approved budget and budget forecasts

Managers be authorised to incur routine expenditure against the Cash
Limits for 2013/14 as set out in Section 8

The Revenue Forecast and the associated provisional Portfolio Cash
Limits for 2014/15 onwards as set out in Section 9 and Appendices D
and E respectively, be noted

In the event that an overall Savings Requirement of £26m is required
that they be phased as follows:

Financial Year In Year Target Cumulative
£m Saving
£m
2014/15 9.0 9.0
2015/16 8.5 17.5
2016/17 8.5 26.0

In the event that an overall Savings Requirement of £23.6m is required
following the resolution of the “switch” of £2.4m of funding from non
ring-fenced funds to ring-fenced funds, that they be phased as follows:

Financial Year In Year Target Cumulative
£m Saving
£m
2014/15 8.0 8.0
2015/16 8.0 16.0
2016/17 8.0 24.0

Heads of Service be instructed to start planning how the City Council
will achieve the savings requirements shown in Section 10 and that this
be considered and incorporated into Service Business Plans

The City Council will retain 100% of the Port's annual surpluses in
2013/14 and future years in order to fund other City Council services

In order to provide the surety of capital funding that the Port requires to
enable it to plan and prosper over the short, medium and longer term,
and in accordance with the approved Capital Strategy, in future years
the City Council will seek to set aside a sum equivalent to 10% of the
Port’s turnover on an annual basis from Port surpluses

Members note that the MTRS Reserve held to fund the upfront costs
associated with Spend to Save Schemes, Invest to Save Schemes and
redundancies holds a relatively modest uncommitted balance of £2.1m
and will only be replenished from an approval to the transfer of any
underspends at year end
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(s)

(t)

(u)

(v)

(w)

Authority be delegated to the Cabinet to make releases from the MTRS
Reserve for Spend to Save or Spend to Avoid cost schemes only (both
Revenue & Capital) and that any such scheme must meet the financial
savings criteria determined by the Council’'s S151 Officer. As a
minimum, those criteria must include the payback of any investment
within a period not exceeding 4 years

The minimum level of revenue balances as at 31 March 2014 be
increased to £6.0m (from £5.5m in 2012/13) to reflect the perceived
budget and financial risks to the Council

Members have regard for the Statement of the Head of Finance &
Section 151 Officer in accordance with the Local Government Act 2003
as set out in Section 16

The Non Domestic Rates poundage for 2013/14 of 47.1p, and 46.2p for
small businesses, be noted

The Head of Finance & Section 151 Officer be given delegated
authority to implement any variation to the overall level of Council Tax
arising from the final notification of the Hampshire Fire and Rescue
Authority precepts

That it be noted that at its meeting on 7 January 2013 the Cabinet calculated
the amount of 50,500.7 as its Council Tax Base for the financial year 2013/14
[item T in the formula in Section 31 B(1) of the Local Government Finance Act
1992, as amended (the “Act”)].

That the following amounts be now calculated by the Council for the financial
year 2013/14 in accordance with Section 31 and Sections 34 to 36 of the
Local Government Finance Act 1992:

(@)

£563,961,320 Being the aggregate of the amounts which the
Council estimates for the items set out in Section
31A(2) of the Act.

(b)

£504,798,235 Being the aggregate of the amounts which the
Council estimates for the items set out in Section
31A(3) of the Act.

(€)

£59,163,085 Being the amount by which the aggregate at 3.3(a)
above exceeds the aggregate at 3.3(b) above,
calculated by the Council in accordance with Section
31A(4) of the Act as its Council Tax requirement for
the year. (Item R in the formula in Section 31B(1) of
the Act.

(d)

£1,171.53 Being the amount at 3.3(c) above (Iltem R), all
divided by Item 3.2 above (Iltem T), calculated by the
Council, in accordance with Section 31B(1) of the
Act, as the basic amount of its Council Tax for the
year.
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(e) Valuation Bands

A B C D E F G H
£ £ £ £ £ £ £ £
781.02 | 911.19 | 1,041.36 | 1,171.53 | 1,431.87 | 1,692.21 | 1,952.55 | 2,343.06

Being the amounts given by multiplying the amount at 3.3(d) above by the
number which, in the proportion set out in Section 5(1) of the Act, is applicable
to dwellings listed in a particular valuation band divided by the number which
in that proportion is applicable to dwellings listed in Valuation Band D,
calculated by the Council, in accordance with Section 36(1) of the Act, as the
amounts to be taken into account for the year in respect of categories of
dwellings in different valuation bands.

That it be noted that for the financial year 2013/14 the Hampshire Police &
Crime Commissioner has approved the following amounts in the precept
issued to the Council in accordance with Section 40 of the Local Government
Finance Act 1992, for each of the categories of the dwellings shown below:

Valuation Bands

A B C D E F G H
£ £ £ £ £ £ £ £
100.83 | 117.64 | 134.44 | 151.25 | 184.86 | 218.47 | 252.08 | 302.50

3.5 That it be noted that for the financial year 2013/14 Hampshire Fire and Rescue
Authority are provisionally recommending the following amounts in the precept
issued to the Council in accordance with Section 40 of the Local Government
Finance Act 1992, for each of the categories of the dwellings shown below:

3.6

Valuation Bands

A B C D E F G H
£ £ £ £ £ £ £ £
40.92 47.74 54.56 61.38 75.02 88.66 102.30 | 122.76

That having calculated the aggregate in each case of the amounts at 3.3(e), 3.4
and 3.5 above, the Council, in accordance with Sections 31A, 31B and 34 to 36
of the Local Government Finance Act 1992 as amended, hereby sets the
following amounts as the amounts of Council Tax for the financial year 2013/14
for each of the categories of dwellings shown below:

Valuation Bands

A B C D E F G H
£ £ £ £ £ £ £ £
922.77 | 1,076.57 | 1,230.36 | 1,384.16 | 1,691.75 | 1,999.34 | 2,306.93 | 2,768.32
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Economic & Financial Context

Portsmouth, like other cities has been affected by the global economic
downturn over the past 3 years. The impact has been felt in terms of overall
employment levels, disposable incomes, economic prosperity generally and
also the provision of Council services.

The national economic climate remains subdued with the economy, having re-
emerged from recession in quarter 2, now being in danger of entering a further
mild recession. Consequently, there remain relatively low projections of real
growth over the next 2 years. Inflation has fallen in recent months to be broadly
in line with the Bank of England’s 2% target but real income is being eroded as
inflation continues to outstrip earnings growth. This indicates that demand and
therefore growth in the economy will remain slow with inflation likely to be
relatively flat. As a consequence interest rates will also remain low for some
time. Unemployment also remains relatively high (although falling) which
places a strain on the public purse generally. The impact of Public Sector
funding cuts will improve the public finances but that improvement will be offset
to an extent by the unemployment that it creates unless the private sector is
able to pick up the extra capacity created.

On the positive side, low interest rates are an incentive to borrow for
investment. However, the availability of credit and business confidence will
need to improve in order to kick start private sector investment to generate
growth and jobs.

Without economic growth, public sector borrowing will increase beyond the
Government’s target. Indeed, the Government’s original assumptions for
growth and borrowing as set out in the Comprehensive Spending Review 2010
(CSR10) proved to be optimistic. This has led Government to push back its
target of eliminating its “structural budget deficit” to 2016/17, announce a
further 2% reduction in Local Government funding in 2014/15 and to extend the
austerity programme to 2017/18. More clarity around the overall impact of this
will become known once the new Comprehensive Spending Review 2013 has
been completed and published during the first half of this year.

In this context, economic growth and job creation are essential both to the City
as a whole and for the ability of the City Council to protect its funding streams
and therefore Services to residents. The City Council has a role in
regenerating the City and working with partners to kick start the local and sub
regional economy. This is a particular challenge to the City Council in this and
future years Budgets. The savings set out in this report have been prepared on
the basis of protecting and assisting the economic recovery wherever possible,
but also maintaining the City Council’s obligations to provide essential services
at an acceptable standard.

In order for the City Council to maintain strong financial health and resilience so
that core services can continue to be delivered with confidence from a stable
financial platform a savings requirement for 2013/14 of £15m (£17m in a full
year) was approved by the City Council on 11 December 2012. To achieve
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this, the Administration has first sought to find savings through efficiency and
transformation by re-designing Services with the following guiding principles:

e Put our customers at the heart of what we do
e Make sure our services are always value for money
e Be ambitious and continue to improve

e Use information and evidence to shape services our customers really
need

e Simplify and strengthen our processes and share them with each other

e Make sure every enquiry that can be resolved first time is resolved first
time

e Support Councillors as the strategic leaders of our organisation

¢ Recognise the importance of our staff and support them as we change

e Listen to our customers and staff and learn from what we hear
Transformation and efficiency alone however, are not sufficient to meet the
scale of savings required and therefore any savings beyond that have sought to
protect those most vulnerable in society and minimise the impact on the City’s
economy.
Despite the financial constraints facing the City Council, the Administration
have realigned budgets within the resources available and achieved efficiency

and other savings to ensure that:

e Savings in Adult Social Care and Children’s Social Care are
proportionately less than in other Services

e Cost pressures on Adult Social Care and Children’s Services have
been accommodated, by making additional budget provision for those
services and allowing underspends in the current year to be carried
forward to next year

e Core services, particularly those services supporting the most
vulnerable members of the community, are maintained

e There is an increase in Council Tax for 2013/14 at below inflation levels

e The Council’s overall financial health remains sound

11
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Whilst it is expected that the proposals contained within this Budget will
safeguard the Council’s financial position moving forward, there remain
sizeable uncertainties in the coming 3 years including:

e The outcome of a new Comprehensive Spending Review 2013 (CSR13)
and the implications it will have on future Local Government funding

e The uncertain economic climate and the risk to the Council of changes to its
share of retained Business Rates (currently estimated at £39m per annum)

e The extent to which Council Tax increases will be possible

e The continuing impact of the localisation of support for Council Tax (and
therefore changes in Council Tax income) arising from the transfer of risk
falling on the City Council as opposed to being re-imbursed by Government
subsidy

e The future increases in demand for Adults and Children’s Social Care
e The potential for reduced trade and income from the Ferry Port

In addition, the outcome of the Local Government Finance Settlement whilst
broadly as expected in overall financial terms, has had the effect of increasing
the Council’s savings requirements by £2.4m due to the transfer of non ring-
fenced funding into ring-fenced funding. Whilst the overall amount of funding
to the Council has not fallen, it has left the City Council with the problem of how
to now fund those £2.4m of costs.

As a consequence of the Local Government Finance Settlement, the
uncertainty surrounding CSR13, expected future limits on Council Tax
increases, and changes to other income and cost assumptions, the forecast
Savings Requirements for future years have now been comprehensively
revised and amount to £26m over the 3 year period 2014/15 to 2016/17.

The Administration had been formulating its proposals on the basis that having
made £17m (full year) savings in 2013/14, the City Council would be in a much
more stable financial position from which to plan and deliver services into the
future with a savings requirement of a more manageable £5m per annum over
the following 2 years. Following announcements from Government and the
consequent comprehensive revision of the City Council’s financial forecasts,
those savings requirements for the following 2 years have been revised
upwards to £9m in 2014/15 and £8.5m in 2015/16. This responds to changes
in assumptions and further funding reductions, but also to reduce the savings
requirement for 2016/17 to a more manageable £8.5m (which would otherwise
have been £10.5m). Given the increased savings requirements, the uncertainty
surrounding the future and the need to achieve a more stable financial position
from which to plan and deliver services, it is recommended that a further
Budget report is presented to the City Council in the Spring of 2013.

12
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Revised Budget 2012/13

The original revenue Budget approved by the City Council on 14 February 2012
was £196,512,350.

The Council has received regular quarterly Budget Monitoring reports on the
2012/13 Budget throughout the year. The key variances that have arisen during
the year have been the pressure on the Children’s & Education Portfolio and
the reduction in income to the Ferry Port; both have been addressed in the
Revised Budget and future years as part of the proposals presented in this
report.

The overspendings in the Children’s & Education Portfolio arose mainly in the
Looked After Children budget. To avoid any negative consequences and
protect those services to children from severe and rapid reductions, the
Portfolio has implemented a number of “one-off’ savings. To address the
problem in the longer term, the Administration is making a proposal to add
£0.8m to the Children’s and Education Budget on an on-going basis.

The reduction in income from the Ferry Port is treated as a “windfall” item and
the income target for the Ferry Port has been reduced in the current financial
year by £1m and £1.5m in future years.

Other significant changes to the Original Budget approved by Council that are
being presented as part of the Revised budget, aside from proposed carry
forwards of planned underspendings, are as follows:

e A reduction in the Council’s contingency provision of £2.5m

e Improvement in the forecast costs of the Council’s Treasury Management
activities (Investments and Borrowings) amounting to £1.8m

e A reduction in income to MMD of £0.9m (although this will mean that the
City Council as a whole is at “break-even” compared to the position if MMD
ceased to exist)

e An increase in the provision required to settle the estimated Pilots National
Pension Fund liability amounting to approximately £0.7m (Port)

13



5.6

5.7

5.8

5.9

In preparing the Revised Estimate for 2012/13, a number of further adjustments
have been made, reducing the overall Budget for the current year from
£196,512,350 to a Revised Budget of £195,582,325. This represents a
reduction of £930,025 as set out below:

Description £000
Original Budget 2012/13 196,512
Add:
Transfer to MTRS Reserve (2011/12 Underspendings — 4.202
Approved October 2012) ’
Recommended further Transfer to MTRS Reserve 3,200
Reduction in Port Income and increased provision for

: 1,687
Pensions
Reduction in MMD Income 855
Less:
Planned Underspendings c/f to 2013/14 (6,298)
Reduction in Contingency (2,546)
Improvement in Treasury Management Activities (1,800)
Other miscellaneous changes (230)
Revised Budget 2012/13 195,582
Reduction in Budget 2012/13 (930)

The Revised Revenue Budget is set out in the General Fund Summary
(Appendix A).

The movement of most significance between the Original Budget and the
Revised Budget is the reduction relating to £6.3m of planned underspends that
are proposed to be carried forward and spent in 2013/14. The carry forward of
these underspends is important to this overall budget proposal since these
underspends are planned to be used to mitigate (and provide financial cover)
for a number of uncertainties and consequent financial risks that may occur
next year. This is of particular importance to Adult Social Care and Education
& Children’s Services, which plan to carry forward £2.6m and £0.75m,
respectively. The other planned carry forward of particular significance relates
to the Council’s Treasury activities in the amount of £1.5m.

Due to the other significant savings that are now estimated to be made against
the 2012/13 Original Budget (e.g. Contingency and Treasury Management
activities) coupled with increased funding received during the vyear, it is
recommended that a further £3.2m is transferred to the MTRS Reserve in order
to provide for potential future redundancy costs and to provide funds for Spend
to Save schemes. It is particularly important for the Council to continue to
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replenish this reserve if it is to be a substantial part of the Council’s strategy to
reduce costs through efficiencies in the coming years. The proposal to transfer
£3.2m into the Reserve will mean that £2.1m will be available in the Reserve
(after taking account of all potential redundancy costs over the next 4 years) -
see Section 12.

5.10 Overall it is expected that there will be an improvement in General Balances of
£6.3m as at 31 March 2013 compared to the Original Estimate. Since there is
also £6.3m of planned underspends to be carried forward and spent in 2013/14,
the “real” change in General Balances and the overall financial position of the
Council will be neutral.

5.11 In funding the Revised Budget of £195,582,325 the City Council will need to

draw on balances in the sum of £5,803,892 to balance the Revised Budget in
2012/13.

6. Revised Cash Limits 2012/13

6.1 The Cash Limits relate to that element of the budget that is Portfolio and
Service related and which is controllable. Cash Limits are allocated to Portfolio
Holders and Managers to spend so that there is clear accountability for
spending decisions.

6.2 The Cash Limits for 2012/13 have been revised to take account of:

¢ Items released from Contingency in the current year
¢ Windfall savings and windfall costs

e Adjustments to reflect forecast underspends, additional unavoidable costs
and other City Council decisions throughout the year

6.3 The table below sets out the revised Cash Limits for 2012/13 and those items
outside the Cash Limit (e.g. capital and similar charges, levies and insurance
premiums) which together form the Revised Budget for each Portfolio.
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PORTFOLIO

Children & Education
Culture Leisure & Sport
Environment & Community
Safety

Health & Social Care
Housing

Leader

Planning Regeneration
Economic Development
Resources

Traffic & Transportation
Governance & Audit Committee
Licensing Committee

PORTFOLIO EXPENDITURE

6.4 The current policy is that any overspend against the cash limit will be deducted

Revised Items Revised
Cash Limits  Outside the Budget
2012/13 Cash Limit 2012/13
£'000 £'000 £'000
33,490 18,863 52,353
8,708 3,808 12,516
16,735 2,541 19,276
53,077 3,257 56,334
2,218 4,555 6,773
303 20 323
(5,986) 13,199 7,213
24,736 3,732 28,468
15,938 338 16,276
357 55 412
(107) 16 (91)
149,469 50,384 199,853

from the following financial year’s cash limit.

7. Revenue Budget 2013/14

7.1 When the Budget was approved for the current financial year a budget forecast
was also prepared for the following 3 years in order to give advance warning of
the future financial position of the Council and the likely financial implications
for Services. At that time it was forecast that the future savings requirements of
the City Council for the forthcoming 3 years amounted to £27m of on-going

In cumulative terms this amounts to a total of £56m over the 3 year

period. On that basis the forecast savings requirements for the Council were

savings.

as follows:

Financial Year

2013/14 to 2014/15
2015/16
Total

2013/14 to
2014/15
£m
19.0

19.0

16

2015/16

£m
19.0

8.0
27.0



7.2 The forecast savings requirements above were based on a series of
assumptions, some of the most significant being as follows:

A forecast reduction of 4.8% (£5.8m) in Formula Funding for 2013/14,
followed by a further 6.0% (£6.9m) reduction in 2014/15 and a further
5.4% (£5.8m) reduction in 2015/16

Similar percentage reductions in Specific Grants

A Council Tax increase of 2.5% per annum for each of the 3 years
Provision for general budget pressures of £1.0m per annum and a further
allowance for specific budget pressures including Adult Social Care and

Children’s Social Care of a further £1.0m

Inflation for all services at a blended rate to cover pay and prices of 2.1%
for 2013/14, 2.7% for 2014/15 and 2.5% for 2015/16

Revenue contributions to capital for Landlords Maintenance and
investment in Port infrastructure (based on 10% of annual turnover in line
with the Council’s Capital Strategy)

Changes to the Port dividend for 2013/14, 2014/15, and 2015/16 to reflect
current forecasts

Reductions in support for MMD over the period

7.3 On this basis, the Administration and Services have been planning throughout
the year to find savings of £19.0m over the 2 year period 2013/14 to 2014/15.

Local Government Finance Settlement 2013/14

7.4 In overall terms, the final Local Government Finance Settlement announced
recently which includes both Formula Funding and Specific Grants was a
reduction in funding of £7.2m (or 5.4%) compared with the current financial

year.

The reduction however, was broadly in line with the City Council’s

forecasts and expectations. The City Council was anticipating an overall
Settlement of £126.4m but has received £125.1m, a reduction of 1.1% (or
£1.3m) compared to expectations.

7.5 In reality however, the £1.3m difference is not entirely related to an overall
reduction in funding, rather it is a reduction in non ring-fenced funding as
described below.
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7.6 As part of the Finance Settlement, the Early Intervention Grant has been

7.7

7.8

7.9

abolished and the sums within in it recycled as follows:

Early Intervention Grant Funding 2012/13 2013/14 Change

Classification £ £ £ %
Non Ring-

Rolled into Formula Funding fenced 9,882,000 | 6,975,000 | (2,907,000) | (29.4)

Transferred into DSG Ring-fenced 0| 2,484,000 | 2,484,000

(REe;f‘;”ed by DFE for Adoption | i fenced o| 630000| 630,000

Total "Recycled" EIG

Funding 9,882,000 | 10,089,000 207,000 | 2.1%

As set out above, contained within the Formula Funding Settlement is a
reduction of £2.9m of previously non ring-fenced funding although total funding
itself has increased by £0.2m. Whilst the Council was anticipating a reduction
in the amount of non ring-fenced funding overall, it was not anticipating that
there would be a transfer from non ring-fenced funding to ring-fenced funding.
The combination of the reduction in non ring-fenced funding plus the transfer to
ring-fenced funding has led to an overall reduction of 29.4% (or £2.9m).

Government figures suggest that the value of the transferred funding amounts
to £2.4m (being £1.8m transferred to the Dedicated Schools Grant and £0.6m
top sliced for Adoption purposes). If that were the case then had the £2.4m
transfer not have taken place, the City Council’'s Formula Funding Settlement
would have been circa £1.1m higher than forecast (as opposed to £1.3m lower
than forecast).

Other features and announcements as part of the Local Government
Settlement were:

From 2013/14, the Formula Grant system will change. The intention is that
circa 60% of the Formula Grant will be driven entirely by need (similar to the
current system) and provided for as Revenue Support Grant (RSG). The
remaining 40% will be subject to change and influenced by the extent to which
Business Rates have grown or contracted. Whilst this presents an opportunity
for Local Authorities with strong business growth potential, it also presents risks
for Authorities whose business rates base is in decline or subject to “shocks”
such as closure (or relocation) of major businesses in an area. The new
system is complex but some of the other key features are highlighted below:

e The introduction of the Business Rates Retention scheme as described
below:

o The City Council now retains a 49% share of all Business Rates

collected in the City, 49% is paid to Government and the remaining 2%
paid to the Hampshire Fire & Rescue Authority
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o As part of the Finance Settlement, the Government have set a
‘Business Rate Baseline Level of Need” for Portsmouth at £42.4m.
This is the level of funding that would previously have been provided
under the “Formula Grant” system

o The Government's estimate of Portsmouth’s share of National
Business Rates is £38.1m. Since this is less than our Baseline Level
of Need by £4.3m, the City Council will receive a “Top Up” of £4.3m

o The “Top Up” of £4.3m will be indexed linked and will not vary for any
other reason until 2020

o If Portsmouth’s actual Business Rates collected (i.e. at 49%) exceed
the Government Estimate of £38.1m, then that increase is retained by
the City Council for each year up to 2020. Equally, any reduction in
Business Rates collected will lead to reduced funding.

o Our estimate is that the retained share of Business Rates for 2013/14
will be £39.0m i.e. £0.9m over the figure upon which our Finance
Settlement is based. This has been added to the City Council’s
funding levels in the 2013/14 Budget

o Business Rates are subject to appeals and therefore the sums
receivable by the City Council can be volatile

o A 1% change in Business Rates collection will result in circa £400,000
change in funding

o The “Needs Baseline” will be reset in 2020. This is likely to remove any
significant gains or losses in actual Business Rates collected.

A cap of a 2.0% increase in Council Tax is imposed (which would amount
to an annual sum of £1.2m for Portsmouth). Any increase beyond 2.0%
would require acceptance via a local referendum

A further Council Tax Freeze Grant is being offered to Local Authorities
equivalent to a 1.0% increase in Council Tax for Authorities that do not
increase or reduce their level of Council Tax. This grant would be payable
for 2 years only and would amount to £0.7m per annum for Portsmouth.

The financial impact of the abolition of Council Tax Benefit and the
replacement with the Local Council Tax Support Scheme has been
reflected within the Council’s Finance Settlement and has resulted in a
reduction in funding amounting to £1.2m
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e The funding deductions from Local Authorities for their Central Costs
which should transfer to Academies takes effect from 2013/14 and is
based on a pro-rata apportionment of pupil numbers. It is expected that
the financial impact of this will be a reduction in funding in 2013/14 of
£600,000 with a further £600,000 reduction in funding in 2014/15

¢ Home Office grants have yet to be confirmed

Cumulative Effects of the Overall Local Government Funding System

7.10 Over the past 2 years and including the coming year, the emphasis of the Local
Government Funding system has changed considerably. There are now clear
financial incentives for Local Authorities to foster business growth, increase the
number of homes and increase employment. This is illustrated by the following:

e The Business Rates retention scheme allows the City Council to retain
circa £400,000 for every 1% increase in Business Rate growth. Equally,
the City Council will lose £400,000 for every 1% decline in the Business
Rate base

e For every new home built over and above the national average, the City
Council is able to retain circa £1,450 p.a.

e The risk of increased numbers of households requiring financial support to
pay their Council Tax (formerly Council Tax Benefit) will now fall on the
City Council. The City Council therefore will be worse off if caseloads
increase and better off if caseloads fall. The current value of the Council
Tax support provided through the scheme to be implemented in 2013/14 is
£11.2m, each 1% change therefore will represent a cost / saving of £0.1m

It is important therefore that when the Council is developing policy and strategy

and making its decisions Revenue and, perhaps more importantly, on Capital
that it is cognisant of these financial incentives.

Review of Forecast Savings Requirement for 2013/14 of £15m (£17m in a full year)

7.11 Following the announcement of the Local Government Finance Settlement and
having reviewed some of the other core assumptions within the Council’s
forecasts for 2013/14, the £15m savings requirement (E17m in a full year)
approved by the City Council on the 11™ December 2012 remains sufficient to
maintain the strong financial position of the City Council. The Budget proposals
contained within this reEort, taken together with the Budget proposals made
and approved on 11" December 2012 (subject to consultation where
appropriate), make reductions of these sums.
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Council Tax Proposals 2013/14

7.12 The Council Tax Freeze Grant offered to Portsmouth amounts to £0.7m.

7.13 The choice for the Council therefore, is either to take a Council Tax Freeze
Grant amounting to £0.7m per annum for the next 2 years which will then be
withdrawn, or, to increase the level of Council Tax by up to 2.0% amounting to
£1.2m per annum which will then remain a funding source in perpetuity.

7.14 In context however, neither the Band D rate nor the full Council Tax is paid by
the majority of households as set out below:

e 53% of households in Portsmouth pay the full Council Tax
e 22% of all households in Portsmouth receive Council Tax Support
e 87% of all households in Portsmouth are in Council Tax Bands A-C

7.15 Members should be aware that the current level of Council Tax charged by
Portsmouth City Council is 8% below the average of other similar Authorities.
In financial terms this means that PCC receives £5.5m p.a. less in Council Tax
income than the average of similar Authorities.

7.16 The Administration’s proposal is to set an increase in Council Tax of 1.95%
which for the average household in Portsmouth (Band B) will represent an
increase of 34 pence per week. This level of increase is substantially below the
current level of inflation and follows three consecutive years of Council Tax
freezes. Given the cumulative impact of the funding reductions (circa 35%)
over the course of the period 2011/12 to 2014/15 and the need to continue to
provide essential services at an acceptable standard, the Administration believe
that a further Council Tax freeze and the associated financial implications are
not sustainable for service delivery in the medium term. In particular, with a
Council Tax freeze compared to a Council Tax increase of 1.95%, the City
Council would forego £0.4m in funding each year over the next 2 years,
followed by a further reduction in funding of £0.7m per annum thereafter (i.e.
£1.1m per annum from 2015/16 onwards).

Proposed Budget Savings 2013/14 — £15m (£17m in a full year)

7.17 The City Council has approved a savings requirement of £15m (equating to
£17m in a full year). To ensure that these savings are delivered in a timely
manner, in December the City Council approved (subject to consultation where
appropriate) early savings of £8.1m for 2013/14 (equating to £9.1m in a full
year). The proposals set out in this report are the remaining savings required
of £6.9m for 2013/14 (£7.9m in a full year). Across the whole £15.0m of
required savings, the Administration have first sought to minimise the impact of
cuts on core Council services through efficiency measures via its
Transformation Programme and also to protect the most vulnerable in society.
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Proposed Remaining Budget Savings 2013/14 — £6.91m (£7.91m in a full year)

7.18 The remaining savings are presented in Appendix B. The savings amount to
£7.48m which are £0.57m in excess of those required. The Administration
however, have increased the level of savings that they were required to make
in order to be able to fund additional Budget Pressures.

7.19 The savings are proposals only for the purposes of setting Portfolio Cash Limits
and the overall City Council Budget and whilst most are likely to be
implemented, there will be some that require further consultation and Equality
Impact Assessments to be considered before any implementation can take
place. For this reason, it is recommended that any savings proposed set out in
Appendix B can be altered, amended or substituted with alternative proposals
amounting to the same value and that the relevant Portfolio Holder be given
delegated authority to make such changes accordingly.

7.20 As required by the Council resolution of 11" December 2012, the on-going
impact of the savings proposals presented in Appendix B should now amount to
at least £7.91m in 2014/15. The Budget savings proposed actually amount to
£8.39m with the surplus of £0.48m being used to fund the additional Budget
Pressures previously described on an ongoing basis. These have also been
incorporated within the future years' forecasts as set out in this report.

7.21 The proposals contained within this report will reduce Senior Management by a
further post. Since 2007, senior management costs have reduced by circa
£1.35m per annum.

7.22 Inevitably, the savings proposals also affect staff. The City Council currently
employs about 4,000 staff outside schools and the proposals contained within
this Budget are expected to result in a reduction in headcount of circa 130. Itis
expected however, that through managing vacancies, using the Council’s
redeployment process, flexible working and flexible retirement policies, that the
number of compulsory redundancies will be much fewer.

Proposed Budget Pressures 2013/14 — Provision £1.3m

7.23 Contained within the City Council’s forecast Budget for 2013/14 was a provision
for Budget Pressures of £1.3m. This was intended to cover some specific
demographic pressures that were anticipated but also the “unknown
unknowns”. This money was taken into account in deriving the overall £15m
savings target and therefore, if not utilised completely, is available to count
towards the savings requirement or if exceeded would add to the savings
requirement.

7.24 The Administration has paid careful attention to the Budget Pressures facing
services, the impact of rejecting those Budget Pressures and any mitigating
action that might be taken to minimise that impact. In particular, they have
chosen to award Budget Pressures over and above the £1.3m (by proposing
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additional savings) primarily to fund the increases in demand for Adults and
Children’s Social Care. The proposed Budget Pressures amounting to £1.87m
to be added to Service Cash Limits are set out in Appendix C.

7.25 The savings and budget pressures recommended by the Administration are
shown in the following Appendices:

e Appendix B Budget Savings deducted from Cash Limits

e Appendix C  Budget Pressures added to Cash Limits

Other Provisions Contained within the Proposed Revenue Budget 2013/14

7.26 Other budget provisions and adjustments contained within the budget

proposals include the following:

¢ An allowance for a pay award in 2013/14 of 1%

e Overall contingency provision to cover known and anticipated financial risks of
the Council amounting to £7.0m (£6.3m in 2012/13), especially those relating

to increases in demand for Adults & Children’s Services

e Revenue contributions to the Capital Programme amounting to £0.9m (£3.4m

in 2012/13)

e Adjustment to reflect revised income from the Port and MMD

Adjustment to forecast borrowing costs

Summary of Overall Net Savings Target - £15m (E17m in a full year)

7.27 To achieve the overall net savings target of £15m (E17m in a full year), the

Administration is making the following proposals:-

Description 2013/14 | 2014/15
£000 £000

Previously Approved Savings — 11™ December 2012 8,090 9,0