From: Peter Oakford, Deputy Leader and Cabinet Member for
Finance and Traded Services

Eric Hotson, Cabinet Member for Corporate and
Democratic Services

Susan Carey, Cabinet Member for Customers,
Communications and Performance

David Cockburn, Head of Paid Service and Corporate
Director, Strategic and Corporate Services

To: Policy and Resources Cabinet Committee - 18" January
2019

Subject: Capital Programme 2019-22, Revenue Budget 2019-20
and Medium Term Financial Plan 2019-22

Classification: Unrestricted

Summary:

County Council received a report and presentation on the Autumn Budget
Statement on 18" October 2018. That report set out an update to the Medium
Term Financial Plan (MTFP) for 2019-20 including progress on proposals to
resolve the unidentified gap in the original plan, and high level outline plans for
2020-21 and 2021-22. The report marked the start of a communication and
consultation campaign to support decisions on the final budget in February.

The final draft budget proposals were published on 2" January 2019 to support
the scrutiny and democratic process through Cabinet Committees, Cabinet and
culminating in the annual County Council budget setting meeting on 14t
February. This report provides Policy and Resources Cabinet Committee with
an opportunity to comment on the draft budget proposals and make
recommendations to Cabinet Members as part of this process.

Members are asked to bring to this meeting the draft (black combed) 2019-20
Budget Book document published on 2™ January 2019 as information from this
document is not repeated in this report.

Recommendations:
Members of the Policy and Resources Cabinet Committee are asked to:

a) NOTE the draft capital and revenue budgets and MTFP, including
responses to consultation and government provisional settlement; and

b) SUGGEST any changes which should be made before the draft is
presented to Cabinet on 28" January and full County Council on 14t
February.
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Introduction

The Local Government Finance Act 1992 and KCC Constitution requires
the Council to consult on and ultimately set a legal budget and council tax
precept for the forthcoming financial year, 2019-20. The accompanying
draft Budget Book and MTFP document (hereafter referred to as the
Budget Book) sets out the detailed draft proposals. This document is
designed as a reference document and includes a number of
sections/appendices. This report is produced as a guide to help navigate
the document. We have reduced the amount of information included in
the draft Budget Book for Cabinet Committees to help focus on the key
budget issues.

The democratic process through Cabinet Committees, Cabinet, and
ultimately full Council is the culmination of the budget setting process
which takes almost a year to evolve beginning almost immediately after
the budget is approved in February. This starts with the forecasts for the
subsequent year(s) in the MTFP as set out at the same time as the
approved budget for the forthcoming year, including the indicative central
government settlement. These are based on estimates and subject to
regular revision and refinement. It has become common that the MTFP
usually has an unidentified savings gap for the future years which needs to
be resolved, particularly so when future years are in a new spending
review period.

In the last three years we have reported an interim update of the MTFP to
County Council through the Autumn Budget Statement report. This
includes updates to the forecasts and progress on identifying solutions to
the unresolved gap. This also marks the launch of formal consultation as
required under the Council’s Constitution and is necessary to set a legal
budget and council tax. The draft budget published in January for the final
democratic process reflects the response to this consultation, further
updates to forecasts, and final proposed resolution of any outstanding
gap. Even then, this final draft can be subject to further changes leading
up to the full Council meeting in February (including any amendments
agreed at the meeting).

The final approved budget and MTFP is published in March.
Fiscal and Economic Context

The national fiscal and economic context is an important consideration for
the Council in setting the budget. This context does not just determine the
amount we receive through central government grants, but also sets out
how local government spending fits in within the totality of public spending.
This latter aspect essentially sets the government’s expectations of how
much local authorities would raise through local taxation.

In previous years we have set out a full analysis of the national economic
and fiscal context in section 2 of the draft Budget Book. This analysis has
been based on the Chancellor of the Exchequer's Autumn Budget and the
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Office for Budget Responsibility’s (OBR) economic and fiscal outlook. The
Autumn Budget is now the government’s main annual tax and spend
policy instrument. The March statement is now just an update to
economic and fiscal forecasts.

The Autumn Budget 2018 (AB18) was announced on 29t October (nearly
a month earlier that previous years) and was made against a highly
uncertain economic climate. Consequently, we are not convinced of the
value of publishing the full analysis in the draft Budget Book publication in
January bearing in mind the risk of further changes by the time of the
February Council meeting. Instead we will include a short summary in this
report for cabinet committees and provide the fuller analysis closer to the
County Council meeting in February.

The Chancellor retained his two main fiscal rules in AB18; the cyclically
adjusted budget deficit to be below 2% of Gross Domestic Product (GDP),
and total debt as % of GDP to be falling, both by 2020-21. The latest OBR
report suggests a stronger fiscal performance with total debt already
peaking at 85.2% in 2016-17 and reducing to 83.7% forecast for 2018-19
and 79.7% for 2020-21. The annual deficit is predicted to reduce from
1.9% in 2017-18 to a forecast 1.2% in 2018-19. This improved
performance is derived from higher than previously forecast economic
growth (despite poor performance in first quarter of 2018 due to adverse
weather), lower than planned public spending in 2017-18, and higher
forecast tax yields for 2018-19 and beyond.

This improved performance allowed the Chancellor additional headroom to
increase public spending plans and reduce some taxes in AB18. Most of
the additional spending was allocated to the NHS, although some
additional monies were allocated to local government including extra
funding for social care in 2018-19 and 2019-20, road maintenance in
2018-19, one-off injection for schools in 2018-19, and removing the
borrowing cap on local authority social housebuilding. There was also
additional spending to support the implementation of Universal Credit and
defence spending.

The tax reductions included increases in personal allowances on income
tax, freezing fuel and alcohol duties, increases in business investment
allowances and new buildings allowances, and reductions in business
rates for medium sized high street premises. Some additional tax is
planned to be raised from extending the reforms to off-payroll working
(IR35) to larger private sector organisations, and introduction of new digital
services tax on the revenues of digital businesses, both from April 2020.

The changes result in the forecast budget deficit initially increasing from
£25.5bn in 2018-19 to £31.8bn in 2019-20 (1.2% of GDP to 1.4% of GDP),
before then reducing in later years. The Chancellor retained £15.4bn
(0.7%) of the headroom to the 2% deficit target to hedge future economic
and fiscal uncertainty.

The provisional local government finance settlement was announced on
13t December. This announcement is one of the key elements of the
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Council’s budget process as it includes several significant grants and
council tax referendum principles.

In previous years the settlement has included changes to the distribution
of government grants. The 2019-20 settlement had only minor changes to
the indicative allocations for 2019-20 in the 2018-19 settlement, notably
affecting business rate top-up following the 2017 revaluation and New
Homes Bonus (supported by additional money to maintain the 0.4%
baseline). The settlement included an additional distribution to all
authorities from the excess business rates levies paid to central
government and additional Rural Services Grant (the latter does not affect
KCC). The settlement confirmed the additional money announced in
AB18 for social care.

The 2019-20 settlement includes further substantial reductions to the

Revenue Support Grant (RSG) as per previous indicative allocations,
indexation uplift in business rate top-up, the final tranche of the Improved
Better Care Fund, and additional compensation for the business rate
reliefs announced in AB18. There was good news for the 162 councils
(including district councils in Kent) that negative RSG would no longer go
ahead. KCC’s RSG is reducing from £37.6m to £9.5m in 2019-20.

2.10 The settlement also confirmed that the council tax referendum threshold
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for 2019-20 will be 3% (unchanged from last year’s announcement), and
the final year of the social care council tax precept is also unchanged (this
allowed for a 6% increase over the three years 2017/20, with no more than
3% in each of the first two years). The Autumn Budget Statement report
included KCC’s proposals for an increase up to but not exceeding the
referendum threshold, and final 2% social care council tax precept. The
settlement means the council tax proposals in the final draft budget are
unchanged from that report. The only changes to council tax from the
Autumn Statement are the notification of the estimated council tax base
and collection fund balances from districts (the Autumn Statement was
based on KCC’s own forecasts).

The settlement also confirmed that the Kent business rate pool between
KCC, 10 Kent district councils, and Kent and Medway Fire and Rescue
Authority, will be re-instated following the 2018-19 100% retention pilot
and the unsuccessful bid for a further pilot in 2019-20. The pool
announcement increases the County Council’s share of retained business
rates from the assumption included in the Autumn Statement report.

2.12 We have no indicative grants or council tax referendum limits for 2020-21

and beyond. We will not know these until after the outcome of the
Spending Review anticipated sometime during 2019. We are also
awaiting further details on the proposed 75% business rate retention
arrangements, and the reforms following the Fair Funding review. These
are likely to have a significant impact on future year's budgets and the
Council’'s MTFP, this uncertainty makes forward financial planning very
imprecise. The high-level three-year plan (appendix A(i)) in the final draft
Budget Book is based on prudent assumptions about the outcome of the
Spending Review, additional business rate retention, Fair Funding review,
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and council tax referendum principles consistent with the OBR
assumptions in their latest fiscal and economic outlook report.

Revenue Budget Strategy and Proposals

The Council’s revenue expenditure is what we spend on the provision of
day to day services e.g. care for the elderly and vulnerable adults,
supporting children in care, maintain and managing the road network,
library services, etc. It includes the cost of salaries for staff employed by
the Council, contracts for services commissioned by the Council, the costs
of servicing debt incurred to support the capital programmes, and other
goods and services consumed by the Council. Revenue spending
priorities are determined according to the Council's statutory
responsibilities and local priorities as set out in the MTFP, with the ultimate
aim of delivering the vision set out in the Strategic Statement.

The final draft budget book includes the following sections in relation to the
revenue budget proposals:

Section 2 — Revenue Budget Summary by Directorate

Section 3 — Key Service Analysis by Directorate

Appendix A(i) — High Level 2019-22 three-year Revenue Plan
Appendix A(ii) — Detailed 2019-20 Revenue Plan by Directorate
Appendix B — Budget Risk Register

e Appendix C — Assessment of Levels of Reserves

The revenue budget sections set out the planned spending on services,
the revenue plans in the appendices show the main reasons for year on
year changes.

In order to meet the legal requirement to set a balanced budget the
Corporate Director of Finance must be satisfied that it is based on robust
estimates and includes adequate provision for reserves to cover risks and
uncertainties. The 2019-20 draft budget includes provision for £59.5m of
additional spending demands (realignment of existing budgets plus
forecasts for future demand and cost increases) and £12.9m to replace
the use of one-offs on the 2018-19 approved budget. This combined
£72.4m of spending demands together with the £28.1m reduction in RSG
(referred to in paragraph 2.9) make up the total £100.5m budget challenge
for 2019-20.

The spending demands have only marginally increased from the £52.85m
forecast in the Autumn Statement report to County Council on 18t
October (after taking account of the additional £6.2m of spending from the
extra ring-fenced adult social care winter monies). This reflects the very
latest update in order to satisfy the robustness requirement. These
spending demands include the need to realign budgets based on current
activity/costs, future known unavoidable cost increases (including
contractual price increases, legislative changes and financing capital
programme), contingent sums for future eventualities (including estimated
demand, non-specific price increases and contract retender), and local
choices (including investment in services, and Kent pay scheme).
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The 2019-20 draft budget includes savings and income proposals of
£42.9m. This is less than the £57.5m identified in the Autumn Statement
report to County Council and resolves the £16.4m unidentified gap
reported at the time. The reduced savings are possible following the
additional grant announcements in AB18 (paragraph 2.9 above), as well
as a higher than forecast council tax base estimate (paragraph 2.10) and
the additional proceeds from the reapproval of the business rate pool
(paragraph 2.11).

The revenue budget can be summarised in the updated version of the
equation reported to County Council in the Autumn Statement and
presentation by the Acting S151 Officer at the meeting (as shown below).
This equation assumes the Council agrees the proposed council tax
precept increases up to but not exceeding the 3% referendum limit and the
2% social care levy. Section 6 of this report sets out in more detail the
main revenue spending demands and savings/income proposals for the
whole council budget.

FINANCIAL CHALLENGE SOLUTION
| f000 _g£00O] | £000] _ £000

e Spending Demands 59,527.5 e Council Tax 40,3551
- realignment -9,491.4 e Business Rates -4.482 .4
- unavoidable 31,249.6 e Savings 42.,855.3
- contingent sums 28,967.5 - I[dentified 32,005.3
- local decisions 8,801.8 - Use of reserves 10,850.0
e One-offs 2018-19 12,858.6
e Grant Reductions 28,153.0 e GrantIncreases 21,811.1
100,539.1 100,539.1
3.7 The 2020-21 and 2021-22 plans are presented at a high level for the
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whole council in appendix A(i). As identified in paragraph 2.12 this
represents a prudent estimate of future funding following the Spending
Review and possible changes to the funding distribution for local
government as a whole. The plans also include forecasts for future
spending pressures, replacing the use one-offs to balance the previous
year’s budget, forecast council tax base and council tax referendum limits,
and the estimated need for further savings (including full year effect of
previous years, future identified options and unidentified gap). There are
so many uncertainties that there is little to be gained from setting future
plans in any more detail at this stage.

Budget Consultation

As described in paragraph 1.3 consultation on the Council’s revenue
budget and council tax proposals was launched on 11t October to
coincide with the publication of the Autumn Budget Report to County
Council. The consultation closed on 21st November. This consultation
sought views on council tax and KCC’s budget strategy. The consultation
was web based supported by a social media campaign. This approach
achieved the aim of increased engagement at lower cost and received a
total of 1,717 responses (compared to 965 responses last year).
Furthermore, there were fewer numbers who started a response but did
not complete (698 compared to 953 last year).
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The campaign also aimed to increase public understanding of the
Council’s budget and the financial challenge arising from rising demand
for/cost of providing Council Services, reductions/changes in central
government funding, the need to find cost savings whilst at the same time
protecting valued services, and impact on council tax. We will need to
undertake further evaluation of the extent to which these aims were
achieved.

Overall there were fewer proportion of respondents supporting council tax
increases than in previous years although in general the suggestions
where the Council could make alternative savings would not balance the
budget equation. In relation to the budget strategy a significant majority
either agreed or strongly agreed that this should support delivery of the
three strategic outcomes outlined in the Council’s Strategic Statement. A
comprehensive report on consultation activity and responses is published
on the Council’s website (see link in background documents).

Capital Programme

Capital expenditure is spent on the purchase or enhancement of physical
assets where the benefit will last longer than the year in which it is
incurred e.g. school buildings, roads, economic development schemes, IT
systems, etc. It includes the cost of purchasing land, construction costs,
professional fees, plant and equipment and grants to third parties. As with
revenue, capital spending plans are determined according to the Council’s
statutory responsibilities and local priorities as set out in the MTFP, with
the ultimate aim of delivering the vision set out in the Strategic Statement.

Capital spending has to be affordable as the cost of interest on borrowing
and setting aside sufficient provision to cover the initial investment funded
by loans over the lifetime of the asset, are borne as revenue spending
each year over a very long period. This affordability would also apply to
invest to save schemes which need to have a reasonable payback.

Section 1 of the draft Budget Book sets out the proposed 2019-22
programme and associated financing requirements. The summary
provides a high level overview for the whole council, and the individual
directorate pages provide more detail of rolling programmes and individual
projects.

The 2018-21 programme was developed assuming a limit of no more than
£100m of additional borrowing for new schemes over the three-year
period. All of this capacity was used up in the three-year plan leaving no
room for new schemes in subsequent years. Since the original
programme was agreed some new projects have been committed e.g.
additional capital spending on highways schemes approved by full Council
in July 2018. We have also re-evaluated the programme where spending
can be reduced or can be fully externally funded.

However, some further additional capital spending is essential to meet
statutory responsibilities or will be an invest to save for the future. This
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spending would have to be funded from additional borrowing of £64.5m
over the three-year programme. We can fully mitigate the revenue impact
over this period through refinancing other schemes, but in the longer term
beyond 2021-22 this additional borrowing would have an estimated £4.5m
additional revenue cost for another 20/30 years.

Headline Budget Proposals

The Policy and Resources Cabinet committee has a remit which covers
both the budget directly managed by the Strategic and Corporate Services
(S&CS) Directorate, and the whole council. Individual cabinet committees
have reviewed the budget proposals for other directorates. The proposed
capital programme for S&CS is set out on pages 21 to 23 of the draft
Budget Book, the proposed revenue budget is set out on pages 45 to 48.

The Council’s revenue budget strategy continues to be based on the
equation shown in paragraph 3.6. This shows the additional spending
needed from demand and cost pressures, annual changes in central
government non-ring-fenced grants, council tax and business rates
proceeds, and savings/income necessary to balance the equation. This
section of the report explores the most significant elements of this
equation in more depth. There are some elements which still need to be
confirmed including the final proposals on spending demands and savings,
council tax base, local share of business rates and collection fund
balances. We are not expecting any material changes in the final
settlement following a short period of consultation which closes on 10t
January.

Spending Pressures

6.3

The spending pressures include a combination of known issues and

forecasts for the future. We have put a lot of additional effort into

categorising these between the sub headings shown in paragraph 3.6 to
better aid understanding of the underlying assumptions. The sub
headings include:

e Budget Realignment — this encompasses adjustments to right-size for
known variances in activity or cost identified through the 2018-19
budget monitoring, a modest provision for further variances which may
arise during the remainder of the year, and the removal of one-off
spending included in the 2018-19 base budget

e Unavoidable Spending — this encompasses impact of reductions in
ring-fenced grants, contractual price increases, additional spending
supported by new ring-fenced grants, new statutory responsibilities,
and additional interest and minimum revenue provision (MRP) on new
borrowing in the 2018-19 and 2019-20 capital programme

e Contingent Sums — this encompasses forecast amounts for future
demand pressures arising from rising population/ageing/increased
complexity/additional households/demand for assessments, forecast
additional capacity to deal with legislation changes, potential cost of
contract retenders, and non-cashable savings

e Local Decisions — this encompasses local decisions on Kent pay
scheme and service improvements e.g. additional revenue spending
for annual pot-hole campaign



A much fuller explanation of the spending pressures in each directorate is
set in appendix A(ii) of the draft Budget Book, pages 55 to 60.

Non-ring-fenced Grant Changes

6.4 The £28.1m grant reduction is the RSG as outlined in paragraph 2.10 and
published in the provisional local government finance settlement
announced on 13" December. This is the same reduction as shown in the
indicative 2019-20 allocation published as part of the 2018-19 settlement.
RSG reductions have remained unchanged from the original outcome of
2015 Spending Review (SR2015), which showed KCC’s RSG reducing
from £161m in 2015-16 to £9.5m in by 2019-20 (and in total from £246.7m
when the current local government system through business rate retention
was introduced in 2013-14).

6.5 The £21.8m grant increases includes the following main elements:

e £7.4m for the final tranche of Improved Better Care Fund in the
provisional settlement (including the original amounts announced for
2017-18 to 2019-20 in SR2015 and the additional amounts announced
in March 2017 Budget)

e £2.6m increase in business rate top-up in the provisional settlement
through the annual indexation of business rates

e £6.7m net increase in social care support between the £3.8m one-off
amount originally announced for 2018-19 and the £10.5m announced
for 2019-20 in AB18 (and confirmed in the provisional settlement)

e £2.8m share of the surplus business rate levy announced in the 2019-
20 provisional settlement

e £1.5m additional compensation in the provisional settlement for the
extra reliefs on business rates set out in AB18

e £0.5m additional New Homes Bonus (NHB) grant in the provisional
settlement from the annual refresh based on the latest four-year
growth and the additional money included in the provisional settlement
to maintain the 0.4% baseline in NHB calculation

Council Tax and Business Rates
6.6 The £40.4m additional council tax proceeds include the following
assumptions:

e £9.4m extra arising from 1.5% increase in the estimated council tax
base due to new dwellings and changes in council tax discounts. This
is subject to final notification of the council tax base later in January

e £20.2m extra from the proposed council tax increase up to but not
exceeding the 3% referendum threshold (this would increase the
annual KCC element for a typical band C property from £1,100.16 in
2018-19 to £1,133.12 in 2019-20). This is subject to County Council
approval in February

e £14.0m extra from the proposed final 2% social care levy (resulting in
a total levy not exceeding the 6% allowed between 2017-18 to 2019-
20). This would further increase the annual KCC element for a typical
band C property to a total of £1,155.04 in 2019-20 and is also subject
to County Council approval in February

e £3.3m less in the assumed collection fund balance reflecting a lower
surplus on in-year collection than the previous year
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The £4.5m reduction in KCC’s share of retained business rates includes

the following assumptions:

e £1.0m extra from the increase in KCC’s baseline share of retained
business rates from the annual indexation and included in the
provisional settlement

e £1.4m extra from the estimated increase in KCC’s locally retained
share of growth including estimated proceeds from the local pool as
outlined in paragraph 2.11

e £7.4m less as a result of the 100% retention pilot approved for 2018-
19 not being repeated or replaced with new 75% retention pilot in
2019-20

Savings and Income

6.8

The £42.9m of savings and income include a total of £10.9m further use of
reserves. This includes £8.9m draw down from corporate reserves in
accordance with previous Section 151 assurances (and reserves we had
originally planned to draw down in 2018-19 but subsequently have been
able to leave in reserves this year), and additional contribution from Kings
Hill reserve to support the revenue budget. Details the £32m savings from
transformation, efficiency, income, new ring-fenced government grants,
debt repayment, directorate reserves, and policy changes are set out for
each directorate on pages 61 to 63 of the draft Budget Book.

Recommendations

Recommendations:

Members of the Policy and Resources Cabinet Committee are asked to:

a) NOTE the draft capital and revenue budgets and MTFP, including
responses to consultation and government provisional settlement; and

b) SUGGEST any changes which should be made before the draft is
presented to Cabinet on 28" January and full County Council on 14t
February.

8. Background Documents

8.1 KCC’s Budget webpage
https://www.kent.gov.uk/about-the-council/finance-and-budget

8.2 KCC’s approved 2018-19 Budget and 2018-20 Medium Term Financial
Plan
https://www.kent.gov.uk/ _data/assets/pdf file/0010/79714/medium-term-
financial-plan-and-budget-information.pdf

8.3 Autumn Budget Report to County Council 18" October 2018

https://democracy.kent.gov.uk/documents/s86875/Autumn%20Budget%20
Statement%20Final%20version.pdf
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8.4 KCC Budget Consultation launched 11t October 2018
https://www.kent.gov.uk/about-the-council/finance-and-budget/our-budget

8.5 Chancellor's Autumn Budget 2018 29" October 2018
https://www.gov.uk/government/topical-events/budget-2018

8.6 Office for Budget Responsibility fiscal and economic outlook 29" October
2018
https://obr.uk/efo/economic-fiscal-outlook-october-2018/

8.7 Provisional Local Government Finance Settlement 13" December 2018
https://www.gov.uk/government/collections/provisional-local-government-
finance-settliement-england-2019-to-2020

8.8 KCC report on 2018 Budget Consultation
https://www.kent.gov.uk/ data/assets/pdf file/0008/89891/Budget-
campaign-and-consultation-report-2019-20.pdf

8.9 KCC Draft Budget Book 2" January 2019

https://www.kent.gov.uk/ data/assets/pdf file/0006/89889/Draft-budget-
book-2019-20.pdf
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