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MEETING: AVON FIRE AUTHORITY
MEETING DATE: 16th December 2011
REPORT OF: Treasurer to the Fire Authority

Chief Fire Officer / Chief Executive

SUBJECT: 2012/13 Budget Strategy and Medium Term Financial Plan

for 2012/15

SUMMARY

This report provides Members with an update on the development of the 2012/13 budget
and the Medium Term Financial Plan (MTFP) for 2012/15. It gives a strategic overview of
the context in which the budget proposals have been established and outlines the main
assumptions that have been used to develop the budget plans.

This report also reviews the levels of earmarked and general reserves.

The Key Points to note are:-

The provisional formula grant for 2012/13 has been reduced by £0.145m or
0.64%. The MTFP has been updated to reflect further reductions in grant of 8.5%
in 2013/14 and 5% in 2014/15.

Net inflationary pressures and unavoidable growth amount to £1,299k.
The Transformation and Change process has identified savings of £1,155k.

An additional one-off grant (S31) of £673Kk, equivalent to a 3% increase in council
tax, has been made available if there is no increase in council tax.

Under proposals contained within the Local Government Resource review Fire
Authorities will be wholly funded from business rates from 2013/14 onwards.

The Localism Act received Royal Assent on 15 November 2011. One of the
changes being introduced by this act is the replacement of capping with the need
to hold a local referendum where the proposed council tax increase is in excess
of a limit determined by the Secretary of State. The limit announced for 2012/13
is an increase in excess of 4%.

For 2012/13 capital grant will continue to be distributed according to the formula
used for 2011/12. For the two years 2013/15 a proportion of the total grant will be
distributed according to population with the balance being subject to a bidding
process.
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RECOMMENDATIONS
Members are requested to:

1. Approve the approach and the current assumptions being used to develop the
2012/13 budget as outlined in tables 1 and 2. Note the budget options contained
in table 4 and the financial issues in paragraphs 19 to 27 and agree to its release
for consultation;

2. To note the need to agree a budget after giving further consideration to the
issues raised in this report, responses to consultation, result of representations
and any further information that is forthcoming. A further report will be presented
to members at the meeting on the 10 February 2012.

3. Maintain the level of working balance at £1.5m (3.3% of the proposed 2012/13
budget). To maintain the Austerity Reserve, estimated to be £2.4m, to facilitate
changes necessary to balance forthcoming budgets, the proposed use of this
reserve being outlined in Table 11. To note the projected level of reserves
contained within Appendix A;

4. Note the current position in terms of the development for the MTFP as set out in
table 11, the high level of savings target contained within it and the identified
financial risks contained within table 8.

5. To consider whether a formal response should be made to the Government’s
grant consultation. The deadline for a response is 16 January 2012.

6. Note the introduction of the Localism Act which received Royal Assent on 15
November 2011. Whilst no decision has been made on when the different parts
of this act will come into force the CLG have indicated that their aim is for many
of the major measures to come into effect in April 2012. The provision to abolish
Central Government capping and give local voters the power to approve or veto
excessive council tax rises will be effective for 2012-13. The Government has
announced that, for fire and rescue services, an increase in excess of 4% would
be considered excessive and would trigger the need for a referendum.
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BACKGROUND

1. Current year budget position - The latest budget monitoring report for 2011/12
forecasts that the revenue budget will be under spent by £746k. This underspend
has been included in the forecast level of reserves shown in Appendix A.

2. Economic Predictions - The Office of Budget Responsibility’s (OBR’S)
November 2011 Economic and fiscal outlook shows that:

e economic growth has been revised down to 0.9 per cent for 2011 and 0.7
per cent in 2012, with a slower recovery thereafter;

¢ the trend level of economic output has been revised down by about 3%
per cent by the end of the forecast period. Comparing the OBR’s trend
output projection with an extension of the Budget 2008 projection, trend
output will be around 13 per cent below the pre-crisis assumption by the
end of the forecast;

e public sector net borrowing and the structural deficit have been revised up
in every year of the forecast as a consequence of the weaker economy;
and

e public sector net debt as a proportion of GDP is forecast to peak at 78.0
per cent in 2014-15, 7.5 percentage points higher than forecast at Budget
2011.

Taking this into account the Chancellor of the Exchequer, in his end of year
economic statement, has said that Britain faces two extra years of austerity. In
addition to the 80 billion pounds already planned the Chancellor announced
further spending cuts of 8.3 hillion pounds in 2015/16 and 15.1 billion pounds the
following year in an effort to eliminate the structural deficit.

COMPREHENSIVE SPENDING REVIEW (CSR)

3. On 20 October 2010 the Government announced details of the CSR covering the
period 2011/12 to 2014/15. 2012/13 is the second year of the review period, the
key messages of which were as follows:-

e Formula Grant — For Fire Authorities there will be reduction in Formula Grant
over the 4 year period of 25% in real terms weighted, or ‘back loaded’ to the
second half of the spending review period i.e. 2013/14 and 2014/15. For
2013/14 the reduction in grant is £145k (0.64%)

e Specific Grants — Specific grants covering activities such as New
Dimensions would continue to be ring-fenced.

e Council freeze grant - For 2012/13 the Government has announced that it
will pay an additional grant, equivalent to a 3% increase in council tax, to any
FRA that sets its council tax at a level no more than for 2011/12. However,
unlike the grant for 2011/12, this will be a single one-off grant for 2012/13
only and will not be built into the baseline.
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e Borrowing - The Government is maintaining the flexibility of prudential
borrowing to enable investment in key local priorities.

LOCAL GOVERNMENT RESOURCE REVIEW

4.

Under existing arrangements, non-domestic rates (or business rates) revenue
collected by local authorities is pooled and redistributed to local authorities on a
per capita basis.

On 18 July 2011 Central Government issued a consultation document on its
proposals to allow councils to retain their locally-raised business rates. Eight
technical papers were subsequently issued on 19 August 2011 providing more
details of the Government's proposals. The consultation period ended on 24
October 2011.

The proposals in the consultation document represent a fundamental change in
the way that local authorities are to be funded from 2013/14. The intention is that
Local Authorities will be wholly funded from business rates with no Central
Government funding in the form of Revenue Support Grant.

For combined fire authorities two options have been proposed. For each option
the proposal is that a baseline would be set based on the settlement for 2012/13.
Under the first option the funding allocation for 2013/14 and 2014/15 would be
fixed in line with the baseline. Under the second option the funding allocation
(subject to a dampening mechanism) would be subject to the benefits from any
growth achieved by the billing authorities in its area but conversely would be
exposed to the risk of any negative growth.

At this stage there is not enough detail to fully understand the financial impact of
the proposals. A key issue is the level of the baseline.

PROVISIONAL FINANCIAL SETTLEMENT 2012/13

9.

It is expected that the formula grant for 2012/13 will be confirmed as follows:

Table 1 - Formula Grant Allocations

Grant  Reduction Reduction Contribution to Floor
the Floor £m Level

Year

2012/13 22.396 -0.145 -0.64% 0.294 3.40%

Note - For 2012/13 Avon FRS is contributing £294k to the floor. In developing the
medium term financial plan the assumption is that the floor contribution will no
longer be applicable.

10. A revised summary of the estimated changes in funding over the CSR period is

set out below:
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Revenue Support Grant Projections
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With inflation being higher than forecast the total real terms reduction for Avon is
now likely to be around 31% over the 4 year period equating to an absolute
reduction of approx 21%. Currently no firm indication of the likely grant levels for
2013/14 and 2014/15 have been given by the Government.

LINK TO AUTHORITY GOALS AND OBJECTIVES

11. The real terms reduction in future funding will provide a significant financial
challenge to the Authority. Whilst the financial challenge is a dominant driver for
change, it remains important that the Service’s future strategies continue to be
Service-led. This has been the basis upon which this Authority has developed its
financial planning arrangements over previous years
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The approved IRMP will be integrated with the final revenue budget and MTFP.
Our future strategies will strive to include the following principles whilst ensuring
that budgetary pressures can be met:-

¢ Improving the services to communities

¢ that we will do existing things differently and do new and different things

¢ that we constantly challenge ourselves on how we have done business in the
past and improve it

o that we have greater engagement around what is actually needed and what is

possible

e that reshaping includes staff and is evidenced based where possible

e that we have the highest standards of service delivery

e that partnerships are productive with us contributing to others agendas

¢ that we are more challenging to the provision of value for money

o that we exploit the “spare capacity” we have to achieve better society
outcomes

¢ that we manage the change programme in a structured, logical and
sustainable way which is well communicated to all affected

¢ that we have evaluation and review in place to keep us on track

o we will have a different approach to dealing with high volume, low risk
incidents such as Automatic Fire Alarms and small fires

DRAFT BUDGET 2012/13

12.

13.

14.

The build up of the draft revenue budget for 2012/13 is set out over the following
paragraphs

Summary of Assumptions - The following table outlines the key assumption
included in the budget for 2012/13:-

Table 2 Key Assumptions - 2012/13
Item

National decrease in Fire Formula grant -0.64%
Change in individual authority Formula Grant including impact of floors 0.00%
Capping limit Not known
Increase in tax base 1.6%
Collection fund surplus / (deficit) £'000 158
Increase in pay awards 1%
S31 grants will continue for USAR Yes
Any costs for retained pensions case to be met by Central Government Yes
General Inflation 3.50%

Collection Fund Surplus - Having consulted with the 4 Unitary Authorities in the
Avon Area, it is projected that there will be a net surplus of £158k for 2012/13.
This reduces the amount needed to be raised from Council Tax or met by
additional savings.
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15. Tax Base — The Council Tax is calculated by dividing the Authority’s precept (the
amount of money needed to fund the net budget requirement after allowing for
formula grant) by the tax base (the number of Band D properties within an area).
The Authority’s Tax Base for 2012/13 is projected to be 371,743 an increase of
1.6%.

16. Other Grants: - Government grants for USAR, Fire Link and the Council Tax
freeze grant for 2011/12 will continue to be paid as standalone grants, in addition
to formula grant.

17. Capital Programme: -Revenue contributions to the capital programme have
been increased by £643k over the current year in line with the Capital
Programme 2011 — 2015 approved by members on 1 April 2011. A draft
programme is contained within table 10.

18. The outline draft revenue budget is as follows:-

Table 3 Development of the 2012/13 Draft Budget

Gross Net
Expenditure Income Expenditure
£'000 £'000 £'000
Core Budget 2011/12 (Restated) 46,915 -2,186 44,729
- add back use of reserves 800 0 800
Revised 2011/12 Base Budget 47,715 -2,186 45,529
Pay and Prices
- Pay awards 238 0 238
- Energy Inflation 45 0 45
- Other inflation 388 -53 335
Commitments
- Capital financing (incl PPE funding) 643 0 643
- Other 38 0 38
Transformation and Change savings
- Employees -881 0 -881
- Other -305 30 -274

2012/13 Revenue Budget Requirement

Funding
- Central Government Support -22,396
- Collection Fund (surplus) \ deficit -158

Amount required from Council Tax before savings or use of Reserves
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The above table identifies that after allowing for identified pressures and cost
reductions the amount of funding required from Council Tax, savings or the use
of reserves is £23.1m.

STRATEGIC ISSUES

19.

20.

Issue 1 - Council Tax Freeze Grant (section 31 Grant) and the level of
Council Tax

For the current financial year 2011/12 the Government offered all Fire and

Rescue Authorities (FRA'’s) that delivered a council tax freeze an additional grant
equivalent to a 2.5% increase in Council Tax, which would be paid in each of the
four years of the spending review period. For Avon this grant amounted to £555k.

For 2012/13 the Government have announced that they also intend to make
additional grant available to those FRA'’s that again freeze their Council Tax in
2012/13. The additional grant available will be equivalent to a 3% increase in
Council Tax. However, an important difference is that the council tax freeze grant
for 2012/13 will be a one-off grant and will not be payable in future years. A copy
of the letter confirming this grant is attached as Appendix D.

Current Policy: To utilise the Section 31 grant and therefore maintain the council
tax at the current level.

Strengths- Avoids any capping issues and maintains Council Tax at current
level.

Weaknesses- Funding not built into the base and increases spending pressures
in 2013/14 onwards

As indicated above, because the council tax freeze grant for 2012/13 is a one off,
careful consideration needs to be given, not only to the impact in 2012/13, but
also to the potential impact on budgets in the medium term. Additionally, in
accordance with the provisions of the new Localism Act, the Government has
also announced that the level of Council Tax increase for 2012-13 that would
trigger the need for a referendum will be an increase in excess of 4%. The table
below identifies the financial impact in 2012/13 of four options:— Option A —
Council tax freeze, Option B — 3% increase in Council Tax, Option C — 1.8%
increase in Council Tax and Option D — 4% increase in Council Tax:
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Table 4 Suggested 2012/13 Budget Options

Option A Option B Option C Option D
No council tax 3% council 1.8% council 4% council

increase tax increase tax increase tax increase

£'000 £'000 £'000 £'000
Draft Revenue budget 45,672 45,672 45,405 45,899
Council Tax Freeze Grant -673 0 0 0
Use of Reserves £000 0 0 0 0
Budget Requirement 44,999 45,672 45,405 45,899
Central Government Support -22,396 -22,396 -22,396 -22,396
Collection Fund (surplus) \ deficit -158 -158 -158 -158

Amount to be met by Council Tax payers 22,445 23,118 22,851 23,345
Council Tax £60.38 £62.19 £61.47 £62.80
Council Tax increase £0.00 £1.81 £1.09 £2.42

Financial affects

Overall Budget Increase (excl. reserves

% Budget increase (excl. reserves) -1.16% 0.31% -0.27% 0.81%

21. Following the Chancellors announcement that austerity will continue for a further
two years until 2016/17 the financial impact of each of these options have been
shown for this period in the following table:

Table 5 - Impact of options on medium term financial plan
Variation in budget compared with Option B over 5 years

2012/13 2013/14 2014/15 2015/16 2016/17

£'000 £'000 £'000 £'000 £'000

Option A - 3% Council Tax freeze grant 0 -691 -709 -726 -744 -2,870
Option B - 3% increase in Council Tax

Option C - 1.8% increase in Council Tax -267 -273 -277 -283 -290 -1,390
Option D - 4% increase in Council Tax 227 235 244 251 257 1,214

The cumulative financial impacts of the options are shown in the chart below:
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22. For 2012/13 the financial impact on the overall budget of Option A and Option B
is cost neutral. However, because the Council Tax freeze grant is a one-off grant,
the affect in 2013/14 onwards of Option A is that additional savings of £673k
would need to be made to off-set the loss of grant. This saving will be in addition
to the £1.1m savings anticipated as part of the reduction in Revenue Support
Grant in 2013/14 announced in the Comprehensive Spending Review.

23. As a guide the net present value of Option B, increase the council tax by 3%,
using the current 10 year borrowing rate and an annual increase in Council Tax
of 2.5% would be £5.7m over a 10 year period.

24. How do we compare? - For the current year 2011/12 Avon has set the fifth
lowest Band “D” council tax (£60.38) compared with the other twenty three
combined fire authorities. Council tax levels range from £87.84 to £53.38 with the
average being £67.70. Full details are shown in Appendix C with a summary
shown below:

10
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Fire Authorities - Band "D" Council Tax 2011/12
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It should be noted that if Option D, increase council tax by 4% to £62.80 in
2012/13, was selected and all other fire and rescue authorities chose to freeze
their council tax levels Avon would still have the ninth lowest Band “D” council tax
level compared to the other twenty three combined fire authorities. This level
would also remain below the average for 2011/12 of £67.70.

25. Issue 2 — Capping \ Referendum

The Localism Act received Royal Assent on 15 November 2011. It includes
provisions to abolish Central Government capping and instead give the public the
power to approve or veto excessive council tax rises. The Secretary of State will
determine a limit for council tax increases which has to be approved by the
House of Commons. If an authority proposes to raise taxes above this limit they
will have to hold a referendum to get approval for this from local voters who will
be asked to approve or to veto the rise. This means that local authorities will
need to convince local voters, rather than central government of the case for
excessive rises in council taxes.

For 2012-13 the Government has announced that the level of Council Tax
increase for 2012-13 that would trigger the need for a referendum for fire and
rescue authorities would be an increase in excess of 4%.

11
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It is anticipated that the cost of holding a referendum would be substantial and
these costs would need to be included within the budget making the increase
even higher.

Current Policy: To avoid a referendum as the costs would be substantial and
the funds to cover these would need to be included within the budget or met by
additional savings.

26. Issue 3 - Use of Reserves

Current Policy: Reserves earmarked for identified issues will held for those
issues. The Austerity reserve will be used to facilitate changes that will result in
reduced expenditure in the future for example improved systems, redundancy
payments etc. Linked to longer term savings longer term reserves will not be
used to fund the gap between budget and income unless in exceptional
circumstances

27.1ssue 4 - The level of Capital Programme and funding arrangements

Issue: - Capital Grant for 2012/13 will be distributed on the same basis as the
current year. For 2013/14 and 2014/15 a proportion of the total grant available
will be distributed according to population whilst the balance being subject to a
bidding process. Any capital expenditure above the capital grant allocation will
need to be financed from revenue contributions, capital receipts, reserves or
prudential borrowing. Any capital expenditure that is financed from prudential
borrowing will incur interest and repayment costs.

Current policy:-. The budget and MTFP assume a level of borrowing that keeps
the revenue cost of capital to 5% of the net budget.

Options:- An increase in capital expenditure will result in a need to borrow
increasing revenue costs by approximately 10% - 13% per annum of the capital
sum. Increased capital expenditure of £1m would result in additional revenue
costs between £100k -£130k per annum.

COUNCIL TAX CALCULATION

28. Council Tax for 2012/13 — The Authority’s net budget requirement is met in part
by the formula grant comprising of the Revenue Support Grant and National
Business Rates. The rest is raised by the Council Tax. The estimated position for
2012/13 based on the draft budget based on option A is:-

12
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Table 6 Calculation of Council Tax for 2012/13 (Option A)

Gross Expenditure

£'000

Net Budget Requirement 44,999
Transfer from reserves 0
Net Budget after use of Reserves 44,999
Financed from:

Collection Fund surplus (deficit) 158

Formula Grant (-0.64%) 22,396

Precept Requirement from Council Tax 22,445
Total Funds 44 999
Assumed tax base

Bath and North East Somerset 64,444

Bristol City Council 137,089

North Somerset 78,839

South Gloucestershire 91,371
Total tax base 371,743
Tax rate for Band D property 2011/12 £60.38
Tax rate for Band D property 2012/13 £60.38
Increase in Band D charges 0.00%

RECONCILIATION WITH THE MEDIUM TERM FINANCIAL PLAN

29. The following table compares the revised assumptions in paragraph 19 with last

years MTFP. The variation in capital financing reflects the approved capital

programme and specifically the funding of the PPE/ICP replacement programme.
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Table 7 Changes in Financial Data and Assumptions

Item O,\r/li%i:npal Revised Variance £'000
Pay awards 2.0% 1% =277
Inflation 2.4% 3.5% 123
g:rﬂi:iilulfiig:sn)cing - (incl. revenue 81 643 562
Net growth \ savings -1,031 -1,099 -68
Use of Reserves 0 0 0
Formula Grant -0.6% -0.6% 0
Council Tax Freeze grant 0 -673 -673
Surplus on collection fund (estimate) 0 -158 -158
Tax base (latest estimate) 370,635 371,743 -71
Council Tax capping limit ? ? 0
Total 562

RISK AND SENSITIVITY ANALYSIS

30. Risk Management - The Authority’s risk management is assisted by the process
of budget preparation and monitoring already set out in this report. The Authority
also has a Corporate Risk Register which is under regular review. Risk Iltem 21 is
concerned with Financial Issues.

31. In terms of financial management a risk analysis has been undertaken and
identifies the following risks and appropriate mitigations:

14
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Table 8 Financial Risk Identification and Management

Item

Mitigation

Higher than budgeted pay awards

Working balance, vacancy management

Increase in employer pension contributions

Reserves and Balances

Higher than budgeted ill health payments

Reserves and Balances, Occupational Health

Legislation e.g. DDA

Prioritisation of R&M budgets; review prudential
code

Government formula limits Authority to floor
grant increase

Use of reserves, IRMP and MTFP

Reduction in Government funding

MTFP

Increased contribution to JTC sinking fund

Accounting treatment, utilisation of JTC

USAR funding incorporated into Revenue
Support Grant

Consulation, lobbying

Potential costs associated with maintaining
control functionality following demise of
regional control centre project.

Reserves, resilience payment

Costs associated with asset management
exceed capital funding. Changes to capital
grant allocation mechanism

Reserves, prudential borrowing, robust bidding
processes

Identified savings not achieved

Reserves and Balances. SMB monitoring

Major / sustained incident

Bellwin Scheme, reserves

ICT demands

Investment in resilience, reserve
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32. Sensitivity Analysis — The following analysis has been undertaken to identify
the potential impact of a change in the assumptions for a number of significant

areas.

Table 9 Sensitivity Analysis

Iltem / Risk

Pay awards
- Uniformed
- Other
Pensions
Uniformed employer contribution rate
- old scheme
- new scheme
Other employer contribution rate
Il Health Retirement
- Lower Tier (Crew Manger)
- Higher Tier (Crew Manger)
Council Tax Level
Inflation

Reduction in formula grant

Variation of
)

1%
1%

1%
1%
1%

1 occurrence
1 occurrence
1%

1%

1%

Estimated
Cost / Saving
£'000

195
43

169
20
43

62
125
224

79
225

As can be seen there is potential for significant variations in expenditure to occur
over the medium term. These issues have been identified and considered in the
reserves adequacy review summarised in Appendix A and incorporated into the

medium term plan.
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THE CAPITAL PROGRAMME

33. A draft capital programme has been prepared as follows:

Table 10 Estimated Capital Programme 2012 to 2015

34.

35.

36.

Investment Area 2012/13 2013/14 2014/15
£'000 £'000 £'000
Premises 500 500 500
Operational Equipment 125 90 90
PPE 1,300 0 0
Fleet 1,090 1,600 1,600
IT 100 200 200
Community Safety 0 0 0
Total 3,115 2,390 2,390
Funded by
Reserves 400 0 0
Grant 1,490 1,490 1,490
Revenue Contribution to capital 625 300 300
Prudential Code 600 600 600
Total 3,115 2,390 2,390
Notes

At this stage figures exclude slippage from the 2011/12 programme

Indicative 3 year capital programme - is set out above with proposed funding.
The revenue effects, including those of prudential borrowing, are included within
both the budget and the MTFP. Work is ongoing in updating the asset
management and capital strategies as part of the budget and business planning
cycle. Appendix B contains the current maintenance programme.

Capital Grant - The Fire Minister has announced that he had considered the
responses to the consultation on capital grant and had decided that for 2012/13
the grant (E70m) would be distributed according to the formula used for 2011/12
and there would be no bidding process. For the 2013/15 period a proportion of
the grant (E70m x2) would be distributed according to population and then FRS's
would be invited to bid for the remaining proportion. There was no indication of
the split between allocation and bidding pot. The bidding criteria would be issued
by June next year.

Prudential Borrowing — The proposed level of prudential borrowing is in line
with the Authority’s Prudential Indicators and Treasury Management Strategy and
Plan 2011 -2015 approved on 1 April 2011.
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PROVISIONS, RESERVES AND BALANCES

37. Working Balance — the Authority has decided that a balance of £1.5m or 3% of
net expenditure should be maintained.

38. Reserves - Appendix A to this report, details the financial risk assessment which
is used to support the estimated level of general and earmarked reserves. As
shown reserves are held for identifiable purposes, they are not considered
excessive, and there is no particular opportunity cost to holding them.

39. The Draft Budget — Although the draft plan for 2012/13 does not identify a need
to call upon reserves it is recognised that there will need to be a draw on
reserves over the MTFP to facilitate the expected change in the financial climate.
Further work on the plan is ongoing and will be available in February.

THE GOVERNMENT’'S APPROACH TO CAPPING

40. In accordance with the new Localism Act from 2012-13 the Government’s
capping powers have been abolished and replaced by the public having the
power to approve or veto excessive council tax rises. The Secretary of State will
determine a limit for council tax increases which has to be approved by the
House of Commons. If an authority proposes to raise taxes above this limit they
will have to hold a referendum to get approval for this from local voters who will
be asked to approve or to veto the rise. This means that local authorities will
need to convince local voters, rather than central government of the case for
excessive rises in council taxes.

For 2012-13 the Government has announced that the level of Council Tax
increase for 2012-13 that would trigger the need for a referendum for fire and
rescue authorities would be an increase in excess of 4%.

18
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MEDIUM TERM FINANCIAL PLAN

Table 11 Medium Term Financial Plan

Budget
2012/13 2013/14 2014/15

£'000 £'000 £'000

Council Tax Increase Target 0.00% 2.50% 2.50%

Base budget 45,529 44,999 44,556

Add loss of Council Tax Freeze Grant 0 673 0
Effect of pay and price increases, cost

of capital 618 646 1,057

Current base budget 46,147 46,318 45,613

Add Pressures / growth 681 7 0

Less Identified savings

Initial Budget

Additional required savings
Council Tax Freeze Grant (one-off)

Budget before use of reserves

(673)
44,999

44,556

44,212

Reserves | 0| 00 (700

Net Budget 44,999 43,856 43,512

Less Government Support (22,396) (20,761) (19,723)

Add \ Less effect of Collection Fund (deficits)

\ surpluses (158) 0 0

Net amount chargeable to Council Tax

Payers 22,445 23,095 23,789

Band D Council Tax £60.38 £61.89 £63.44

Budget Increase (excl use of reserves) (1.16%) (0.99%) (0.77%)

Key Financial Assumptions
Pay Awards 1.00% 1.00% 2.50%
Other Inflation 3.50% 3.50% 3.00%
Use of Reserves 0 (700) (700)
Estimated Council Tax base 371,743 373,170 374,990
Net Collection Fund Positions 158 0 0
Government Support -Real Terms (0.64%) (8.50%) (5.00%)

Earmarked Reserves

Balance 1 April
Utilised during year

Balance 31 March
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2012/13
£'000

3,598
0

3,598

2013/14

£'000

3,598
(700)

2,898

2014/15

£'000

2,898
(700)

2,198
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41. Development of the MTFP - The 2012/13 financial year is the last year of
relative certainty with regards to the level of the formula grant settlement. Further
reductions of 8.5% for 2013/14 and 5% for 2014/15 have been included in the
MTFP in line with the latest indications from the CLG.

42. Prudential Borrowing for capital expenditure — the strategy to limit revenue
effect to maximum of 5% continues.

43. Revenue Contributions to Capital — The Authority base budget includes a
revenue contribution to capital of £300k. For 2012/13 the planned revenue
contribution to capital is £625k, the increase being connected to the PPE
replacement.

44, Treasury Management — The Authority continues to delay long term borrowing
by utilising available reserves and balances until the gap between short term and
long term rates narrows.

45, Variables - There are many other variables that may have an impact on the level
of financial resources available to this Authority, such as the impact of inflation,
the extent to which the required savings can be achieved. The Medium Term
plan has assumed that there will continue to be increases in general inflation and
pay awards. The medium Term Plan also incorporates the effect of continuing
with the level of capital programme as identified in paragraph 33.

46. Pensions and National Insurance:- The MTFP anticipates that employer
national insurance contributions and employers pension contributions, both to the
fire fighters scheme and local government scheme remain unchanged.

47. Other Grant Funding — New dimensions and Fire Link grant remains ring
fenced, not reduced or mainstreamed with RSG.

48. Council Tax increases — Council Tax increases of 0% for 2012/13 and 2.5% per
annum for 2013/14 and 2014/15 have been used.

49. Future Savings — Based on the assumptions included within the MTFP the
Authority will need to identify additional savings in the region of £5m over the
three year period 2012/13 — 2014/15. The Service Management Board will be
working closely with Members to identify and deliver the necessary changes.

SECTION 25 REPORT

50. Members need to be aware that Section 25 of the Local Government Act 2003
requires the Treasurer to report to the Authority on the robustness of the
estimates including the budget and the adequacy of the reserves for which the
budget provides.

This will be included in the report to the Authority on the 10" February 2012.
CONSULTATION
51. Consultation - As a precepting Authority, Avon is required to consult over its
budget proposals. The purpose of this is to gauge the level of public support for

its overarching strategy to the budget so that this may be considered when
drafting the final budget proposals. By law the Authority is required to consult
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G:\FINANCE\word\committeereports\December 2011\Budget and MTFP - Revised 14-12-11.doc



person or bodies appearing to it to be representative of persons subject to non-
domestic rates about its proposals for expenditure (including capital expenditure)
in the next financial year. In this respect, it is suggested that this report is made
available to:

Unitary Authorities

Local MP’s

Business West

The Authority’s website

The Authority’s intranet

At Community Safety Centre’s

IMPLICATIONS

There are no specific issues arising from the content of this report. As the details of
any proposals for change are developed, such as for those included within the IRMP,
due regard will be given to the potential impact on the organisation, its staff, and
external agencies. The current and future forecasts set out above will need careful
managing over the medium term.

FINANCIAL

The financial impact of the budget for 2012/13 and the MTFP on council taxpayers is
assessed to ensure that proposals are both affordable and sustainable.

Consideration will be given to the outcome of the budget consultation exercise in
developing the final budget.

LEGAL

The Authority must budget within its means.

DIVERSITY

The budget supports a range of Equalities work and initiatives
CORPORATE RISK ASSESSMENT

There are many risks associated with budgets, resources and expenditures. These
are set out within the report.

ENVIRONMENTAL/SUSTAINABILITY

The budget supports a range of Environmental and Health and Safety works and
initiatives

HEALTH AND SAFETY

The budget supports a range of Health and Safety works and initiatives
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Appendicies:

A - Reserve Adequacy Analysis

B - Outline maintenance programme

C - Fire Authorities — Band “D” Council Tax levels 2011/12
D - CLG Council Tax Freeze letter

List of background documents: Held within the Finance Director's department

Report Contact(s): James Dack, Treasurer to the Fire Authority (ext. 235#)
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AVON FIRE AND RESCUE AUTHORITY Appendix A

Reserves Adequacy Analysis

Reserve Purpose Likelihood Impact 31 March
2012 £'000
Pension / Budget Pressure Reserve
To fund additional setup
RCC / Fire Link costs associated with RCC High Medium 400
and Firelink Costs
Prem|sg§/ H&S Reserve | To funds critical Premises / Medium Medium 100
critical works H&S works
Pension Reserve To fund fluct_uatlons inill High Medium 500
health retirements
Legal Fees Reserve Finance unexpected Legal Medium Medium 100
Costs
To support development of .
SWCDC Reserve SWCDC Medium Low 45
To support implementation of
Austerity Reserve new procedures / ways of High High 2,453
working

Total Earmarked

Reserves 3,598

Total Reserves 5,098
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AVON FIRE AND RESCUE AU‘THORITY Appendix B
Outline Maintenance Programme

Mechanical and

Building/ Electrical
Station Infrastructure Estimates
£ £

Blagdon 5,000 10,000
Paulton 10,000 8,000
Chew Magna 22,000 18,000
Radstock 10,000 5,000
Winscombe 29,000 15,000
Weston super Mare 95,000 80,000
Yatton 8,000 10,000
Bedminster 45,000 20,000
Temple Back 350,000 750,000
Nailsea 2,000 1,000
Keynsham 8,000 2,000
Pill 10,000 2,000
Bath / Bath Office 109,000 175,000
Avonmouth 40,000 15,000
Portishead 60,000 10,000
Thornbury 20,500 12,000
Patchway 45,000 8,000
Kingswood 74,000 60,000
Brislington 25,000 8,000
Clevedon 15,000 20,000
Southmead 38,000 15,000
Speedwell 35,000 15,000
Lansdown 42,000 30,000
Yate 38,000 50,000
Tech Centre, Avonmouth 1,500 0
Total 1,137,000 1,339,000
Revenue - repairs and maintena‘mce budget 507,000
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Appendix C — Council Tax Levels

Fire Authorities - Band "D" Council Tax 2011/12
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Appendix D

o®%e
: Communities www.communities.gov.uk
[ and Local Government community, opportunity, prosperity

®e®

Mark Rickard
Divisional Manager, Local Government Finance

Department for Communities and Local Government
Eland House

Bressenden Place

London SW1E 5DU

E-Mail: mark.rickard@communities.gsi.gov.uk

14 November 2011

Dear Chief Executive/Chief Fire Officer,
COUNCIL TAX FREEZE

The Chancellor of the Exchequer announced last month that the Government
intends to make funding available to help councils freeze their council tax in 2012-13.
| am writing to you today to give details of the terms under which the scheme will
operate. The key principles will be as follows:

1. As for 2011-12, this scheme will be voluntary, will be administered by DCLG
and will apply separately to each billing and major precepting authority in England
rather than to each council tax bill issued. Once again local precepting authorities,
such as town and parish councils, will not be included in the scheme.

2.  Funding will be supplied by DCLG to participating authorities before
31 March 2012 or very soon thereafter through an accrual of 2011-12 funds. Unlike
for 2011-12, the council tax freeze grant for 2012-13 will involve a single one-off
payment and this will not be built into the baseline (i.e. no further grant payments will
be made over the Spending Review period).

3. We will make special provision for the Greater London Authority (GLA), the City
of London and for authorities which have restructured but not yet equalized their
council tax. These special cases are dealt with in paragraphs 6 to 8 respectively.
Eligibility criteria for all other authorities, and the basis of grant calculation, are
explained in paragraph 4 below.

4.  If an authority sets its basic amount of council tax* for 2012-13 at a level which
is no more than its basic amount of council tax for 2011-12, it will be eligible to
receive a grant equivalent to an x% increase in its 2011-12 basic amount of council

! Subject to parliamentary approval the Government intends to implement the provisions in the
Localism Bill concerning council tax for the 2012-13 financial year. Clauses 62 to 65 of the Bill change
the provisions of the Local Government Finance Act 1992 which govern the calculation of council tax
in England. Consequently, for the proposed grant scheme in 2012-13, ‘basic amount of council tax’
will mean the amount set by an authority under section 31B(1) (if the authority is a billing authority) or
section 42B(1) (if the authority is a major precepting authority): but ignoring any local precepts issued
to or anticipated by a billing authority.
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tax multiplied by the authority’s tax base for 2012-13 (rounded to the nearest pound)
where -

(@) For police authorities, and single purpose fire & rescue authorities, X% =
3%;

(b) For the City of London , x% = 2.75% (see paragraph 7 below);
(c) For other principal authorities, x% = 2.5%.

5.  The higher rate of grant being offered to police and fire and rescue authorities
reflects the Government's commitment to protecting these frontline emergency
services. Subject to paragraph 7 below, it is not being offered to councils which
provide fire and rescue services because those services account for a very small
proportion of the councils' overall budgets.

6. For the GLA, if the amount calculated by the GLA under section 89(3)? of the
GLA Act 1999 for 2012-13 is no more than the same amount calculated by the GLA
for 2011-12, the GLA will be eligible to receive a grant calculated in two parts (the
aggregate being rounded to the nearest pound):

(@) a 2.75% increase in the amount calculated by the Authority under section
88(2) of the GLA Act for 2011-12 multiplied by the tax base for the whole of the
GLA'’s area for 2012-13;

plus

(b) a 3.0% increase in the amount calculated under section 89(4) of the GLA
Act for 2011-12 multiplied by the tax base for the metropolitan police district for
2012-13.

7. The offers based on 2.75% increases, at 4(b) and 6(a) above, reflect that:

(@) approximately half of the overall expenditure of the City of London is
devoted to providing police services; and

(b) expenditure on the London Fire and Emergency Planning Authority
(LFEPA) accounts for more than half the precept the GLA raises under section
88(2).

8. For a local authority which was restructured in 2009 and which calculated its
basic amounts of council tax for 2011-12 under Part 4 of the Local Government
(Structural Changes) (Finance) Regulations 2008 (SI 2008/3022) (‘the 2008
Regulations’), if the average basic amount of council tax for the whole authority for

2 Subject to parliamentary approval and the implementation of the Localism Bill, clause 65 of the Bill
will amend sections 88 and 89 of the GLA Act 1999 for 2012-13.
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2012-13 is no more than the same amount calculated for 2011-12°, the authority will
be eligible to receive a grant equivalent to a 2.5% increase in its 2011-12 average
basic amount of council tax for the whole authority multiplied by the authority’s tax
base for 2012-13 (rounded to the nearest pound).

9. Confirmation that any authority has set its basic amount of council tax for
2012-13 at a level which meets the terms of the scheme will be provided through the
usual annual return* made to this Department by 8 March 2012 for major precepting
authorities and 18 March for billing authorities.

10. DCLG will pay a single unringfenced grant in support of the scheme to each
eligible billing and major precepting authority based on the formulae described in the
above paragraphs. Payments to authorities will be made before or very soon after
31 March 2012 on the basis of the grant-making powers provided by section 31 of
the Local Government Act 2003.

11. The following points should be noted.

o That the arrangements for funding the 2011-12 council tax freeze® are
unaffected by this new offer from Government to help councils freeze their
council tax in 2012-13.

o An important difference between the two schemes is that the scheme for
2012-13 will comprise a one-off payment of grant, and is payable for one year
only. The scheme for 2011-12 is this year being paid out as ten monthly
payments. The intention remains that authorities will receive grant in relation to
the 2011-12 freeze in each of the remaining years of the Spending Review.

o For the avoidance of doubt, the “basic amount of council tax” to which | refer in
this letter is the amount that will be apparent to taxpayers resulting from the
normal requisite calculations of council tax. Once again it will therefore reflect
as expenditure those amounts which authorities have to pay to other bodies in
the form of levies — a factor which caused some debate during the introduction
of the freeze for 2011-12.

® Subject to parliamentary approval and the implementation of the Localism Bill, for the proposed
grant scheme in 2012-13 ‘average basic amount of council tax for the whole authority’ will mean the
amount calculated under section 31B(1) of the Local Government Finance Act 1992, or the amount
calculated under that section as modified by the 2008 Regulations (as the case may be): but in either
case ignoring any local precepts issued to or anticipated by the authority. As the 2008 Regulations
require that some equalization occurs each year until a single level of council tax is achieved across
the whole of an authority’s area, this could result in an increase in the council tax payable in some
parts of the authority’s area. The 2008 Regulations will require consequential amendment as a result
of the implementation of the Localism Bill.

* This is the current BR form which we expect to update and rename to reflect changes being
introduced by the Localism Bill. See also paragraph 13 below.

® The intention remains that authorities will receive grant in relation to the 2011-12 freeze in each of
the remaining years of the Spending Review.
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12. We have estimated the awards each authority would receive if they chose to
freeze their council tax for 2012-13 based on a three year geometric mean of their
tax base. These estimates will be published today on DCLG’s website to assist
authorities with their budget planning. Actual grants payments will, however, be
based on the tax base figures included in the return mentioned in paragraph 9.

13. DCLG have started to engage with stakeholders about any changes needed to
the Budget Requirement forms to reflect changes to be introduced by the Localism
Bill. We will write again to chief finance officers in order to clarify how the data on
which grant calculations are to be based is related to the data items set out in the
revised form.

14. This new scheme offering a freeze in council tax for 2012-13 will not affect the
Transition Fund. The Government has made it clear that to provide certainty in
advance for local authorities, as part of the two year settlement, the Transition grant
will not take account of any further changes.

15. If you require any further information regarding the contents of this letter please
do not hesitate to e-mail:

counciltax.consultations@communities.gsi.gov.uk

or contact David Kelly at this address, or on telephone 0303 444 2099.

| am copying this letter to chief finance officers, the Welsh Government, the Chair of
the Local Government Association, the Chair of the Association of Police Authorities,
the President of the Chief Fire Officers’ Association, the Chief Executive of the
Chartered Institute of Public Finance and Accountancy and other representatives
bodies such as those that cover parish councils.

Yours sincerely,

JX/ Y. »
Lo M'L V4 /"‘ZJEX_«_:D

Mark Rickard
Divisional Manager, Council Tax
Local Government Finance
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