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PURPOSE OF REPORT

To seek Council approval for the budget proposals contained within this report.

SUMMARY

Published on 11th December 2013, the key points of the Final Local Government Settlement
for Wales are:-

e There have been two transfers into the settlement totalling £7.636m, details of which are
provided in Table 2.

* The Revenue Support Grant (RSG) for Caerphilly CBC for the 2014/15 financial year is a
reduction of 2.91% after adjusting for new responsibilities i.e. a RSG decrease of
£8.130m (including Outcome Agreement).

e The capital allocations available to Caerphilly in the RSG and from the General Capital
Grant have increased by £22k from the previous year.

The proposals contained within this report deliver (excluding external grant funding) a
balanced budget for 2014/15 on the basis that Council Tax is increased by 3.9%. Table 1
below provides a summary:-

Table 1 — Summary

Paragraph Description £m £m

5.2.1 Whole Authority Cost Pressures 5.695

5.3.1 Inescapable Service Pressures 3.108

541 Reduction in WG RSG Funding 8.130

5.7.5 Savings Achieved in Advance 0.122

5.7.5 Savings Proposals 2014/15 (including 14.598
Council Tax Surplus 2013/14)

6.1 Revenue Contribution to capital 0.186

5.8.3 Council Tax Uplift (3.90%) 2.399
TOTAL 17.119 17.119
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Table 2 provides details of funding that is transferred into the RSG as part of the 2014/15
financial settlement:-

Table 2 — Transfers in 2014/15

£m
Council Tax Reduction Scheme Administration Subsidy 0.328
Private Finance Initiative Grant 7.308
TOTAL 7.636

Table 3 provides details of other passported grants included in the WG financial settlement:-

Table 3 — Other Passported Grants 2014/15

£m
Council Tax Reduction Scheme (CTRS) (10% shortfall) 1.231
Local Government Borrowing Initiative (LGBI) - Highways 0.194
Council Tax Pensioners Grant 0.246
First Steps Improvement Package 0.171
Other (0.146)
TOTAL 1.696

Passported grants have historically been allocated to the relevant service area. For the
Council Tax Pensioners Grant, Members will need to agree a scheme for distributing the
funding. During the 2013/14 financial year the Welsh Government prescribed a national
scheme to enable local authorities to use the funding to further help those pensioners who
were already receiving some (i.e. less than 100%) Council Tax reduction (formerly Council
Tax benefit) to reduce the amount of Council Tax they had to pay, by between £5 and £100,
depending upon how much their bill was after the Council Tax reduction amount and any
discount or exemption awards had been deducted.

For the 2014/15 financial year it will be for each Local Authority in Wales to decide whether to
use this funding to operate the same scheme or a different scheme. Alternatively, do nothing
from the 1st April 2014 to help pensioners with their Council Tax bills but spend the money on
something else.

Given the fact that there is not enough time before the required implementation date (1st April
2014) to carry out a full consultation on any alternative schemes, it seems reasonable to
recommend that the Authority administers a scheme for 2014/15 that is in accordance with the
details laid down by WG for 2013/14. This will remove the need for further consultation at this
time; however, any future review would have to include a full consultation to consider all
options for 2015/2016, with a report to Policy & Resources Scrutiny Committee in the first
instance during the Summer 2014.

The net 2014/15 revenue budget for the Council (including transfers in) if approved, would be
£332,032m (as shown in Appendix 1).

LINKS TO STRATEGY

Budget decisions impact on all Council Strategies. This report relates, primarily, to the
efficient and effective use of the Council’'s revenue and capital resources.

ECONOMIC OUTLOOK — MEDIUM TERM FINANCIAL STRATEGY

It is clear from the financial settlement that Local Government in Wales faces a period of
severe austerity.
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Following the announcement of the WG final settlement a report was presented to Cabinet on
19 December 2013, which included details of the savings target to be achieved by 31 March
2017, totalling £28.044m as shown in Appendix 2a. This is based on WG's indicative further
cut of 1.34% in the RSG for 2015/16. In the absence of indicative figures from WG for 2016/17
a further reduction of 1.34% has been assumed. A summary of the savings requirement is
provided in Table 4 below: -

Table 4 — Cash Savings Targets

Year Annual Cash Cumulative Cash
Savings Target Savings Target
£m £m
2014/15 14.640 14.640
2015/16 6.462 21.102
2016/17 6.942 28.044

Members should note that the risk of a cut above the assumed level of 1.34% for 2015/16 and
2016/17 remains and for each additional 0.5% reduction in the RSG, further savings of £1.4m
would need to be found.

As in previous years, WG have, through the RSG formula, placed a requirement on Local
Authorities to include provision of a 1% protection above the percentage applied by Central
Government to WG's block grant each year for the next 3 years for Schools. For 2014/15
Local Authorities have been allowed by WG to use the Pupil Deprivation Grant increases to
reduce this commitment from £935k to £505k. This is summarised in Appendix 2b.

2014/15 BUDGET PROPOSALS

This section of the report sets out the detailed budget proposals for consideration for the
2014/15 financial year.

Whole Authority Cost Pressures (£5.695 m)
The whole Authority cost pressures totalling £5.695m are set out in Table 5 below: -

Table 5 — Whole Authority Cost Pressures

£m
. Pay excluding Teachers and other School staff @ 1% (Pay awards for 1.113
Schools are provided within the cash pledge)
. Living wage at £7.65 per hour (increase assumed at 20 p per annum - 0.164
excludes Schools)
. Non pay inflation 1.5% (net of 1.5% fess & charges increases) 1.466
. WHQS — Capital Charges 0.792
. Supported Borrowing (Capital Financing) 0.270
. Local Government Borrowing Initiative - Highways 0.194
. Other Passported Grants to be supported by the Council 1.696
5.695

As in 2013 the backdated arrears in respect of Living Wage to 1st November 2013 totalling
circa £50k can be met from General Fund balances, if agreed by Council. Members are
advised that in 2012/13 service areas were able to absorb these arrears. This is likely to be
the case in 2013/14, but it is prudent to set a sum aside.
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Service Commitments/Service Pressures (£3.108m)

The Council continues to manage within its means and is again projected to deliver a
balanced budget overall for this current financial year to 31 March 2014, as reported to Policy
and Resources Scrutiny Committee on 21 January 2014. It is incumbent upon Council to set a
realistic budget each year. Table 6 provides details of those inescapable service
commitments/pressures that have been identified and require consideration in respect of
funding.

Table 6 — Inescapable Service Pressures and Other Service Commitments

£m
CTRS additional liability 0.533
Annual Landfill Tax increases 0.240
Meeting the Schools Pledge (see Appendix 2a) 0.935
Social Services Demographics 1.000
Welfare Reform — implementation costs 0.100
Other Service Pressures 0.300
TOTAL 3.108

Welsh Government (WG) Funding (£8.130m Reduction)

The WG RSG Settlement decreased the available funding by 2.91% for the 2014/15 financial
year, which reduced the amount available for Caerphilly CBC by £8.130m in cash terms.

Outcome Agreement (£1.905m)

The allocation of the Outcome Agreement of £1.905m continues to support key services that
help the Council deliver its key strategic priorities.

Events

During the course of the budget preparations the Council has again been approached by the
external organisers of a number of prestigious events including the Proms in the Park and the
Tour of Britain. We have always endeavoured to be supportive wherever possible and have
funded a number of these events from a combination of balances and service underspends.
However, because these requests have only ever been on a year-by-year basis (and
sometimes after the Council budget has been set) then we have never made formal budget
provision for the costs. Experience over recent years has now provided quite accurate costs
for these events and it is now clear that they are significant e.g. circa £79k for Proms in the
Park and £51k for the Tour of Britain.

If Members are minded to support these events in future then it is imperative that formal
budgets are established and this will have to be at the expense of other service provision e.g.
further service reductions/cuts in addition to those identified in this report.

In recognition of the budget difficulties, Council officers have recently gone back to the
organisers to see whether there is any possibility of the events being run in the County
Borough at zero cost for the Council Tax payer (or with significantly reduced costs). However,
as these requests have only recently been made we are awaiting formal responses. Members
will be verbally updated at the Council meeting as to the current position.

The agreed budget strategy has been prepared on the basis of no service growth other than
in exceptional circumstances. Unless Members determine that additional budget is to be
made available then regrettably these events will not be supported in 2014/15. The existing
events budget (for local Council organised events such as Caerphilly Big Cheese) remains in
the budget for 2014/15 but will, alongside all discretionary services, be subject to review and
scrutiny for future years.
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2014/15 Savings Requirement

Since the Local Government (LG) Provisional Settlement announcement in October 2013, a
significant amount of work has been undertaken within each Directorate to identify further
savings than originally anticipated for 2014/15 to 2016/17. There were plans in place to cope
with the lower savings target anticipated in both February 2013 and June 2013, but the LG
Settlement is now requiring an additional £7m of savings for 2014/15. Furthermore, there is
currently no indication of the period of austerity coming to an end after 2016/17.

The work to identify savings has been led by the Corporate Management Team (in
consultation with appropriate Cabinet Members), working with Heads of Service with support
from colleagues in Finance. Service Managers have also been involved to ensure that all
options are identified for consideration by Members.

A “Draft Long List” of potential savings was considered, in summary, at a MTFP Seminar held
on 21 November 2013. This has been followed by a series of Special Scrutiny Committee
Meetings held in December 2013 and January 2014. In addition, Trade Unions have been
consulted and the Housing Revenue Account (HRA) savings proposals have been presented
to the Caerphilly Housing Task Group (CHTG) as part of the consultation process.
Community and Town Councils have also been consulted and a public consultation in respect
of savings proposals concluded on 20 December 2013.

The Corporate Management Team had, in the light of the extensive work undertaken and the
feedback from the consultation process undertaken so far, identified a shortlist of individual
proposals for 2014/15 as set out in Appendices 3a to 3f. These proposals were presented to
Cabinet at its meeting on 19 December 2013 and are summarised in Table 7: -

Table 7 — Summary of Proposed 2014/15 Savings

£m

Savings in advance

Brought forward from 2013/14 0.122
Insurance Fund 0.400
Sub Total 0.522
2014/15 Savings Proposals

Whole Authority “corporate nature” 4,944
Corporate Services 2.259
HRA 1.338
Social Services 2.139
Environment 2.944
Education (excluding Schools) and LLL 1.202
Sub Total 14.826
TOTAL SAVINGS 15.348

The ongoing consultation process has resulted in some of the proposed savings presented to
Cabinet on 19th December 2013 being withdrawn at the request of Members. Details of these
are provided in Appendix 4. This reduces the total savings to £14.720m. Members will note
that savings of £125k have been reinstated in relation to Other Service Pressures. This will be
required to meet further anticipated budget pressures, particularly in relation to Welfare
Reform.

The consequence of the removal of these savings for 2014/15 leaves a funding gap of £628k,
which will be covered by a proposed increase in Council Tax for 2014/15.
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Council Tax Implications 2014/15

The Medium Term Financial Strategy approved by Council on 27 February 2013 included
indicative increases to Council Tax for 2014/15 and 2015/16 of 2.35%.

Given that the financial modelling identifies to date the need to continue to provide additional
funding going forward, an uplift in Council Tax of 2.35% for the next 3 financial years, should
be reviewed by Members.

Accordingly, it is proposed that the Council Tax level for 2014/15 be increased by 3.9% i.e.
Council Tax Band D be set at £954.78 per annum (an increase of 69p per week) to deliver a
balanced budget after the removal of proposed savings for 2014/15 as detailed in Appendix 4.

CAPITAL PROGRAMME 2014/15 TO 2016/17

The proposed Capital Programme for the period 2014 to 2017 is detailed in Appendix 5 of this
report and is summarised in Table 8: -

Table 8 — Summary Capital Programme Funding 2014/2017

2014/15 2015/16 2016/17
Capital Programme Proposals 13,462 12,028 8,466
WG Funding Available 8,009 8,009 8,009
Capital Funding Gap (5,453) (4,019) (457)
Funded By: -
Surplus (Deficit) c/fwd 1,099 1,624 457
Bargoed Cinema Insurance fund 300
* Prudential Borrowing Cinema 2,000 2,000
LGBI — Highways 2,800
Capital Earmarked Reserve — Cinema 800
Senior Pay Revenue Contribution to Capital 112 52
Additional Revenue Contribution to Capital 22
Capital Receipts 2013/14 590
Delay in borrowing due to cash reserves 154
Total Additional Funding 7,077 4,476 457
Surplus (Deficit) carried forward 1,624 457 0

* In accordance with a previous decision by Council, this prudential borrowing will be funded

by the annual lease rental income from the Odeon Cinema Group.

GENERAL FUND BALANCES

Details of the projected movement on General Fund balances are provided in Appendix 6.

There are no known further allocations to General Fund at this time over and above those

identified.

Going forward, there is limited scope for any significant additional surpluses or receipts
available to replenish the Fund. This is down to growing service pressures in key areas, the
need to meet government initiatives (such as welfare reform), ongoing reductions in RSG

funding and an ever reducing Capital Programme.
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As in the previous report to Council in respect of the Budget for 2013/14, there is a growing
pressure on the Local Government Pension Scheme. A pension deficit of circa £500K is
anticipated for 2013/14 and this will need to be funded from the General Fund. It is expected
that the conclusion of the triennial valuation in respect of the Pension Fund will address this
issue moving forward. A further report will be presented to Members when the valuation
process has been completed.

Provision has been made to fund the cost of the Living Wage increase for the period 1st
November 2013 to 31st March 2014, if required.

Further to the report presented to Council on 20th January 2014 in respect of the interim
arrangements for the role of Chief Executive Officer, it is proposed to set aside a further
provision of £358k to cover the full financial year costs for 2014/15 of the 2 Senior Officers
who are currently suspended. This provision will be reviewed when more information
becomes available.

Members will be aware that the Authority has sold its outstanding claim against the failed
Icelandic Bank, Landsbanki following an auction process on 30 January 2014. The original
investment was £56m and the total cash recovered including the auction proceeds is £4.62m
(which includes partial recovery of the original investment and interest due). Members should
note that this now concludes the recovery action against Landsbanki. In light of the sale of the
outstanding claim the impairment provision has been reviewed resulting in a transfer to
General Fund balances of £1.262m.

Funds have been set aside estimated at £800k in respect of some savings proposals for
2014/15, which are likely to be delivered after April 2014 but before March 2015. Funds will be
released to service areas on a case-by-case basis following a review of need.

As in previous years, it has been agreed that a balance of £10m in respect of the General
Fund is a prudent level for an Authority as large as Caerphilly CBC. Based on current
projected levels there is scope to use £2.499m of General Fund balances for one-off capital
expenditure as cost avoidance or Invest to Save schemes. Bids for this funding will be
considered on a case-by-case basis and will be subject to separate reports to Cabinet at a
later date.

BUDGET STRATEGY FOR 2015/16 AND 2016/17

For 2015/16 and 2016/17, it has become apparent from the work undertaken to date that
there is a need for a different approach. This conclusion has been reached after taking into
account the following: -

0] After consecutive years of efficiency savings or doing more or the same for less, there
is only so far that this approach can be taken. Efficiency savings should still be
pursued but it is not realistic to expect anything more than 3% can be delivered during
2015/16 and 2016/17.

(i) Increasing fees and charges is another approach that once reviewed and exhausted is
unlikely to deliver more than small inflationary increases that service users can
tolerate.

(i) Council Tax increases should be reviewed and will assist in respect of the shortfall for
future years.

Hence, it is proposed that the Budget Strategy to be taken forward for 2015/16 and 2016/17
considers savings proposals via two main strands as follows: -

0] Further proposals for Members to consider in respect of up to 3% efficiency savings.
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These efficiency savings targets to be applied to those statutory and essential services
that the Authority has to deliver, either directly or via a third party organisation. These
savings will be expected to have a limited impact on the public with either marginal
reductions in service levels or doing the same for less. Reports detailing proposals to
achieve the efficiency savings targets will be presented to Special Scrutiny
Committees after April 2014 and before October 2014.

(i) Discretionary services to be reviewed in full, with a view to identifying savings
proposals totalling over £8m. This review will also consider those statutory services
where the level of service provision is currently above the statutory minimum level. In
the first instance, a list of proposed areas to be reviewed will be presented to Special
Scrutiny Committees to determine whether there are other areas that need to be
considered. Following this, detailed proposals will be presented to Special Scrutiny
Committees before October 2014.

Members are advised that this strategy will ultimately lead to a much higher percentage
reduction in service in a number of, if not all, discretionary service areas. There is likely to be
a considerable impact on the public and in some areas even up to a 100% reduction can and
should be considered, to allow for some real choices. Appendix 7 provides an initial list of
discretionary services that have been identified for review. Members should note that this list
is not exhaustive and will be updated further for Special Scrutiny Committees.

It has been emphasised throughout the most recent Seminars, Scrutiny Meetings and Cabinet
Meetings that an “early start” and an agreed “Strategy” is crucial to ensure that the Authority
can maintain financial stability and confidence in its ability to financially manage its way
through this period of austerity. Due to the number and complexity of reports that will need to
be presented to Scrutiny Committees during the coming months, project management
arrangements will be put in place to ensure that there is clarity around what is required and
that reports are presented and considered in a timely manner.

LINKS TO COUNCIL PRIORITIES

The Council currently has 6 longer-term priorities covering the period 2013 to 2017: -

= Priority 1 — Our communities must be a safe, green and clean place to live to improve
residents’ quality of life.

= Priority 2 — We want to improve job opportunities in our County Borough, so people can
live better lives.

» Priority 3 — Every child should have the best start in life, and the opportunity to achieve
success as a young person and as an adult.

= Priority 4 — We want to enable our communities to make healthy lifestyle choices to
improve citizens’ quality of life.

= Priority 5 — Improving accessibility throughout the County Borough.

Priority 6 — Transforming Council homes, lives and communities.

The Council priorities are used as the basis for setting annual Improvement Objectives, which
are a statutory requirement and reflect shorter-term priorities. The current Improvement
Objectives are as follows: -

» |O 1 - Ensure children and young people who are looked after are supported to achieve
their full potential.
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= |0 2 - Improve job opportunities by implementing the Council’s Passport Scheme.

= |O 3 - Develop an effective and accessible Youth Service that supports the personal and
social development of young people.

= |O 4 - Improve awareness, access, variety and use of leisure, community and sporting
facilities.

=  ]O 5 - Investment in Council homes to transform lives and communities.

= 10 6 — Improve the availability of private and public sector housing to reduce the number
of residents who may become homeless.

To set a balanced budget the Authority has had to deal with cuts in funding at an
unprecedented level within a very short timescale. Despite this every effort has been made to
limit 2014/15 savings requirements on those services directly supporting the delivery of the
Council’'s Improvement Objectives. However, moving forward the significant level of further
cuts required for future years will inevitably require a review of the Council’s priorities to
ensure that limited resources are targeted effectively and services are sustained as far as
possible.

EQUALITY IMPACT ASSESSMENT

Budget decisions at this level affect every resident in the County Borough, regardless of their
individual circumstances and backgrounds.

A full impact assessment has not been undertaken on these draft proposals, however
assessments are made on all individual reports and projects during the financial year. This is
in order to ensure that decisions that affect different individuals and groups are assessed at
an appropriate and relevant level.

Consultation with residents, done in accordance with the Council’s Public Engagement
Strategy and Equalities Consultation and Monitoring Guidance, also ensures that every
resident, regardless of circumstances, has the opportunity to have their views heard and
considered in the Council’'s decision-making process.

PERSONNEL IMPLICATIONS

The Workforce Strategy was approved and adopted by Cabinet on 30 March 2010 and
designed to reduce the impact on staff and to avoid, wherever possible, compulsory
redundancies. There is currently a review and consultation process that commenced at the 4
December 2013 Special Policy and Resources Scrutiny Committee that identified a number of
additional options that Members will ultimately need to consider to ensure our Workforce
Policies in respect of the MTFP are flexible enough to deal with the level of savings required
in future years.

The financial outlook identifies the need to continue to require reductions in Council services
and Members will need to consider carefully the personnel implications on the workforce when
they consider proposals in the coming months and years.

The budget proposals include provision to pay the living wage, which will place the minimum
hourly rate at £7.65.

CONSULTATIONS

Since the announcement of the LG financial settlement an extensive consultation process has
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been undertaken including a Members’ Seminar, a series of Special Scrutiny Committee
Meetings and consultation with Trade Unions and the Caerphilly Housing Task Group
(CHTG). Community and Town Councils have also been consulted and the responses
received to date are attached as Appendix 8g (any further responses that are received will be
tabled at the Council meeting on 26 February 2014). A public consultation in respect of
savings proposals has also been undertaken and this concluded on 20 December 2013.
Appendices 8a to 8i provide details of the various consultations undertaken.

During the consultation process a petition has been submitted to the Authority containing 466
signatures objecting to the proposed closure of the cafeteria at Caerphilly Leisure Centre.

RECOMMENDATIONS

Council are asked to consider the report and its Appendices and approve the following
recommendations: -

13.1.1 The Authority operates the 2013/14 WG scheme in 2014/15 in respect of the Council
Tax Pensioners Grant.

13.1.2 The Living Wage increase to £7.65 per hour is backdated to 1 November 2013.

13.1.3 The Revenue Budget proposals for 2014/15 of £332,032m as set out in this report are
approved (see Appendix 1).

13.1.4 The Council Tax level for the financial year 2014/15 is increased by 3.90% (Council
Tax Band D £954.78).

13.1.5 The indicative proposals contained in the Medium Term Financial Planning
assumptions are approved as the basis for delivering a balanced budget over the
forthcoming 3 years (i.e. 2014/15 to 2016/17) (see Appendix 2a and 2b).

13.1.6 The Capital Programme for the period 1 April 2014 to 31 March 2017 as set out in
Appendix 5 is approved.

13.1.7 The use of the General Fund balances as detailed in Appendix 6 are approved,
including the establishment of provisions for the 2013/14 pension deficit, 2014/15
Senior Officer suspension costs, 2013/14 arrears in respect of the Living Wage and
potential delays in delivering 2014/15 savings proposals.

13.1.8 Upto £2.499m to be released from General Fund balances to fund one-off capital
expenditure as cost avoidance or Invest to Save schemes. Bids to be considered on a
case-by-case basis and agreed by Cabinet.

13.1.9 The financial strategy for 2015/16 and 2016/17 as set out in Section 8 of the report is
agreed.

REASONS FOR THE RECOMMENDATIONS

The Council is required annually to approve proposals to set a balanced budget, agree a
Council Tax rate and update its Medium Term Financial Strategy.

Council is required to put in place a sound and prudent financial framework to support service
delivery.
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