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ARUN DISTRICT COUNCIL BUDGET 2019/20

REPORT BY THE GROUP HEAD OF CORPORATE
SUPPORT

Introduction

This report sets out the Capital, Housing Revenue and General Fund Revenue
budget for 2019/20. These budgets have been prepared taking account of the
following:

e The Medium Term Financial Strategy 2018/19 to 2023/24 considered at
Cabinet 17t September 2018.

e The provisional Local Government Finance settlement issued by the Ministry
of Housing, Communities and Local Government (MHCLG) in December
2018.

° Housing Revenue Account business plan approved at Full Council 13t
September 2017.

e  The successful application of the West Sussex 75% Rate Retention Pilot for
2019/20

The Local Government Act 2003 requires the Chief Financial Officer to report on the
robustness of the estimates made for the purposes of calculating Council Tax and
housing rent levels, and the adequacy of the proposed financial balances. | am
satisfied that the estimates, as presented in the draft budget, are sufficiently robust
and that the reserve balances proposed for 2019/20 are adequate.

Local Government Finance Settlement and Council Tax

2019/20 represents the final year of the 4 year settlement that the Council accepted
in 2016/17 (Revenue Support Grant; and Top-ups and Tariffs related to Retained
Business Rates, including s31 grants). The Council is no longer in receipt of RSG
(Revenue Support Grant) and this was due to become negative £430k (payment to
the Government) in 2019/20. However, the negative RSG has been cancelled by the
Government, resulting in a one off windfall for the Council in 2019/20. The Fair
Funding Review (FFR) will determine funding allocations from 2020/21. It is likely
that the level of future years funding will not be determined until late in 2019.

West Sussex has been successful in the application to become a 75% Business
Rate Retention Pilot for 2019/20. The Business Rate Retention scheme was
introduced in April 2013 and 2019/20, is anticipated to be the final year of the current
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scheme. The scheme focuses on promoting economic growth through the local
retention of business rates. The West Sussex Business Rate Retention Pilot will be
led by WSCC with all Districts and the County as members. The pilot will allow 75%
of Business Rates to be retained locally with 20% retained by the Districts and 55%
by the County. Previously, half of the rates revenue was retained locally with the
local share being split between Arun (80%) and West Sussex County Council (20%).
Although the percentage shares have changed the new pilot has been set up with
the condition of no detriment to any of its members. The additional funding
generated will be invested in superfast broadband, which is to the benefit of the
whole of West Sussex.

The Business Rates Retention scheme has transferred a considerable risk to the
council by linking MHCLG support directly to the local economy. This is a strong
incentive for the Council to ensure that the business ratings list is fully inclusive and
to encourage a buoyant local economy. It is also important to note any significant
negative changes in the value of the ratings list will directly reduce the level of
funding received in future, such as valuation appeals which can be backdated.

The Council has benefitted from, comparatively, large increases in its business rates
base due to the substantial growth in the area. A reset of the Business Rates
system in 2020/21 which would change the current tariffs, top ups and baselines and
effectively remove the growth that an authority is able to retain, although the extent
of the reset is yet to be determined.

The Business Rate reset could effectively wipe out all or a proportion of the past
gains through growth built up since the inception of the scheme. There are no
further details currently available and the situation will continue to be monitored
closely due to the likely significant adverse impact on the Council’s funding.
However, a recent consultation paper suggests Ministers are minded to have a full
baseline reset in 2020/21 which would have a significantly adverse effect on a high
growth authority such as Arun.

The New Homes Bonus (NHB) was introduced in 2011/12. The aim of the grant is to
create an incentive which rewards local authorities that deliver sustainable housing
growth in their areas. The basis of the grant is that for each new housing unit
delivered an annual bonus of £1,671 (band D equivalent) is payable. In addition, a
£350 bonus is also paid for each additional unit of affordable housing. The NHB is
shared between Arun (80%) and WSCC (20%).

The original NHB scheme guaranteed the annual allocation for a period of 6 years.
When the scheme was reformed in 2017/18 this was reduced to 4 years and an
addition a deadweight adjustment was introduced (for growth that was anticipated to
have happened anyway). This has led to a significant reduction in NHB funding for
the Council and the consultation regarding reform of the system adds more
uncertainty for the future.

The New Homes Bonus for 2019/20 is £2.664.m (reduction of £69k). This includes
an affordable homes premium of £53k. It was confirmed in the settlement that the
baseline or deadweight adjustment for growth deemed to have happened anyway



would continue at 0.4 percent for 2019/20. The level of NHB is summarised in the

table below:

NHB Payment 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19| 2019/20
relating to: £000 £000 £000 £000 £000 £000 £000 £000| £'000
2011/12 509 509 509 509 509 509 0 0 0
2012/13 556 556 556 556 556 0 0 0
2013/14 1,000 1,000 1,000 1,000 1,000 0 0
2014/15 484 484 484 484 0 0
2015/16 539 539 539 539 0
2016/17 926 926 926 926
2017/18 728 728 728
2018/19 540 540
2019/20 470
Total 509 1,065 2,065 2,549 3,088 4,014 3,677 2,733| 2,664

2.9 The changes in Government grant funding are summarised in the table below:

Non-Ringfenced Grant Income
Budget Budget
2018/19 2019/20 Change
£000 £000 £000

Business rates retention* 5,569 5,357 (212)
Revenue Support Grant (RSG) 194 0 (194)
Total Formula Grant: 5,763 5,357 (406)
New Homes Bonus: 2,733 2,664 (69)

Other non-ringfenced grants:

Housing Benefits Administration Grant 430 399 (31)
Localising Council Tax Support Administration Grant 178 170 (8)
Business rates collection allowance 185 185 0
Total Other Non-ringfenced grants: = 793 754 (39)
Total non-ringfenced grant income 9,289 8,775 (514)

*including s31 grants, Tariff and Levy ** Excluding IER grant

2.10 Non-ringfenced government grants have reduced significantly by £0.514m to
£8.775m in 2019/20 (£9.289M 2018/19). The anticipated negative RSG of £430k
forecast for 2019/20 was not implemented by the government (with the Government
bearing the additional cost) and this will now be rolled up in the Better Funding
Formula from 2020/21. The Housing Benefit administration grant has been reducing
significantly with an additional reduction of £31k in 2019/20 to reflect the introduction
of Universal Credit which has resulted in case load transfer to the Department of
Work and Pensions (DWP).



2.11 Council Tax Income — Arun excluding Parish Councils is summarised in the table
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below:
Actual|Arun excluding Parish Councils Budget Budget
2017/18 2018/19 2019/20
59,456(Tax base * 60,402 61,281
£171.27|Band D Tax £176.40 £181.62
£10,183,000{Council Tax Income (excluding parishes) £10,655,000 £11,130,000

*the tax base represents the number of Band D equivalent dwellings in the district adjusted for exemptions,
discounts, council tax reduction and the collection rate percentage

The Council Tax income of £11,130m for Arun (excluding Parish/town Councils)
referred to in the General Fund Summary (appendix 1) is based on an Arun Band D
Council Tax of £181.62, which represents an increase of £5.22 or 2.96% (£5.13 or
2.995% 2018/19). Arun’s tax base for 2019/20 shows a significant increase over
2018/19 (from 60,402 to 61,281). This is chiefly due to the completion of new
dwellings in the District. The government’s calculation of the Council’s spending
power is based on a 3% increase in band D Council Tax.

Budget Assumptions

The budget for 2019/20 includes the agreed 2.0% pay award. As in previous years,
no provision has been made for price increases in goods, services and contracts
except where there is clear evidence of the need for it.

With regard to fees and charges, increases have been applied either in accordance
with statutory provisions, or, where the Council has discretion, by inflation, having
regard to specific service circumstances.

HRA rents have been set at 1% below the 2018/19 current year’s level in
accordance with statutory provisions (Welfare Reform and Work Act).

General Fund Revenue Budget

A summary of the General Fund Revenue budget showing 2018/19 Original Budget
and 2019/20 proposed budget, summarised by Service Portfolio is shown in
Appendix 1. A summary of the projected movement on General Fund Reserve is
shown in the table below:
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General Fund Reserve Movement Original Current 2019/20
Budget Budget Budget
£000 £000 £000
Net Budget Requirement 24,292 26,534 24,491
Financed by:
Government Grants and Retained Business Rates (9,289) (9,531) (8,861)
Council Tax (including collection fund surplus) (15,003) (15,003) (15,630)
Taken From/ (Added to) Balances 0 2,000 0
General Fund Balance 1 April 9,344 9,344 7,425
Virement to Business Rates Reserve (2,000)
Outturn on General Fund 81 0
Total (Taken From) / Added to Balances 0 (1,919 0
General Fund Balance 31 March 9,344 7,425 7,425

The original budget for 2018/19 assumed no change in General Fund Reserve. The
current budget includes a virement to the Business Rates Reserve of £2.0m which is
required to help stabilise the loss in grant income anticipated from the Business Rate
reset (Financial Prospects 2018/19 to 2023/24 report C/012/070918). A
supplementary estimate of £650k for Homelessness (nightly paid accommodation)
has been considered at cabinet (C/022/121118) and a supplementary estimate for
£150k for a judicial review in relation to a planning application (for a retail unit and
public house, Angmering) will be considered at cabinet on 11t February 2019. The
supplementary estimates are subject to approval by Full Council on 6" January 2019
and 13" March 2019 respectively. These changes result in an anticipated General
Fund balance of around £7m at the end of 2018/19, subject to the positive current
budget variation continuing.

The Council has received and is anticipating the receipt of significant s106 sums for
maintenance in perpetuity in respect of a number of sites. However, the receipt of
these sums will also lead to the requirement for additional revenue expenditure in
respect of maintaining the relevant sites. These sums are not included in the budget
for 2019/20 or the estimated outturn for 2018/19 as the timing of the receipts is not
certain.



4.4 A summary of headline changes is given in the table below:
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General Fund Budget 2019/20 Changes +/- > £ 100k
£000

Pay award (2%) 247
Increments 102
Other Employee changes including new posts 251
Major Contracts inflation (including property growth) 192
Reduction in Recycling Credits 131
District Election (net) 105
Leisure Contract increased income (285)
Housing Benefit net (107)
Increase in income (206)
Interest and Investment Income (134)
Fall out of 2018/19 Contingency ltems (2,682)
Contingency ltems 2019/20 383
Reduction in Pension Reserve Contribution 432
Contribution to Pavilion Park (300)
Contribution to Business Rates Reserve 1,138
Capital expenditure financed from revenue fall out of 2018/19 programme (1,310)
Capital expenditure financed from revenue 2019/20 programme 2,020
Decrease in Non-Ringfenced Government Grants 514
Council Tax Income increase (including Collection Fund Surplus) (444)
Other changes +/-<£100k (47)
Net change in budgeted reserve movement 0

In addition to the 2% pay award of £247k, the establishment has increased
significantly due to additional posts that are predominantly funded from additional
income. This could result in additional pressure if income levels drop unexpectedly.

Major contracts are anticipated to increase by £192k (comprised of £162k inflation
and £30k due to increase in the number of properties).

The budget for recycling credits has been reduced by £131k following the
termination of the current agreement (Memorandum of Understanding) by West
Sussex County Council. This will result in a reduced payment for 2019/20 and the
MoU will not continue after 2019/20 placing a further £850k of income at
considerable risk from 2020/21, which will place further significant strain on the
Council’s budget.

The budget for 2019/20 contains £175k for the District Elections in May 2019 (£105k
net after shared costs that will be recharged to Parishes and Town Councils).

The net contribution from the Leisure Management Contract has increased by
(£285k), this includes an additional increase in relation to compensation for the loss
of Sportsdome whilst the Wave was under construction.



4.10 Housing Benefit payments and case load began to fall in the last quarter of 2017/18,
largely due to the introduction of Universal Credit and the situation has continued
during 2018/19. The budget for Rent Allowance payments has been reduced to
£34.750m from £41.300m (£40.115m outturn 2017/18). Resulting in a (£125k)
favourable variation allowing for Housing Benefit subsidy received. The net effect of
Housing Benefit payments after the receipt of government subsidy is extremely
difficult to predict as it is a demand led service and subsidy (and administration
grant) is dependant on caseload, changing economic conditions and the level of
subsidy provided. This has also been reflected in the reduction in Housing Benefit
Administration grant that is received from the DWP (see 2.9 above).

4.11 The proposed budget for 2019/20 includes a £1.138m contribution to the Business
Rates Reserve, which is required to partially mitigate the loss in grant income
anticipated from the Business Rate reset in 2020/21 (see 4.2 above).

4.12 The budget also includes a £885k contribution from the Council’s pension reserve
(£1.317m previous year) which will be exhausted in 2019/20 (reduction of £432k).

4.13 The Contingencies and Special Items budget is assessed each year as a provision
for known possible service changes that have not been sufficiently developed to fully
cost into the budget. These budgets totalling £383k will be vired to service during
2019/20, made available as corporate underspend or returned to balances if not
required. The significant reduction from 2018/19 to 2019/20 is mainly due to the fall
out of the budgeted one off revenue contribution of £1.558m to the Littlehampton
Wave in 2018/19.

4.14 Arun is in receipt of additional Government funding through the Flexible
Homelessness Support Grant and this funding will be used to prepare for the new
duties imposed by the Homelessness Reduction Act 2017 and to enhance the
Council’s homelessness prevention service. The grant is £507k for 2019/20 (an
increase of £157k from 2018/19). The future of the grant is uncertain beyond
2019/20.

4.14 The increase in investment income is based on current investment levels plus a
quarter of a percent increase in interest rates during 2019/20.

4.15 Income from fees, charges and rents are included within net cost of service. In total
this amounts to overall financing of £5.05m (£4.84m 2018/19), an increase of
(£206K). It should be noted that a significant proportion of the increase is due to
increased licensing obligations which is carried out on a cost recovery basis and
required the establishment to be increased by 2 additional posts. Income is a key
risk area to the budget as it is predominantly externally influenced, without a direct
link to service cost and each source is unique. It is anticipated that all discretionary
fees and charges will be increased by at least the rate of inflation unless there is
good reason not to in order for the Council to become more self-sufficient. The
graph below shows income by source and value, and demonstrates trend. The
income estimates included in 2019/20 appear robust.
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Earmarked Reserves

Earmarked Reserves are amounts of money specifically identified for operational
purposes and held alongside the General Fund for drawdown as required. The total
value of earmarked reserves at the end of 2017/18 financial year was £18.460m
(£14.781m previous year), with approved in-year virements of £3.712m during
2018/19. The carry forward balance into 2019/20 will therefore be a minimum of
£14.748m, depending upon the amount of budget variation during 2018/19. Budget
expenditure relating to these reserves is isolated from the cost of service for General
Fund financing purposes. Earmarked reserves are drawn down into the budget as
required through the virement approval process.

Risk analysis

Corporate and Operational risk registers have been reviewed for financial
implications as part of the budget process on the criteria of probability of occurrence
and materiality of impact upon balances.

Inflation (CPIl 2.2% November 2018) and national pay awards will provide further
strain on the Council’s budgets.

The level of New Homes Bonus (NHB) has been relatively buoyant but this could
easily change if the level of house building tailed off in the District and this is closely
monitored on a monthly basis.

The future of the whether the NHB is continuing is uncertain, and if it does what form
it will take and this includes the level of the deadweight adjustment increasing the
risk of less grant funding being available to the Council.

The reset of the retained business rates baseline is proposed in 2020/21. This could
effectively wipe out all or a proportion of the past gains through growth, built up since
the inception of the scheme. The significant adverse effect of a potential full
baseline reset is mentioned in 2.5 above.

No further significant risks have been identified relating to 2019/20. However, some
lesser risks are inherent within the overall budget. These are discussed below.

Income: the budget includes £5.05m from fees, charges and rents; these have been
set on the basis of achievement of the level of predicted income and previous
outturn, including known changes in environment. A potential risk could be a poor
summer resulting in lower car park income. A review of income has been undertaken
and it is considered to be achievable.

The vacancy management factor continues to be set at £450k, which equates to
3.5% of the total establishment budget of £12.7m for 2019/20.

The Homelessness Reduction Act, in addition to a general increase in
homelessness, has had a significant impact on nightly paid accommodation in
2018/19. A supplementary estimate of £650k (net expenditure) was requested



during the year to meet the increase in demand for the service. The gross budget for
nightly paid accommodation has not been increased from the 2018/19 level and the
budget reflects the improved recovery levels evident during 2018/19. This
represents a risk if the initiatives that have been implemented during 2018/19 are not
effective or demand continues to stay at or exceed current levels.

6.10 The outcome of the proposal by WSCC Health and Adult Social Care Committee

7.0
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(HASC) to cut Housing related Support to the voluntary sector will result in the loss
of an essential safety net for the most vulnerable people dependant on Housing
Related Support. This includes those at risk of becoming homeless; the homeless;
and rough sleeping. The objective of Housing Related Support is to get people back
on track and enable them to address the barriers and issues in their lives, which are
either the cause or symptom of their vulnerability and severe housing need.
Reduced funding for the voluntary sector is likely to place further strain on the
Council’s resources.

Housing Revenue Account Budget

A summary of the Housing Revenue Account (HRA) budget, including Major Repairs
Reserve, is shown at Appendix 2.

In September 2017 the Council approved the priorities of the new HRA Business
Plan and these priorities have been incorporated into the budget now under
consideration. One of the key priorities was an acquisition/new build programme for
the delivery of 250 new homes over the ten year life of the plan, and the HRA capital
budget includes £5m for each year from 2018/19 to 2020/21 for the first stage of this
programme. To allow the necessary amount of flexibility in terms of planning the
programme the full £15m was approved with the 2018/19 budget. However there will
need to be a continuous assessment of a) the availability of “1 for 17 capital receipts
and b) the affordability of Arun’s contribution (Arun is required to match every £30 of
“1 for 1” receipts with £70 of its own funding.)

In the light of the information obtained from the recent stock condition survey
significant additional resources have been allocated for repairs and improvements.
The enhanced programme is affordable for 2019/20 but the Housing repairs budget
for 2020/21 onwards is indicative and will required to be reviewed in light of slippage
and affordability. The enhanced programme will need to be carefully monitored to
ensure that it can be delivered within the required timescale and that the HRA
balance does not fall below the recommended minimum level of £2m. There may be
further revisions to this programme during 2019/20 as more information about
deliverability and slippage becomes available.

Another key feature of the 2019/20 budget is a 1% rent reduction in line with the
provisions of the Welfare Reform and Work Act. This is the last of the statutory
annual 1% rent reductions and the Government will issue new guidance relating to
changes in rent levels from April 2020. In spite of the 1% rent reduction total rent
income shows an increase from 2018/19 due to 2019/20 being a 53 week rent year.
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Capital, Asset Management and other projects Budget

A summary of the Capital, Asset Management and other projects budget is shown at
Appendix 3.

This is the first year that the Council has been asked to prepare a 3 year capital
programme. Full council will be asked to approve the capital strategy on 19t March
2019 (after consideration by Audit and Governance Committee on 14t February
2019). The capital strategy forms the policy framework for capital investment
decision over the next three years informing the detailed annual capital budgets over
this period. The strategy aims to balance capital expenditure needs and
expectations with the scarcity of available resources

The new capital programme for 2019/20, together with the proposed method of
financing, is set out in the table below. The programme includes the third stage of
the major investment programme approved by Cabinet at its October 2016 meeting.

2019/20 Capital Programme

General Fund: £'000
New Investment Programme 1,220
Asset Management 800
Disabled Facilities Grants 1,500
Total General Fund 3,520

Housing Revenue Account:

Improvements (including Kitchen & Bathroom replacement programme) 5,423
Total Housing Revenue Account 5,423
Total Programme 8,943
Financed by:

Capital Grants 1,500
Charge to General Fund (RCCO) 2,020
Charge to Housing Revenue Account 5,423
Total Financing 8,943

The most significant capital scheme for the General Fund is the £3.090m budget for
Pavilion Park (Linear Park in 2018/19 budget) on the Hothamton/ sunken garden site
in Bognor Regis. A significant piece of new public realm, incorporating replacement
car parking spaces, some retail and other outdoor uses, with a residential
development at the western side of the site with some retail on the ground floor. The
final scheme design, following significant stakeholder consultation, will be worked on
leading to planning permission in 2019/20 and construction commencing in 2020/21.
The capital element of the scheme is unfinanced and will be funded from a variety of
sources including Capital Receipts, Capital Grants, Revenue Finance and Prudential
Borrowing. The actual financing will be determined by the nature of the expenditure
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incurred (capital or revenue) and the availability of the various funding sources. The
Council will have to commit itself to closing the funding gap through the use of any
one-off income/savings with the remainder financed through prudential borrowing.
The council’s policy is to minimise the borrowing as it impacts on the revenue
account and would require additional savings in future years.

The capital budget includes £250k for the relocation of the Keystone Centre (Eldon
Way, Wick, Littlehampton). The Council agreed, in principle, to make the
contribution (C/022/121218) and to provide the land opposite the existing Keystone
Centre. The project will be delivered in partnership, led by Littlehampton Town
Council who have agreed to take on the responsibility for running the new centre.
Wick is one of the most deprived wards in the district and this provides an excellent
opportunity to improve the youth facilities in the area. When more details become
available, a further report will be presented to cabinet to approve the use of around
£250k of s106 developer contribution towards improvements at the Keystone Centre/
community facilities in Littlehampton. Following the completion of the new youth
facility the land will be available to deliver housing.

The new investment programme for 2019/20 includes the final phase 5 of the
investment programme in Public Toilets and Play areas. The remainder of the
budget has been allocated to essential IT investment/replacement. The new
investment programme is summarised below:

2019/20 New Investment Programme
£'000 £'000 £'000
2019/20 2020/21 2021/22
Public Toilets (phase 5 of 5) 200
Play Area Investment (phase 5 of 5) 100
Keystone Centre (CAB Nov 18) 250
Firewalls 65
Mimesweeper 25
Secure file transfer system/Office Upgrade/Internet Usage Monitor/P 80
Digital Strategy (Eforms & Middleware) 200
Pavilion Park 300 2,790
SAN 350
VMWare DR servers (x6) & Production servers (x9) 80
Cisco Nexus 10Gb switches 35
Civic Centre wireless network 50
Log Management System 30
Cisco edge switches 50
NetVault Back-up solution 70
Future Schemes 880
Total 1,220 3,335 1,000




9.0 Capital Receipts
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Capital receipts are an important source of funding for the Council’s capital
programme. There are two categories of capital receipts: “1 for 1 replacement”
receipts and general receipts. “1 for 1 replacement” receipts are those accrued under
the terms of Arun’s agreement with the Government to retain the additional receipts
generated by the relaxation of the Right to Buy discount rules. Under the terms of
this agreement these receipts can only be used for the provision of new social
housing and Arun must match every £30 of receipts used with £70 of its own
funding. A further condition of the agreement is that receipts must be spent within
three years, failing which they must be returned to the Government plus interest at
4% above base rate. There are very few restrictions relating to the use of general
receipts. On the whole these can be used for any capital purpose and there are no
time constraints relating to their use.

As at 31 March 2018 the Council’'s available capital receipts totalled £4.957m
(previous year £13.197m), comprising £3.028 “1 for 1 replacement” receipts
(£2.846m) and £1.929m general receipts. These receipts, together with any new
receipts accruing during 2018/19 and 2019/20 (net of amounts paid to the
Government under pooling), will be used to support the Council’s capital programme.
The “1 for 1 replacement” receipts will used towards funding the HRA
acquisition/new build programme, whereas general capital receipts will be applied
primarily towards funding the new park in Bognor Regis (Pavilion).

10.0 Conclusion

10.1 The General Fund revenue budget and Capital budgets are set robustly within the

medium term financial strategy.

11.0 Recommendations:

11.1 Cabinet is requested to note that the Group Head of Corporate Support, in

consultation with the Deputy Leader of the Council and Cabinet Member for
Corporate Support, has approved a Council Tax base of 61,281 for 2019/20.

11.2 Cabinet is requested to recommend to Full Council that:

i. The General Fund Revenue budget as set out in Appendix 1 is approved.
i.  Arun’s band D council tax for 2019/20 is set at £181.62, an increase of 2.96%.
iii.  Arun’s Council Tax Requirement for 2019/20, based on a Band D Council Tax
of £181.62, is set at £11,129,855 plus parish precepts as demanded, to be

transferred to the General Fund in accordance with statutory requirements.

iv. ~ The HRA budget as set out in Appendix 2 is approved.

v. The HRA rents for 2019/20 are set at 1% below the current year’s level in
accordance with the provisions of the Welfare Reform and Work Act.



vi.  HRA garage rents are increased by 5% to give a standard charge of £11.72
per week (excluding VAT), and heating and water/sewerage charges
increased on a scheme by scheme basis, with a view to balancing costs with

income.

vii.  The Capital budget as set out in Appendix 3 is approved.



