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Summary of main issues

1.

The purpose of this report is to set out the initial budget proposals for
2018/19.

These budget proposals support the Council’s Best City/Best Council
ambitions, policies and priorities aimed at tackling inequalities (please refer
to the Best Council Plan 2018/19 refresh report which is on today’s
agenda).

These budget proposals are set within the context of the 2018/19 — 2020/21
medium term financial strategy which was approved by the Executive
Board in July 2017 and the implications of the Chancellor's Autumn budget
statement on 22" November 2017.

Whilst the government’s multi-year funding settlement 2016/17 to 2019/20
provides some certainty, there are still a number of assumptions within the
budget proposals that will not be known until the provisional local
government finance settlement is announced, which is likely to be mid-
December 2017.

The financial climate for local government continues to present significant
risks to the Council’s priorities and ambitions. The Council continues to
make every effort possible to protect the front line delivery of services, and
whilst we have been able to balance the budget each year since 2010,
have continued to deliver a broad range of services despite declining
income, and have avoided large scale compulsory redundancies, it is clear
that the position is becoming increasingly challenging to manage and
looking ahead over the medium term it will be increasingly difficult to
maintain current levels of service provision without significant changes in
the way the Council operates.




6.

10.

11

The headlines from the 2018/19 initial budget proposals, when compared to
the 2017/18 budget, are as follows:

e A reduction in revenue support grant from government of £18.5m
(28.5%)

e A reduction in the settlement funding assessment of £14.0m (6.6%)

¢ Anincrease in council tax of 1.99% together with a further 3% in
respect of the Adult Social Care precept and an increase in the council
tax base, generating an additional £17.5m of local funding

e A combination of reduced core funding and cost pressures means that
the Council will need to deliver £38.2m of savings by March 2019.

e Anincrease in the Council’s net revenue budget of £13.5m to £506.2m

In respect of the Housing Revenue Account, whilst there are proposals to
increase service charges, the continued implementation of the
Government’s rent cap, introduced from April 2016, will mean that the
majority of tenants, excluding those properties that have benefited through
PFI investment, will again see reductions of 1% from April 2018.

Further, this report explains that Government has invited applications from
local authorities to pilot 100% Business Rates Retention in 2018/19, and
that the Leeds City Region Business Rates Pool, of which Leeds is a
member, has submitted an application. The opportunity to pilot 100%
retention appears to offer the prospect of significant financial benefits for
the Leeds City Region, with minimal risk to the constituent authorities.
However, funding for pilot schemes is limited and it is anticipated that not
all applications will be successful. Successful applications will be
announced before or alongside the publication of the draft local government
finance settlement in December 2017. As such, these initial budget
proposals do not reflect the application to pilot 100% retention.

Recommendations

Executive Board is asked to agree the initial budget proposals and for them
to be submitted to Scrutiny and also for the proposals to be used as a basis
for wider consultation with stakeholders.

Executive Board is asked to agree that, should the application to pilot 100%
business rates retention succeed, Leeds should continue as a member of
that designated Business Rates Pool and should act as lead authority for it.
Notwithstanding this decision, the continuation of the Pool will be
dependent upon none of the other member authorities choosing to
withdraw within the statutory period after designation.

Purpose of report

In line with the Council’s constitution, the Executive Board is required to
publish initial budget proposals two months before approval of the budget by
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Full Council, scheduled for the 21st February 2018. This report sets out the
initial budget proposals for 2018/19, set within the context of the medium
term financial strategy approved by Executive Board in July 2017, the
implications of the Chancellor's Autumn Budget statement in November
2017 and further savings proposals to bridge the revised estimated budget

gap.

Subject to the approval of the Executive Board, these initial budget
proposals will be submitted to Scrutiny for their consideration and review,
with the outcome of their deliberations to be reported to the planned meeting
of this board on the 7th February 2018. These budget proposals will also be
made available to other stakeholders as part of a wider and continuing
process of engagement and consultation. Further, at the meeting of the
board in February 2018, it is proposed to provide an update of the medium-
term financial strategy approved by the board at its July 2017 meeting.

In accordance with the Council’s budget and policy framework, decisions as
to the council’s budget are reserved to full council. As such, the
recommendation in paragraph 15.1 is not subject to call in as the budget is a
matter that will ultimately be determined by full council.

However, the recommendation in paragraph 15.2, regarding the Council’s
participation in the 2018/19 100% business rates retention pilot scheme, the
potential impact of which is not currently reflected in these initial budget
proposals, is a decision of the Executive Board and as such is subject to
call-in.

The national context and Autumn budget

The economic context in which public spending must be considered is very
much dominated by the debate concerning the impact of the EU referendum
and the strength and resilience of the national economy. Further, the fiscal
rules approved by Parliament in January 2017 commit the Government to
reducing the cyclically-adjusted deficit to below 2% of GDP by 2020/21 and
having debt as a share of GDP falling in 2020/21. In its November 2017
“Economic and Fiscal outlook” the Office of Budget Responsibility (OBR)
expects that the government will meet both fiscal targets, and that borrowing
will reach its lowest level since 2001/02 by the end of the forecast period.
Debt as a share of GDP is forecast to fall in 2018/19 and in every year of the
forecast.

Within its economic forecast the OBR notes that economic growth has been
stable but modest so far in 2017 on the back of a slowdown in consumer
spending, but also that GDP growth has been slowing in contrast with many
other advanced economies. The OBR projects that GDP growth will be 1.4%
and 1.3% in 2018 and 2019 respectively, down from the 1.6% and 1.7%
forecast at the March Budget, whilst CPI inflation is forecast at 2.4% and
1.9% respectively over the same period. Whilst the unemployment rate is
projected to be 4.4% and 4.3% during 2018 and 2019 respectively, lower
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than the March forecast of 5.1% and 5.2%, earnings growth has also been
revised down in line with a weaker outlook for productivity. It is within this
economic context that the initial budget proposals for 2018/19 need to be
considered.

Autumn Budget 2017

On the 22" November 2017, the Chancellor delivered his first Autumn
Budget.

The key announcements in the 2017 Autumn Budget were:

o The Budget sets aside a further £3 billion over two years to prepare for
EU exit;

o Government will lend local authorities in England up to £1 billion at a
new discounted interest rate, the ‘Local Infrastructure Rate’, accessible
for three years to support infrastructure projects that are high value for
money. Details of the bidding process will be published in December;

o A £1.7 billion Transforming Cities Fund to support intra-city transport,
targeting projects which drive productivity. Half will be allocated via
competition for transport projects in cities and the other half on a per
capita basis to the six combined authorities with elected mayors;

o A range of measures to increase housing supply, including lifting the
Housing Revenue Account borrowing caps for councils in areas of high
affordability pressure (£1 billion), so they can build more council
homes, the introduction of planning reforms to ensure more land is
available for housing, £204 million to fund innovation and skills in the
construction sector and raising the stamp duty threshold to £300,000
for first time buyers;

o A power for local authorities to increase the council tax premium on
empty homes from 50% to 100%, a measure intended to encourage
owners to bring empty properties back into use rather than to increase
local authority funding;

o A £220 million Clean Air Fund to allow local authorities to help
individuals and businesses adapt as measures to improve air quality
are implemented, funded by a Vehicle Excise Duty supplement on
some diesel cars first registered from 1 April 2018 and a rise in the
existing Company Car Tax diesel supplement;

o £6.3 billion of additional funding for the NHS: £3.5 billion of capital
investment in estates transformation and improvement and efficiency
schemes and £2.8 billion in resource funding, of which £335 million will
be provided in 2017/18 to address winter pressures;

o A commitment to fund pay awards as part of a pay deal for NHS staff
on the Agenda for Change contract;

° £42 million of additional Disabled Facilities Grant in 2017/8;
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o Following the recommendations of the Low Pay Commission (LPC) the
National Living Wage (NLW) will increase by 4.4% from £7.50 to £7.83
from April 2018. The Government has also accepted the LPC’s
recommendations for the other National Minimum Wage rates;

o A £1.5 billion package to address concerns regarding the delivery of
Universal Credit, including removal of the seven-day waiting period for
entitlement, enabling claimants who need it to access up to a month’s
worth of Universal Credit within five days as an interest-free advance
and, from April 2018, new claimants already in receipt of housing
benefit will continue to receive it for two weeks. Also, Government will
make it easier for claimants to have the housing element of their award
paid directly to their landlord,

o A number of changes to business rates, including bringing forward the
switch in business rates indexation from RPI to CPI to 2018/19 and
continuing the £1,000 business rate discount for public houses
introduced in 2017/18 for a further year, all of which will be fully
compensated by Government. The frequency of business rate
revaluations will increase from five years to three following the next
revaluation, currently due in 2022;

. Fuel and alcohol duties have been frozen for 2018/19.

Developing the 2018/19 budget and medium term financial strategy
with the refreshed 2017/18 Best Council Plan.

Between the 2010/11 and 2017/18 budgets, the Council’s core funding from
Government has reduced by around £239m. Additionally the Council has
faced significant demand-led cost pressures, especially within Adult Social
Care and Children’s Services. To date, the Council has responded
successfully to the challenge since 2010 through a combination of
stimulating good economic growth, creatively managing demand for
services, increasing traded and commercial income, growing council tax
from new properties and a significant programme of organisational
efficiencies, including reducing staffing levels by over 3,200 FTEs.

Through targeting resources into preventative services the Council has
ensured that the implications of demand and demographic pressures, that
have resulted in significant cost pressures in other local authorities, have
been contained within Leeds. Specifically within Housing Services Leeds
only as 33 households registered in temporary accommodation and no one
in Bed & Breakfast accommodation. In comparison Birmingham had 1,740
households in temporary accommodation of which 379 are in Bed &
Breakfast. In respect of the Bed & Breakfast this equates to an annual cost
to Birmingham of £9m whereas Leeds spends nothing. Similarly since 2010
the rate per 10,000 of children looked after has reduced by 18% whilst the
national average has risen by around 3.4%
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In February 2017, Council approved the 2017/18 Best Council Plan and the
supporting budget. The Best Council Plan is the Council’s strategic planning
document and sets the context and policy direction against which the budget
and medium-term financial strategy are developed. The policy direction is
clearly explained in the 2017/18 Best Council Plan: that the Council’s ‘Best
City’ and ‘Best Council’ ambitions remain - articulated around Leeds having
a strong economy and being a compassionate city and the Council being an
efficient and enterprising organisation — with a focus on reducing poverty and
tackling the range of interlinked inequalities that persist across the city.

Inevitably, managing the large reduction in government funding and
increasing cost pressures has meant that the Council has had to make some
difficult decisions around the level and quality of services. However, as
signposted in the 2017/18 Best Council Plan and 2017/18 budget reports to
Council in February 2017, it will become increasingly difficult over the
coming years to identify further financial savings without significant changes
in what the Council does and how it does it. This will have significant
implications for the services provided directly and those commissioned by
the local authority, impacting upon staff, partners and service users. In order
to deliver the Council’s ambitions of tackling poverty and reducing
inequalities, consideration may have to be given to stopping, delivering
differently or charging for those services that are no longer affordable and
are a lesser priority than others. This will be achieved through a continuing
process of policy and service reviews across the Council’s functions and
ongoing consultation and engagement.

Estimating the net revenue budget for 2018/19
Settlement funding assessment — reduction of £14.0m

Settlement funding assessment is essentially the aggregate of government
grant and business rate baseline funding for a local authority. As part of the
2016/17 financial settlement, Government offered councils a 4-year funding
settlement for the period 2016/17 to 2019/20, which Executive Board agreed
to accept in September 2016.

2018/19 represents the third year of the four year funding offer, approved by
Executive Board in September 2016 and confirmed by DCLG in November
2016. The Council continues to expect to receive the amounts published as
part of that offer, barring any exceptional circumstances and subject to the
normal statutory consultation process for the local government finance
settlement.

Table 1 below sets out the council’s settlement funding assessment for
2018/19 which is in line with the multi-year settlement. For 2018/19, this
represents a reduction of £14.0m compared to 2017/18 which is equivalent
to a 6.6% reduction.



4.1.4.

4.1.5.

4.2.

4.2.1.

Table 1 — Settlement Funding Assessment

2017/18  2018/19 Change

£m £m £m %
Revenue Support Grant 65.0 46.5 (18.5) -28.5
Business Rates Baseline Funding 148.0 152.4 4.5 3.0
Settlement Funding Assessment 213.0 198.9 (14.0) -6.6

The business rates element of the settlement funding assessment is
determined by taking the 2017/18 baseline business rates amount of
£148.0m and uplifting it by inflation. Following the decision in the Autumn
Budget to bring forward the switch in business rates indexation from RPI to
CPI, this uplift for inflation, based on the September 2017 Consumer Price
Index, is 3.0%. In 2018/19 the calculated baseline business rates has then
been adjusted by £0.1m, the difference between the estimated business
rates tariffs for 2017/18 and 2018/19 before and after the impact of the 2017
Revaluation was known. The business rates element of settlement funding
assessment is therefore £152.4m, net of the estimated 2018/19 tariff
adjustment of £13.7m.

In addition to formula grant, there are a number of other funding streams that
notionally comprise the settlement funding assessment. These are outlined
in table 2 below and include early intervention, homelessness prevention,
lead local flood authorities and learning disability & health reform funding.

Table 2 - Breakdown of the Settlement Funding Assessment

2017/18 2018/19 Change

£m £m £m
Formula Grant 167.65 154.51 (13.14)
Council tax freeze grant 2011/12 6.64 6.64 0.00
Council tax freeze grant 2013/14 2.77 2.77 0.00
Early intervention grant 16.34 15.05 (1.29)
Preventing homelessness 0.86 0.86 0.00
Lead local flood authority grant 0.23 0.24 0.01
Learning disability & health reform grant 11.03 11.27 0.24
Local welfare provision 2.59 2.59 0.00
Care act funding 4.84 4,98 0.14
Sustainable drainage systems 0.02 0.02 0.00
Carbon monoxide & fire alarm grant 0.00 0.00 0.00
Settlement Funding Assessment 212.97 198.93 (14.04)

Business rates retention

Leeds has the most diverse economy of all the UK’s main employment
centres and has seen the fastest rate of private sector jobs growth of any UK
city in recent years. Yet this apparent growth in the economy has not
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translated into business rates growth; in fact the income from business rates
available to the Council declined from 2014/15 to 2016/17, and is only
expected to return to 2014/15 levels in 2018/19.

The total projected rateable value of businesses in Leeds is £918.7m which
would generate gross business rates income of £440m. Further business
rates growth is anticipated in 2018/19 increasing gross business rates
collected to £453m. However, as shown in Table 3, the impact of a range of
business rate reliefs (see paragraph 4.3 below) and statutory adjustments
reduces this to a net income figure of £375.5m.

Under the current business rates retention (BRR) scheme, Leeds City
Council’s share of this income is £184m (49%). The Authority then pays a
tariff of £13.7m to Government as Leeds is assessed to generate more
business rates income than it needs and must also meet its share of the
business rates deficit created in 2017/18, a further £12.9m. This leaves net
income of £157.4m which contributes to the Council’s net revenue budget.

Table 3 — Rateable Value in Leeds and Business Rates Income Generated

£m
Rateable Value in Leeds projected to 31 December 2017 918.7
multiplied by business rates multiplier 0.479
Gross business rates based on projected rateable value 440.1
Estimated Growth 12.5
equals gross business rates to be collected in Leeds 452.6
less: -
Uprated Mandatory Reliefs -65.7
Uprated Discretionary Reliefs -2.5
Transitional Adjustments (year 2) 15.8
equals net business rates paid by ratepayers 400.1
less adjustments for: -
Bad debts and appeals -5.9
Cost of collection -1.2
Projected Enterprise Zone and renewable energy projects vield -1.7
Transitional Adjustments repaid to Government -15.8
equals non-domestic rating income in Leeds 375.5
Splitinto shares: -
Leeds City Council (49%) 184.0
West Yorkshire Fire Authority (1%) 3.8
Central Government (50%) 187.8
less deductions from operation of business rates retention scheme: -
Leeds City Council's tariff from Local Government Finance Settlement -13.7
Leeds City Council's share of deficit from 2017-18 -12.9
Leeds City Council 's 2018-19 income from business rates 157.4

As shown above, business rates income is shared between local and central
government. Local authorities experiencing business rates growth are able
to retain 49% of that growth locally, but also bear 49% of the risk if business
rates fall or fail to keep pace with inflation, although a safety-net mechanism
is in place to limit losses in year.
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In particular, BRR exposes local authorities to risk from reductions in
rateable values. The system allows appeals if ratepayers think rateable
values have been wrongly assessed or that local circumstances have
changed. One major issue is that successful appeals are usually backdated
to the start of the relevant valuation list, which means that for every £1 of
rateable value lost on the 2010 list growth of £6 would be necessary to fund
the cost. At the end of October 2017 there were around 3,600 outstanding
appeals against the 2010 ratings list in Leeds.

A new rating list, primarily based on rental values in 2015, was introduced on
15t April 2017. This ratings list should be more accurate than the previous
2010 list which was based on rental values in 2008, just before the ‘financial
& economic crisis’. Further, appeals submitted against this new list can only
be backdated to 15t April 2017. This, together with the impact of the new
‘check, challenge, appeal’ appeals process also introduced on 15t April 2017,
should reduce business rate appeals and volatility going forward. At the end
of October 2017, the Council has received only 70 checks and challenges
against the 2017 ratings list, with only 17 of these remaining outstanding. No
appeals have been received as yet.

Since 2013/14 the total amount repaid by way of business rate appeals is in
the order of £125m, with a cost to the Council of £61m. The provision for
business rate appeals within the collection fund has been reviewed and
recalculated to recognise new appeals and the settlement of existing
appeals, and the 2018/19 initial budget proposals provide for an additional
£13.5m contribution from the general fund to fund this provision.

Small Business Rates Relief and other mandatory reliefs

From April 2017, Government increased the rateable value threshold for
small businesses from £6,000 to £12,000. As a result an additional 3,300
small businesses in Leeds now pay no business rates at all and in total in
the current year around 11,500 or 40% of business properties in Leeds pay
no business rates. Whilst Small Business Rates Relief reduces the business
rates income available to Leeds, the authority recovers 50% of this income
through government grant and a further proportion through other ratepayers
who pay rates based on a slightly higher business rate multiplier. The
proportion any individual authority recovers depends on the mix of large and
small businesses in that area.

Unlike Small Business Rates Relief, local authorities do bear 50% of the cost
of other mandatory business rate reliefs such as mandatory charity relief and
empty rate relief, but have no control over entittement and no powers to deal
with their use in business rates avoidance. Costs of mandatory reliefs have
increased significantly since the introduction of BRR, further reducing Leeds’
retained business rates income: mandatory charity relief alone has increased
by over 48%, from approximately £18.5m in 2012/13 to £27.5m in 2017/18,
costing the council an estimated £4.4m more in lost income in 2017/18.

At the March 2017 Budget, the Chancellor announced three additional
measures to support businesses affected by the 2017 Revaluation: support
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for small businesses, a business rate discount for public houses and £300
million of funding over four years for local authorities to establish local
discretionary relief schemes ‘to deliver targeted support to the most hard-
pressed ratepayers’. The discount for public houses was initially for one year
only but has been extended for a further year in the Autumn Budget,
whereas the other two reliefs will be provided for four years. These reliefs
reduce business rates income by £590k in 2018/19 but the Council will be
fully compensated through government grant.

Business rates Retention and the Initial Budget Proposals

In terms of the initial budget proposals, it is estimated that the local share of
business rates funding in 2018/19 will be £184.0m, as set out in table 3
above. This includes an estimated £8.0m for a national appeals adjustment
which relates to the potential future appeals against the 2017 business rates
list. As per table 4 below, the initial budget proposals recognise business
rate growth above the baseline of £17.86m, an increase of £1.14m (6.8%)
from the 2017/18 budget.

Table 4 — Business Rates, Estimated Growth above the Baseline

2017/18 2018/19 Change

£m £m £m
Business rates local share 178.07 184.00 5.93
Less: business rates baseline 161.35 166.13 4.79
Growth above baseline 16.72 17.86 1.14

The £184.0m local share of business rates funding is then reduced by the
£13.7m tariff payment and the £12.9m deficit on the collection fund to give
the £157.4m estimated business rates funding shown in table 5 below.

Table 5 — Business Rates Retention 2017/18 & 2018/19

2017/18 | 2018/19

£m £m
Business rates baseline (including tariff) 148.0 1524
Projected growth above the baseline to March 136 11.9
Estimated growth in the year 3.2 59
Total estimated growth 16.7 17.9
Estimated provision for appeals (22.4) (13.5)
Additional cost of transitional arrangements and provision for

0.6 0.7
bad debts
Estimated year-end Collection Fund deficit (Leeds Share) (21.8) (12.9)
Estimated Business Rates Funding 142.9 157.4
Increase/(reduction) against the Business Rates baseline (5.0) 5.0

Business Rates Retention - Additional General Fund Income 10.0
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Comparing the £157.4m of business rates funding against the £152.4m
business rates baseline produces a surplus of £5.0m which is a £10.0m
improvement against the budgeted shortfall in the 2017/18 financial year.
Contained within this £10m improvement is an £8.9m improvement in the
budgeted deficit (£12.9m in 2018/19 and £21.8m in 2017/18), releasing
additional funding for frontline services.

The council is a member of the Leeds City Region Business Rates Pool
along with the other four West Yorkshire Authorities, Harrogate and York.
The benefit of the current pooling arrangement is that the levy income
generated by Leeds, Harrogate and York is retained in the region rather than
being paid over to the Government. The initial budget proposals assume that
this arrangement will continue in 2018/19. Based on the estimated growth in
business rates above the baseline, the estimated levy payment from Leeds
to the Pool in 2018/19 is £2.0m.

Application to Pilot 100% Business Rate Retention

In September 2017, Government invited applications from local authorities to
pilot 100% Business Rates Retention in 2018/19. This is an expansion of the
existing 100% pilot programme and is intended to help Government and the

local government sector to explore options for the design of future increased
business rate retention.

These pilot schemes are for one year only and would allow participating
authorities to retain all additional growth in business rates above the
business rate baseline determined by Government, whereas currently 50%
of that growth is remitted to Government. Government wants to see this
additional growth income being used to promote financial stability and
sustainability in pooled areas and being invested to encourage further
growth. Successful applicants will be given a ‘no detriment’ guarantee so
that no pool of authorities will be worse off as a result of piloting 100%
retention: thus removing the increased risks associated with 100% business
rate retention whereby losses would no longer be shared 50/50 with
Government.

The Leeds City Region Business Rates Pool has submitted an application to
pilot 100% retention. The additional growth which could be retained
regionally if the Pool’s application succeeds is estimated to be in excess of
£30m. The business plan submitted to Government proposes that member
authorities would be allocated 50% of this additional growth income to
improve financial stability within their authorities, with the Pool itself retaining
50% to continue to support and enable regional economic growth. Given the
‘no detriment guarantee’, the opportunity to pilot 100% retention appears to
offer the prospect of significant financial benefits for the Leeds City Region,
with minimal risk to the constituent authorities.

However, funding for pilot schemes is limited and it is anticipated that not all
applications will be successful. Successful applications are expected to be
announced before or alongside the publication of the draft local government
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finance settlement in December 2017. At this stage these initial budget
proposals do not reflect the application to pilot 100% retention.

The application itself is not binding. Should the application be successful,
any member of the proposed pilot Pool will still be able to withdraw during
the statutory 28 day window after Government designates the new 100%
pilot Pool, as set out in the Local Government Finance Act. It must be noted
that, should any member withdraw, not only would the pilot Pool be revoked
but there would be no opportunity to fall back on the existing pooling
arrangements.

This report asks Executive Board to agree that, should the application to pilot
succeed, Leeds should continue as a member of that designated Business
Rates Pool and should act as lead authority for the Pool. Notwithstanding
this decision, the continuation of the Pool will be dependent upon none of the
other member authorities choosing to withdraw within the statutory period
after designation.

Council Tax

The 2017/18 budget was supported by a 4.99% increase in the level of
council tax, 3% of which was attributable to the adult social care precept.
Leeds council tax remains the 2" lowest of the English core cities and mid-
point of the West Yorkshire districts, as detailed in table 6 below.

Table 6 —2017/18 Council Tax Levels (Figures include Police and Fire Precepts)

West Yorkshire

Core Cities Band D  Districts Band D
Ep Ep

Nottingham 1,851.74  Kirklees 1,594.80
Bristol 1,799.75 Calderdale 1,575.89
Liverpool 1,751.92 Leeds 1,488.05
Newcastle 1,682.34  Wakefield 1,479.89
Sheffield 1,655.48 Bradford 1,469.71
Manchester 1,502.12

Leeds 1,488.05

Birmingham 1,438.45

Government provided funding for the on-going effect of previous council tax
freezes up to 2015/16. The council accepted council tax freeze grant for the
years 2011/12 to 2013/14. As a result government funding of £9.4m was
built into the council’s 2015/16 settlement (the grant for freezing council tax
in 2012/13 was for one year only).

The 2018/19 initial budget proposals recognise £4.9m of additional income
from increases to the Council Tax base (3,773 band D equivalent properties)
but also a decrease in the contribution from the collection fund of £1.7m (a
budgeted £1.5m collection fund surplus in 2017/18 decreasing to an
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estimated deficit on the collection fund of £0.2m in 2018/19).

In previous years Government has set a limit of up to but not including 2%
for council tax increases above which a Local Authority must seek approval
through a local referendum. The referendum ceiling for 2018/19 has yet to
be announced; once known the council will need to make a decision about
the proposed council tax increase. However, subject to an announcement, it
is proposed that the standard council tax is increased by 1.99%.

In the 2017/18 provisional local government settlement, the Secretary of
State announced additional flexibility, permitting local authorities to increase
council tax by up to an additional 3% each year between 2017/18 and
2019/20 specifically to fund adult social care services, with the maximum
total increase in these three years not exceeding 6%. This flexibility
recognised demographic changes leading to growing demand for adult social
care, and increased pressure on council budgets.

Table 7 below sets out the estimated total council tax income in 2018/19,
recognising the estimated increase in the council tax base and the £0.2m
estimated deficit on the collection fund together with £8.6m of additional
income generated from the Adult Social Care precept and the general
increase in the council tax rate.

Table 7 — Estimated Council Tax Income in 2018/19

2017/18 2018/19
Baseline Forecast

£m £m

Previous year council tax funding 267.1 284.8
Change in tax base - increase / (decrease) 4.5 49
Increase in council tax level (1.99%) 5.4 5.6
Adult Social Care precept (3%) 8.1 8.6
Council Tax Funding before surplus/(deficit) 285.1 303.9
Surplus/(Deficit) 2016/17 1.8

Surplus/(Deficit) 2017/18 15 15
Surplus/(Deficit) 2018/19 (0.2)
Change in collection fund contribution - increase/(decrease) (0.3)

Total - Council Tax Funding 284.8 302.3
Increase from previous year 175

The settlement funding assessment includes an element to compensate
parish and town councils for losses to their council tax bases arising as a
result of local council tax support (LCTS). As this amount is not separately
identifiable it is proposed, as in previous years, that LCTS grant should be
reduced in line with the assumptions for Leeds’s overall reduction in the
settlement funding assessment, a reduction of 6.6% for 2018/19 from £75k
to £70k.
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Adult Social Care Precept and Grant Income

The initial budget proposals for 2018/19 also reflect additional grant monies
made available by Government specifically for adult social care. Together
the precept and the grant will be utilised to fund a range of adult social care
pressures and priorities with the use of the balance of the “Spring Budget “
money for which bids were invited from both internal and external partners,
having now been agreed by NHS England

As discussed above in para 4.6.6, it is proposed that the Leeds element of
the council tax is again increased by a 3% adult social care precept in
2018/19.

In applying the precept the Government require Councils to demonstrate that
adult social care budgets, (when compared to changes in other non-ring
fenced services), are not reduced by a greater proportion than those non-
ring fenced services. Based on the equivalent return made to Government in
2017, the 2018/19 initial budget proposals for Adults and Health are
consistent with this requirement.

Collectively the Spring Budget monies, announced in the March 2017
budget, and the improved Better Care Fund total approximately £51m over
the period 2017 to 2020. The ‘Spring Budget’ money was to be included
within the improved Better Care Fund and was targeted at three areas:
sustaining the care market, provision of social care and to ease the
pressures on local health services.

The Council has agreed the planned spend with health partners and this has
also been approved by the Health and Wellbeing Board for the three years of
funding and by NHS England for 2017/18 and 2018/19 (being the current two
year cycle of approval).

A summary of the use of the additional funding made available through the
IBCF and the Spring Budget is as follows:

Prevention/Self Care/Self-Management £5.5m

Reducing Pressures on the NHS £7.6m

Stability of the Provider Market £1.0m

Provision for Leeds Health & Care Plan £2.0m

Demand and Demographic Pressures in Social Care £22.7m
Reducing/Reversing planned reductions in Social Care £15.3m

The above priorities total £54.1m, however it is expected that this level of
overprogramming can be managed within the overall allocation of £51m over
the next three years.

Table 8 below outlines how the additional funding provided by the Better
Care Fund, the “Spring Budget” grant announcement and the proposed adult
social care council tax precept all combine to increase the spending power



within adult social care.
4.7.9. Table 8 Adult Social Care “Spending Power”

2017/18 2018/19 2019/20

f£m fm £m
Base Budget 205.6 220.3 225.2
Spring Grant 17/18 14.7 (14.7)
Spring Grant 18/19 9.4 (9.4)
Spring Grant 19/20 4.8
Improved Better Care Fund 11.1 10.1
ASC Support Grant (3.3)
ASC Precept 8.6
ASC 3% Savings target (6.2)

220.3 225.2 230.7

4.7.10. Members should note that the increased “spending power” figures reflected
in the table above will not necessarily translate into how the Council’'s Adults
and Health managed budget for 2018/19 and beyond will look. This is
because the grant income and the associated expenditure will net each other
off in budget terms in each year that the grant is received.

4.8. The net revenue budget 2018/19

4.8.1. After taking into account the anticipated changes to the settlement funding
assessment, business rates and council tax, the council’s overall net
revenue budget is anticipated to increase by £13.5m or 2.7% from £492.7m
to £506.2m, as detailed in table 9 below and at Appendix 1.

Table 9 — Estimated Net Revenue Budget 2018/19 Compared to the 2017/18 Net
Revenue Budget

2017/18 2018/19 Change

£m £m £m

Revenue Support Grant 65.0 46.5 (18.5)
Business Rates Baseline 148.0 152.4 4.5
Settlement Funding Assessment 213.0 198.9 (14.0)
Business Rates Growth 8.9 9.9 1.0
National Appeals Adjustment 7.9 8.0 0.1
Business Rates Deficit (21.8) (12.9) 8.9
Council Tax (incl. Adult Social Care 283.2 302.4 19 2
Precept)

Council Tax surplus/(deficit) 15 0.2) 1.7)

Net Revenue Budget 492.7 506.2 13.5
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Table 10 below analyses the £13.5m estimated increase in the net revenue
budget between the settlement funding assessment and locally determined

funding sources.

Table 10 — Increase in the Funding Envelope

Funding Envelope 2018/19
£m

Government Funding
Settlement Funding Assessment (14.0)

Sub-total Government Funding (14.0)

Locally Determined Funding

Council Tax (incl tax base growth) 17.5
Business Rates 10.0
Sub-total Locally Determined Funding 27.5
Increase/(decrease) in the Net Revenue Budget 135

Initial budget proposals 2018/19

This section provides an overview of the changes in funding, primarily
specific grants (paragraphs 5.3 to 5.4), and cost increases (paragraphs 6.1
to 6.19) which the council is facing in 2018/19 and concludes with the
savings proposals (paragraphs 7.1 to 7.11) to balance the 2018/19 budget to

the estimated available resources.
Table 11 provides a high level of summary of these changes:

Table 11 Summary of Changes in Funding, Cost Increases and Savings Proposals
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2018/19

£m
Funding
Additional Net Revenue Charge (13.5)
Increases in Specific Grant (13.1)
Fall out of one off funding 5.8

(20.9)
Pressures
Pressures - Inflation 10.9
Pressures - Other 48.2

59.1

Funding and Cost Pressures 38.2
Solutions £m
Efficiencies (22.2)
Changes to services (1.0)
Income - fees & charges (6.3)
Income - traded services, partner & otherincome (1.5)
Grant & Otherincome (3.4)
Proposal to Use Capital Receipts / S106 balances (3.9)

(38.2)

Decreases/(Increases) in Funding

Changes in both the Settlement Funding Assessment (SFA) of £14.0m and
local funding (£27.5m) are detailed in sections 4.1.3, 4.4.3 and 4.6.6
respectively.

Specific Grant Funding Changes- Adults and Health (£16.1m). In
February 2017 the Government announced a total of £2.021bn as
supplementary funding to the Improved Better Care Fund (Spring Budget
money) which is required to be spent on social care. Of the £674m to be
distributed in 2018/19 Leeds will receive £9.4m. This is in addition to the
known increase of £11.1m in Improved Better Care Fund receivable by
Leeds which had previously been announced. The one off Adult Social
Care support grant of £3.3m, part funded by changes in New Homes
Bonus, will fall out of the base budget in 2018/19.

In the 2015 spending review the Government indicated its intention to make
savings on local authority public health spending and a further £1.2m
reduction in the Public Health Grant has been included in these initial
budget proposals for 2018/19.

Specific Grant Funding Changes — Children and Families Directorate.
There will be a further reduction in the Education Services grant (ESG)
receivable of £2.47m in 2018/19, meaning there is no ESG in the Council’s
base budget going forward. In 2018/19 £2.5m of Department for Education
Innovations grant, which is supporting the base budget in 2017/18, will drop
out with the balance of the grant being carried forward so that it can be
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5.3.6.

5.3.7.

5.3.8.

5.3.9.

5.4.

deployed to continue to invest in the Leeds children strategy through
trialling new approaches to working with children and families and by
investing in and reforming preventative services in order to manage
demand.

Specific Grant Funding Changes — Communities and Environment.
The Housing Benefits administration grant is expected to reduce by
£0.25m, whilst the Fraud & Error Recovery Incentive Scheme grant has
been replaced by the new Right Benefit Initiative grant and the bonus and
maintenance elements of FERIS will no longer be paid with a consequent
reduction in the level of grant receivable (£0.35m).

Specific Grant Funding Changes — Flexible Homelessness Support
Grant. In February 2017 the Government announced details of the new
Flexible Homelessness Support Grant (FHSG) which replaced the
Temporary Accommodation Management Fee. Since FHSG is calculated
on the basis of homelessness prevention outcomes and, as Leeds has
achieved a high level of preventions, the allocation for Leeds in 2018/19
has been set at £1.794m.

Specific Grant Funding Changes - Homelessness Reduction Act. The
Council has received £0.168m in 2018/19 to meet the new burdens
associated with the Homelessness Reduction Act.

Specific Grant Funding Changes - New Homes Bonus. Government
introduced the New Homes Bonus in 2011 to encourage housing growth:
councils receive grant for a number of years for each net additional
property added in each year. This grant is funded by top slicing revenue
support grant. In 2016/17 Government made some changes, including
reducing the number of years the bonus is receivable from six to four over
two years and imposing a growth baseline before bonus is pai