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ITEM CA6

CABINET – 19 SEPTEMBER 2006

SERVICE AND RESOURCE PLANNING 2007/08 – 2011/12

Report by Chief Executive, Director for Resources and

Head of Finance & Procurement

Introduction

1. This report is the first in a series which will inform Members of the service and resource planning process and budget issues for 2007/08 and the medium term.  The report sets out the current Medium Term Financial Plan (MTFP) as agreed by Council on 14 February 2006 and subsequently amended on 20 June 2006, and provides the latest information on the Council’s financial position.  It also outlines some of the issues for 2007/08 and beyond, sets out proposals from the County Council Management Team (CCMT) for the service and resource planning process for 2007/08 and provides a proposed timetable for the planning process.

2. A Financial Strategy for the period 2006/07 to 2008/09 was agreed by the Cabinet as part of the 2006/07 budget process.  This document sets out the principles behind the MTFP and provides an overarching statement about how the Council intends to conduct its finances.  The principles remain unchanged, which are:

· The target of efficiency savings will be £5m for the two years 2007/08 and 2008/09 and £4m for the two years 2009/10 and 2010/11, to provide headroom to allocate to non-discretionary pressures which are unavoidable.

· Policy choice pressures coming from Directorates should be met by compensating savings from each Directorate.

· Additional one-off income should be allocated to one-off pressures.

· Revenue balances will be maintained at a level commensurate with identified risks.

The strategy is being updated to reflect the current position and will be presented in the next report to Cabinet in November 2006.

3. The following annexes are attached:

Annex 1: Assumptions behind the Medium Term Financial Plan (MTFP)

Annex 2: Current Medium Term Financial Plan 2007/08 – 2010/11

Annex 3: Service and Resource Planning timetable for 2007/08

2007/08 Estimated Funding and Planned Expenditure 

4. The Corporate Plan sets out the corporate objectives of the Council of ‘low taxes, real choice, value for money’.  The MTFP is based on the commitment to reduce the rate of increase in Council Tax in each of the next four years.  The following table sets out the draft budget for 2007/08 as per the MTFP agreed by Council on 20 June 2006.


£m
£m

Estimated Funding:







Total Formula Grant  
92.3


Council Tax (including surpluses)
252.0






Equals: Total Funding 2007/08

344.3





Planned Expenditure:







Directorates: 



CYP&F
74.0


S&CS
145.4


E&E
60.2


Community Safety
23.8


Resources
8.1


Strategic Measures:



Capital Financing & Interest on Balances
32.0


Contributions to/from reserves
-1.0
342.5





(A)  Efficiencies and Savings

-5.0

(B)  Sum Available to Allocate to Council Priorities

6.8





Equals: Budget Requirement 2007/08

344.3






Estimated Funding

5. Total formula grant comprises Revenue Support Grant and National Non Domestic Rates (NNDR).  Figures for 2007/08 were issued with the 2006/07 Local Government Finance Settlement in January 2006.  It is anticipated that the Department for Communities and Local Government (DCLG) will, almost certainly, confirm our total formula grant figure of £92.3m for 2007/08 in November or December 2006, when they announce the draft Local Government Finance Settlement.  The final 2007/08 Settlement should be announced in January or February 2007.
6. In accordance with the corporate objectives and the financial strategy, the planned Council Tax increase for 2007/08 is 4.25%.  The MTFP assumes taxbase increases of 1.1% per annum in line with population and housing growth forecasts.  The actual taxbases for each of the districts will not be confirmed until January 2007.

7. In the previous two years income from Collection fund surpluses has been significantly higher than the budgeted assumption of £1.25m.  For 2007/08 early indications from two of the District Councils show that another year of high surpluses should not be expected.  As with the taxbase, figures will not be confirmed until January 2007. 

8. During the 2006/07 budget round, one-off income from Local Authority Business Growth Incentive (LABGI) scheme and Public Service Award (PSA) Reward grant were anticipated but not budgeted for as the amounts and date expected were unknown.  The Council has received £0.4m in 2006/07 relating to LABGI from its share of District Councils’ business growth.  Early indications from the District Councils’ are that no LABGI income will be received in 2007/08 as business growth is limited.  PSA reward grant is still anticipated and will be paid in two equal instalments; one expected later this year and the remainder in 2007/08.  It is currently estimated that £7.2m will be received in total, of which £4.1m will be payable to external bodies (including schools), £2.6m available for Directorates and Strategic Measures, and £0.5m available for corporate improvements.   Half of any sum received will be a capital grant (for items that produce lasting benefits in more than one year) and half revenue.
9. £1.2m of Local Area Agreement pump priming grant has been received and will be allocated in 2006/07.  Future reward grant is not being built into the MTFP at this point in time.

Planned Expenditure

10. The table at paragraph 4 of the report sets out the planned expenditure for the Directorate and Strategic Measures budgets.  This is based on the budget for 2006/07 plus allowances for inflation and the effect of policy plans and other budget changes agreed in previous years.  Additional resources for 2007/08 included in the proposed allocation for each Directorate and Strategic Measures total £9.7m.  The assumptions behind these additional resources are detailed in Annex 1 and the current MTFP is set out in Annex 2.  Items A and B from the table in paragraph 4 are explained below.

Efficiencies and Savings (Item A)

11. As in previous years, the Council has set an efficiency and savings target in the MTFP for 2007/08 through to 2010/11 (£5m in 2007/08 and 2008/09, £4m in 2009/10 and 2010/11).  Directorates have been issued with their share of the target for each of the four years based on previously agreed methodology (pro-rata excluding non controllable items).  They have also been given an indicative target for the non cash-releasing element of the Gershon Annual Efficiency Savings (AES) requirement
.  It is assumed that the cash-releasing element will be met through the achievement of the Council’s own efficiency and savings target.

Available to Allocate to Council Priorities (Item B)

12. The sum available to allocate to Council Priorities of £6.8m is determined by the total funding available of £344.3m, less planned expenditure of £342.5m and planned savings of £5.0m.  This is a balancing figure and will change if either the total funding changes or items within the planned expenditure change. As set out in earlier paragraphs, actual funding available to the Council will not be confirmed until January 2007.

13. As set out in the financial strategy, the sum available to allocate will be used to meet unavoidable spending pressures and the Cabinet’s priorities. 

14. Two areas of potential unavoidable pressures for 2007/08 were identified during the latter stages of 2006/07 budget process and referred to in the report to Cabinet on 17 January 2006.  These pressures related to the revenue costs of the Homes for Older People (HOPS) contract following full utilisation of capital receipts arising from the project resulting in a shortfall in funding of £1.6m and costs of debt restructuring resulting from new regulations requiring sums held on the balance sheet to be charged to revenue in 2007/08 estimated at £0.8m.  It is anticipated that £0.6m will be available from capital receipts relating to HOPS. However it is not certain yet whether this will be in 2007/08 or 2008/09.  In relation to the debt restructuring, amendments to the capital finance regulations which are out for consultation and would come into force in April 2007 mean that Local Authorities will probably not be required to charge outstanding premiums/discounts to revenue.

15. Assuming the capital receipt for HOPS will not be received until 2008/09, and the capital finance regulations are not agreed, the sum available to allocate in 2007/08 is reduced from £6.8m to £4.4m.  The availability of this sum is dependent upon achieving the efficiencies and savings targets. Any shortfall in meeting the target will reduce the sum available to allocate. 

16. The outturn position for 2005/06 was £554.9m compared to a budget of £554.5m. Included within this figure was £4.1m which was planned to be recovered in future years.  This shows that overall there were no significant funding issues that could not be managed in the 2005/06 budget.  The Financial Monitoring report elsewhere on the agenda shows that the current forecast at the end of 2006/07 is an overspend of £2.5m.  This suggests that there are some issues emerging in 2006/07 which may have implications for the 2007/08 budget.  Directorates, as part of the service and resource planning process (detailed in paragraph 18 below), are currently drafting business plans which will set out their planned levels of service to be delivered in 2007/08 and the medium term, and will identify pressures and proposed reprioritisations to meet them.

17. As set out in Annex 2, the assumptions in the MTFP are for 2.5% on pay inflation and 2.0% on non-pay inflation.  The Consumer Price Index (CPI), the Government’s measure of inflation is currently 2.4%
 and the Bank of England anticipate that there could be an increase in the base rate around November to bring inflation back in line with the target of 2%.  The Chancellor of the Exchequer in his budget speech in March this year set limits for future public sector pay increases at 2%.  Based on these projections, the inflation provision in the MTFP for 2007/08 should be sufficient and could be more than required dependent upon pay increases.  However, energy price increases are still high, with gas prices currently the highest at 36%.  The inflation position will need to be monitored over the coming months to determine whether the MTFP inflation provision is adequate.  

Service and Resource Planning Process 2007/08

18. Last year CCMT developed a framework designed to work towards achieving an integrated approach to service and financial planning, recognising that it would not be achieved in full in one year.  This year, the process builds on that established last year, with planning work at service manager level to achieve integration.

19. It is recognised that a contributing factor in achieving an integrated approach to service and financial planning is in the use of all resources not just financial, and that workforce planning is a key component.  As such, the framework has been redefined as service and resource planning.

20. In order to strengthen the integration of service and financial information, Medium Term Business Plans at Service Manager level will be required for 2007/08–2010/11.  Business Plans will contain information on service activities linked to outputs, outcomes and resources; budget and staffing; performance indicators and benchmarking.  With the advent of Business Plans, CCMT have agreed that Service Plans should no longer be required at Head of Service level.  The format of Directorate plans will be revised and slimmed down so that they build on rather than repeat information defined in business plans.  Draft plans at both levels will be completed by mid October in order that any financial issues are considered as part of the planning and budget setting process.

21. A proposed timetable for the 2007/08 Service and Resource Planning process is attached at Annex 3.

Beyond 2007/08

22. The next Comprehensive Spending Review is due in the summer of 2007. This will provide a basis for a provisional announcement by the Government in November/December 2007 on funding for the three financial years, 2008/09, 2009/10 and 2010/11.  This will be the first time figures for three years will be available. Whilst this provides some certainty in the medium term, it does mean that there is currently no information on funding after 2007/08.  The authority is protected from significant decreases in Government funding by damping grant in 2007/08 and it is anticipated that this will continue in future years.  However we do not know the extent of protection in the future, and this will only become apparent following the Spending Review.

23. Directorates are currently examining pressures for the medium term and how these might be addressed.  These will be discussed with their Cabinet Members and the Cabinet Member for Finance during September and will provide an initial view of the issues to be considered in agreeing the MTFP.

24. The Cabinet in February 2006 agreed to the full implementation of a Shared Service Centre.  Although there is some slippage in both the set up costs and savings in the first year, it is still expected that the set up costs will be repaid by 2011/12, with savings of £2.1m rising to £2.4m in 2012/13 and beyond.

Balances and Reserves

25. The Financial Monitoring Report elsewhere on the agenda identifies that balances at 31 July were £15.9m.  The risk assessment identifies £3.5m of possible calls on balances in 2007/08.  It is assumed that half of this would be repaid.  To date calls on balances have been £0.7m
 of which £0.2m relating to Adult Learning is due to be repaid in future years.  There have also been unplanned additions to balances of £1.3m, mostly relating to additional interest on cash balances.

26. The financial strategy states that balances should be maintained at a level commensurate with risk.  To strengthen evidence of the level to which balances should be maintained, a systematic and formalised evidence based approach to assessing risk on the budget is currently being constructed and will be set out in the next report to Cabinet in November 2006.

27. The position on balances will need to be reviewed as the year progresses, in conjunction with the updated risk assessment to determine whether there is a surplus or shortfall in balances going forward.

Capital Programme

28. In February 2007, Council will be asked to approve a three year Capital Programme up to 2009/10 along with the MTFP and the Capital Strategy and Corporate Asset Management Plan.

29. The Council’s current policy on allocating capital resources is that schools are allowed to bring forward a Capital Programme for approval which is funded by the resources available to them.  Transport are allowed to bring forward a Capital Programme in balance with the resources approved through the Local Transport Plan.  Any unallocated resources are available for allocation to other services. 

30. In December 2005 the Council received two year borrowing approvals for schools covering 2006/07 and 2007/08.  In December 2006 the Council may receive borrowing approvals for 2008/09.  This will allow a schools programme for 2008/09 to be developed in line with that approval.  The Council has also received five-year indicative borrowing approvals for Transport up to 2010/11.  The 2007/08 figure will be updated in December 2006 and a detailed programme to spend the allocation will be taken to Cabinet for approval in 2007.

31. The Capital Strategy & Corporate Asset Management Plan will include all identified capital requirements for other services outside Schools and Transport.  Any unallocated resources can be applied to the highest priority items identified within that Plan.  The Capital Steering Group should be asked to consider the capital requirements and advise Cabinet as to those projects to be included within the Capital Programme for 2007/08 to 2009/10.

32. The current unallocated surplus on the Capital Programme is £0.9m.  In addition the Council is likely to receive around £1m for borrowing allocations for other service areas for 2009/10 making £1.9m available to allocate.  This is the recommended maximum total resources to be considered for allocation by the Capital Steering Group.  This will be subject to any decision made by Cabinet on whether or not to continue to maximise the Council’s supported borrowing allocations.

Maximising Borrowing Allocations
33. The Cabinet on 18 April 2006 considered a report, which included a section on the implications of continuing to maximise the supported borrowing allocations given by Government departments.  Cabinet agreed to reconsider its policy as part of the budget planning process for 2007/08 starting with a report to Cabinet in September 2006.

34. The background information included in the April report was that in 2007/08 the Council will receive additional Government grant of £2.4m (2.7%).  Inflation in the MTFP for 2007/08 is £8.4m, so our additional grant does not even cover inflation on the budget.  The planned additional supported borrowing costs in 2007/08 arising from maximising our borrowing allocations are £2.1m which fall directly onto the Council Tax.  The Council has already built in the costs of supported borrowing within the MTFP for 2006/07 to 2010/11.

35. As the Council have agreed a target level of increase in Council Tax for 2007/08 of 4.25% the additional borrowing costs have to be met by savings in other areas of the budget.  As an example a reduction in the take up of supported borrowing in 2007/08 by £10m would save £0.25m in 2007/08 and £0.9m for 2008/09. The Council has a choice between funding the Capital Programme and using the resources to fund revenue spending pressures or avoiding service cuts.

36. In relation to schools, the costs of funding the schools Capital Programme fall outside the Dedicated Schools Grant, except for work funded by Prudential Borrowing. This means that we are cutting other services or increasing Council Tax to fund the capital works in schools.

37. Details have been received of the proposed policies of several other County Councils on this issue.  There is no consistent approach.  Some Counties are proposing to take up their full supported borrowing allocations in 2007/08, some are proposing not to take up their full allocation, while others are reviewing their position as part of their budget considerations for 2007/08.  The Cabinet will need to consider this issue as part of the budget process for 2007/08 and determine how it wishes to proceed.

Strategic Measures
38. The Council’s predicted cash flow and revised budget predictions for Strategic Measures will be updated in the next report to Cabinet in November 2006, with an updated view on interest rates.  This will take also take into account savings arising from some debt restructuring undertaken in 2006/07, and savings from borrowing £20m in Lender Option Borrower Option loans (LOBO’s) in 2006/07 to fund the Capital Programme.  

Financial and Legal Implications

39. This report is mostly concerned with finance and the implications are set out in the main body of the report.  The Council is required under the Local Government Finance Act 1992 to set a budget requirement for the authority and an amount of Council Tax.  This first report forms an initial basis for those requirements that will lead to the budget requirement and Council Tax being agreed in February 2007.

RECOMMENDATION

40. The Cabinet is RECOMMENDED to:

(a) note the report;

(b) approve the Service and Resource Planning Process for 2007/08;

(c) consider whether the Council should maximise its supported borrowing allocations; and

(d) ask the Capital Steering Group to consider the use of unallocated capital resources of £1.9m in line with capital requirements, and to advise the Cabinet on those projects which should be included in the Capital Programme for 2007/08 to 2009/10.

JOANNA SIMONS

Chief Executive

JOHN JACKSON

Director for Resources

SUE SCANE

Head of Finance & Procurement

Background papers: 
Nil

Contact Officers: 

Lorna Baxter, Strategic Financial Planning Manager

Tel: 01865 816087

Mike Petty, Strategic Financial Planning Manager

Tel: 01865 815422

Paul Edwards, Corporate Performance Manager

Tel: 01865 815307

September 2006

ANNEX 1

Assumptions Behind the Medium Term Financial Plan 

Planned Expenditure

1. The Medium Term Financial Plan allows for inflation and the effects of policy plans and other variations agreed in previous years. An analysis of the additional resources planned for each Directorate and for the Strategic Measures budget is shown below.

Directorate
2006/07 Budget

£000
Permanent Virements agreed in year

£000
Indicative Inflation

£000
Previously Agreed Budget Changes

£000
Current 2007/08 Budget

£000
Current Increase in Budget

%

Children, Young People & Families
72,409
176
1,881
-233
74,233
2.52%

Social & Community Services
139,827
-175
4,084
1,492
145,228
3.86%

Environment & Economy
57,618
-10
1,432
1,109
60,149
4.39%

Community Safety
22,831
-15
639
328
23, 783
4.17%

Resources 
8,210
24
352
-506
8,080
-1.58%

Strategic Measures
31,978

0
-800
31,178
-2.50%

TOTAL
332,873
0
8,388
1,390
342,651
2.94%

Inflation

2. The MTFP allows for inflation at 2.5% on pay, 2.0% on non-pay, and 3.0% for DSG budgets.  Contracts such as Isis Accord and Home to School Transport, where above average inflation applies have also been allocated a higher rate of 3.0%.   In some cases where contract inflation is above the 3.0% allowance, a further allocation has been agreed as a policy plan.  These further allocations in 2007/08 total £1.344m for Social & Healthcare and £0.108m for Environment & Economy, both agreed in 2004/05.

3. The Consumer Price Index (CPI), the Government’s target measure for inflation, was 2.4% in July, down from 2.5% in June but up from 2.2% in May.  The current CPI level is now above the inflation rate allowed for non-pay, although the medium term forecast is for this to be brought back towards the Government’s 2% target.  Some individual CPI indicators are much higher than 2.4%, for example, in July 2006 the CPI indicator for electricity was 25.9%, gas was 36.3% and water was 5.5%.  

4. The teachers pay award for 2007 has already been agreed at 2.5%.  In the 2006/07 budget the July 2006 pay award for firefighters was assumed at 3.0%, however this was actually lower at 2.7%.  The difference has been returned to balances in 2006/07.  It is assumed that the July 2007 pay award for firefighters will be 2.5%.

Ongoing Policy Plans 

5. The MTFP allows for the ongoing effect of the policy plans agreed in 2003/04, 2004/05, 2005/06 and 2006/07.  An analysis by Directorate is shown in the table below. Details of each policy plan are shown in the Medium Term Service and Financial Plan 2006/07 to 2010/11 publication, which can be found on the Council’s website.

Directorate
2003/04 Policy Plans

£000
2004/05 Policy Plans

£000
2005/06 Policy Plans

£000
2006/07 Policy Plans

£000
Total

£000

Children, Young People & Families



-233
-233

Social & Community Services
75
1,344

73
1,492

Environment & Economy
826
258

25
1,109

Community Safety



328
328

Resources 
197


-505
-308

Strategic Measures:






Contribution to/from balances



-46
-46

Contribution to/from reserves



-2,508
-2,508

TOTAL
1,098
1,602
0
-2,866
-166

Other Variations agreed in the MTFP 

6. The MTFP allows for the ongoing effect of the allowed variations agreed in 2003/04, 2004/05, 2005/06 and 2006/07. 

Directorate
2003/04, 2004/05 & 2005/06

Other Variations

£000
2006/07

Other Variations

£000
Total

£000

Resources:


Insurance Premiums
-198

-198

Sub-Total Resources
-198
0
-198

Strategic Measures:


Capital Financing


Contribution to/from balances


HOPS Reserve
3,199

-2,800

1,350
-95

100
3,104

-2,700

1,350

Sub-Total Strategic Measures
1,749
5
1,754

TOTAL
1,551
5
1,556

Balances 

7. The Financial Strategy states that balances should be maintained at a level commensurate with risk. The MTFP includes the following estimated balances for 2006/07 to 2010/11.  


2006/07

£000
2007/08

£000
2008/09

£000
2009/10

£000
2010/11

£000








Estimated Balances at start of year
15,868
14,558
13,412
14,193
12,750

Less: City Schools
-3,098
-2,533
-1,957
-1,406
-769

Net Balances at start of year
12,770
12,055
11,455
11,262
11,981








Planned repayment on City Schools 
565
576
588
600
612

Planned additional contributions included in MTFP
1,820


1,369
2,869

Planned use of balances included in MTFP

-926
-281



Budgeted Change in Balances
2,385
-350
307
1,969
3,481








Total Balances at Start of Year
15,155
11,705
11,761
13,231
15,462








Estimated Use of balances in year
-3,500
-1,250
-1,250
-1,250
-1,250

Estimated Repayment of Previous years Use of Balances
400
1,000
750



Net Use of Balances
-3,100
-250
-500
-1,250
-1,250








Estimated Balances at End of Year
12,055
11,455
11,262
11,981
14,212

� Local Authorities are required to achieve annual savings equivalent to 2.5% of spend, of which at least half must be cash releasing and the remainder non cash releasing


� July 2006


� Excludes £0.4m relating to LABGI, which for accounting purposes is shown as ‘in’ then ‘out’ of balances
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