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ANNEX 1

A Financial Strategy 2006/07 – 2008/09

1. An updated Financial Strategy for the period of the Medium Term Service and Financial Plan from 2006/07 up to 2008/09.

1.1. Major changes

1.1.1. The County Council first approved the Financial Strategy in October 2002.  We have re-evaluated our Financial Strategy to ensure that it both reflects the progress we have made since 2002 and it takes account of organisational changes and is appropriate and sufficient to meet the future needs and priorities of the Council over the next three years 2006/07 - 2008/09.  We introduced SAP, a new financial and HR system, in 2002 to replace the previous LAFIS system.  Most notably a new Resources Directorate was established in April 2003 with a new post of Director for Resources (filled by John Jackson).  There has been a change in the leadership of the Finance function with Sue Scane joining the Council in October 2004 as Head of Finance & Procurement.  Subsequently we have appointed a new Chief Executive, Joanna Simons, who started in March 2005 and following the County Council elections on 5 May 2005 there is a now a Conservative single party administration and Cabinet, where for many years the Council has had no overall control. 

1.1.2. In April 2004 the Leader of the Council requested that a major review be carried out of the financial management arrangements across the Council, as a result of financial control problems identified in Social & Health Care.  This review was carried out by Robson Rhodes who reported back to the Executive in September 2004.  The review findings have enabled the Council to focus on the weaknesses identified and the Council’s Best Value and Audit Committee agreed a Financial Management Improvement Plan (FMIP) in November 2004.  Additional investment of £0.2m was voted by Council in the 2005/06 budget to reinforce the delivery of the FMIP and the achievements against the Plan are being monitored by the reconfigured Audit Committee on a quarterly basis.  We are now confident that we have a robust recovery plan in place and that financial management arrangements are improving.  A key part of the plan is another major Council project which is the revitalisation of the use of the SAP system.

1.1.3. We have recognised that insufficient investment was made in the changeover from LAFIS to SAP and that the potential of SAP has therefore not been released.  The Council has subsequently agreed to invest some £7m over the period of 2004/05 to 2007/08 in improving and revitalising the SAP system.  We are working with LogicaCMG to: improve financial consistency and compliance; obtain good management information and support the FMIP; implement e-procurement across the authority; review the quality of financial systems in schools and recommend a way forward; implement changes to how we deliver Human Resources; and to develop and implement a SAP Competency Centre to deliver support and training.  The investment also covers preparing an initial business case for Shared Services which is centred on realising the benefits of SAP and taking the opportunity to refashion how we provide financial and human resources support to the Council.  

1.1.4. Further work is being undertaken on the potential creation of a Shared Service Centre, which will enable savings to be achieved by bringing together staff and through improved working with the SAP systems.  The initial business case requires additional verification before final approval to proceed is given.  This will represent a significant change programme, which will require further investment to achieve, but will then produce ongoing revenue savings.

1.1.5. In addition we have invested cumulatively £2.2m in our modernisation fund.  We have undertaken a major property review, which was launched in 2002 and is due to report back to the Cabinet with recommendations in Autumn 2005.  Another achievement flagged in our previous strategy was the successful implementation of broadband/Oxfordshire Community Network (OCN).  This involved an investment of £8m with ongoing costs of £2.5m per year.

1.1.6. A key part of our previous strategy was to achieve an increased level of balances by 2006.  We have made major progress in this and our balances are set to achieve 2% of net budget by 2006/07.  We have achieved this demonstrable improvement in our financial situation, whilst still increasing our stability and making some significant investment in our infrastructure.  We recognise the need for continuous improvement and further investment to ensure that the momentum can be sustained whilst maintaining a sound level of balances.

1.1.7. Oxfordshire has a gross revenue budget in 2005/06 of £777.5m and a net budget of £584m, a capital programme of around £112m, and balances of around £12m (this represents around 2% of revenue expenditure) of which approximately £11.5m is uncommitted and available to cover unexpected and anticipated expenditure pressures arising in year.  There is a detailed risk assessment which supplements the rationale for the level of reserves in addition to our intention to reach a minimum of 2% which will be achieved in our agreed budget plans by 2006/07.

1.1.8. Since 2002/03 our Council Tax has risen by an average of 8.49% a year.  Our Council Tax substantially increased by 13.4% in 2003/04 but has increased by less than half that, 6.25% in 2004/05. The Council tax increase for 2005/06 was 4.5% and the Cabinet elected in May 2005 have pledged a further drop in the level of increase for future years.  This will give increases of 4.375% in 2006/07, reducing by 0.125% in each of the following years.  The table below shows the actual increases up to 2005/06 and the pledged increases thereafter up to 2009/10.

Year
Increase

2002/03
9.8%

2003/04
13.4%

2004/05
6.25%

2005/06
4.5%

2006/07
4.375%

2007/08
4.25%

2008/09
4.125%

2009/10
4.0%

1.1.9. The Council traditionally operated in a devolved manner.  However this was superceded by a newly constituted County Council Management Team in April 2003 which has since focused on the corporate priorities and a One Council approach. This is reinforced by CCMT budget proposals which since 2005/06 have sought to concentrate on how resources can be found for key priorities; how annual efficiency savings of £5m can be realised; and how internal pressures can be absorbed.

1.1.10. For these reasons we have committed ourselves to:

· building alliances with other south eastern counties and public sector partners such as Health and Police Authorities, to encourage the Government to recognise the under funding of services in the south east of England

· exploiting new opportunities for additional funding, such as Public Service Agreements, building the Government’s confidence in our performance so that we can obtain both new grant and new flexibility to borrow for investment

· exploring the potential for levering in private sector investment, for example in property and IT. This should include an assessment of the potential for Private Finance Initiative funding

· restoring our balances to a level above 1% and up rate the scale of our current Innovation Fund, giving it better support so that it can become a major source of investment funding

· tightening financial management where this is needed

· ensuring that we extract efficiency savings to offset the cost of investment – for example as we invest in Shared Services or in greater access to computers

· challenging the organization to meet the Government Gershon target of identifying annual 2% efficiency improvements for reinvestment in organizational priorities

· reviewing our approach to service budget management

· developing a three-year financial strategy which will boost the authority’s external funding, tighten financial management controls and achieve efficiencies, so that we can invest in key priorities.

2. How we are managing our finances

2.1. Building Balances

2.1.1. The Council’s gross budget is £777.5m and net budget is £584m in 2005/06, with a forecast net budget of £605m for 2006/07.  Since we implemented the Financial Strategy in 2002, Council have steadily voted cumulative increases of £12.0m to general balances to reach the 2% minimum target of net budget.  We are on target to achieve that by 2006/07.  The robustness of this position is reinforced further by our risk assessment of anticipated/potential calls on balances and a fundamental review of the carry forward arrangements carried out as part of the 2004/05 outturn.  We validated the reasons for carry forwards and recommended where the money was best returned to general balances to be called upon only where future need could be verified.  This review successfully enabled agreement to be reached based on a future needs assessment which safeguarded the department's potential future liability.

2.1.2. The Council has achieved a secure and robust level of balances that ensures it to be effective and sure-footed when it comes to managing its resources and responding to unexpected pressures.  An overall assessment of all the financial risks currently facing the Council is around £5.3m.  Looking at our latest position then our policy to achieve a 2% target appears to be an adequate and robust position for the Council.

Action: We will:

· maintain balances to a level of 2% of net budget over the period 2006/07 to 2010/11.

2.2. Creating Headroom

2.2.1. We set ourselves a target of creating headroom in the budget.  We created a modernisation fund and members have voted cumulatively £2.2m to the fund since 2002.  The fund currently stands at £1.3m in 2005/06.  We are investing £7m in revitalising SAP.  We have reviewed our outturn and carry forward arrangements and recommended that repeated areas of slippage and fortuitous underspends or income gains be returned to general balances, with suitable safeguards against future potential liabilities for directorates.  The Council, through its changed political arrangements has recognised the need to more explicitly manage change.  There is now a Cabinet Member with that responsibility, along with a Change Management Board to oversee key change projects.  If the Council is to ensure the success in this area it will need to ensure that it is adequately resourced to do so.

Action: We will:

· Ensure that the Modernisation Fund is retained to provide pump- priming resources for change management initiatives.

2.3. Efficiencies

2.3.1. We negotiated a Public Service Agreement with the Government in 2003.  This included a target to achieve a 2% productivity improvement across all our services.  We have been monitoring our achievements against the PSA quarterly and reporting to CCMT and Cabinet.  No account has been taken of any performance reward grant that may be won from this round.  This will be reviewed for inclusion in the 2006/07 budget.  PSA Reward Grant is now being subsumed within Local Areas Agreements and we are currently negotiating our Agreement with government and local partners.

2.3.2. The Executive first created a policy requirement for efficiency gains in 2002.  Since 2003/04 we have had an annual efficiencies targets.  We have cumulative planned for savings of £10.8m since 2003/04.  We have also employed other ways of finding efficiencies by; for 2003/04 requiring directorates to absorb the increased cost of the employer’s National Insurance; and from 2004/05 not fully funding the Green Book pay award; and by funding all non pay inflation at 2%.  We have incorporated the Gershon requirement for cash and non-cashable savings into our efficiency savings strategy.  The Efficiency Savings Steering Group was set up in April 2004 to provide strategic direction for and monitoring of the delivery of efficiency targets.

Action: We will:

· continue to identify cash releasing savings of £5m in 2006/07and thereafter led by the Efficiency Savings Steering Group;

· continuously improve our services and achieve efficiency gains of £15m from 2006/07 up to 2008/09.

2.4. Re-examining our service priorities 

2.4.1. Within the Audit Commission’s Comprehensive Performance Assessment (CPA) the corporate performance assessment of the authority highlighted the weak integration of our services and financial planning processes, which has made it difficult to realign resources to match priorities.  Our incremental approach to budgeting has been reviewed.  For 2006/07  CCMT are implementing arrangements to introduce integrated planning for all services for 2006/07.  This will include clear service definitions for all areas and defined outputs and outcomes which will be measurable.  In addition the Council will undertake fundamental reviews on priority areas over the next five years.

Action: We will:

· produce clear service definitions, and defined outputs and outcomes for April 2006/07 onwards, and

· implement a programme of fundamental reviews for the next five years from April 2006 to realign our resources to match our corporate priorities. 

2.5. Budget management 

2.5.1. The budget process and budget management arrangements have been reviewed, and are being more explicitly integrated with Service Planning.  This will ensure that the Council is clear about the priorities it has for Service Delivery, and where it needs to focus its resources in order to achieve its desired outcomes.  Changes which have already been introduced including the fundamental review of carry forward arrangements will assist in this process.

2.5.2. As part of this integrated process there is a systematic challenge to all directorates as part of the budget process to question whether abnormal inflation, demography and other allowed variations should be allowed.  Since 2005/06 bids for growth have not been automatically allowed, but directorates have been required to produce a financial plan of how resources can be better directed internally to absorb pressures.  Some £15.8m of internal pressures were met within existing budgets for 2005/06 which meant that £0.5m was available to allocate to the highest priorities.  

Action: We will:

· ensure that there is a single integrated Service and Financial Planning process, and

· continue to review our budget process and budget management arrangements for 2006/07 and subsequent years to maximise effective use of resources and create headroom for our priorities. 

2.6. Procurement 

2.6.1. The Council has put into place a procurement strategy designed to ensure value for money and economies of scale.  A County Procurement Manager was appointed in October 2003. This senior post reports to the newly appointed Head of Finance and Procurement with a dotted line reporting arrangement to the Director for Resources.  Procurement capacity has been built up by using procurement savings to fund additional posts to strengthen expertise and capacity.  There is a member led Strategic Procurement Board.  Procurement savings have been included in the budget since 2004/05 and these are cumulatively £0.9m.  A recent external review by consultants has commented favourably on the potential for total gains of up to  £10m.  The Procurement Strategy is a major plank of the Council's Efficiency Strategy and savings are monitored and reported to the Strategic Procurement Board and to Cabinet.

Action: We will:

· continue to invest in our procurement strategy in 2006/07 so that we can maximise corporate value for money and achieve identifiable savings.

2.7. Best Value Reviews

2.7.1. In the light of lessons learnt, we have radically reshaped the original five-year plan to reduce the number of reviews.  The programme now concentrates on areas of known concern and reviews are being carried out on Transport cross County; County Facilities Management; and there has been a recently completed Children’s review that seeks to identify opportunities for step change by challenging historical methods of service provision and enabling these key services to remain within agreed budgets.  Best Value Reviews supplement other work going on in the Council and are not the sole mechanism for achieving VFM. 

Action: We will:

· continue to identify where best value reviews are the most appropriate method of review (supplementing the fundamental service reviews) and seek to identify opportunities for step change by challenging historical methods of service provision;

· seek demonstrable efficiency gains and monitor their delivery.

3. Investing in our Services

3.1. We have identified that it is important to invest in our services in order to achieve improvements.  We have set out our achievements.  We need to continue to exploit opportunities for levering in investment from a variety of sources.

Action: We will:

· Invest to Save.  Whilst we have not so far been successful we are continuing to pro- actively pursue invest to save opportunities.  The Council has submitted two Expressions of Interest for the Government's Invest to Save Budget.  These are a Creative Credits Project to promote Social Inclusion through the arts and Placement matters, a strategy to enable children's needs to be met in county.

· PFI.  We continue to explore the opportunities offered through PFI. There is potential for a PFI in Waste Management, which is currently being examined.

· Public/Private Partnership.  We have successfully worked in partnership with both public and private partnerships and continue to search for opportunities to do so.  Most notably we have achieved success with the Osbourne Group and SEEDA to fund the Oxfordshire Castle project and with private partners to implement the Oxfordshire County Network.

· Prudential Guidelines.  We have taken advantage of the opportunities offered by the Government’s relaxation of prudential guidelines to maximise our borrowing from 2004/05, in order to address our capital priorities and to invest to save.  The Council has agreed a capital programme of £25m for backlog maintenance on the Council's buildings covering the period 2005/06 to 2010/11.  Funding will be through prudential borrowing with schools covering the costs of the additional borrowing.  In Social & Health Care, loans to Foster Carers, Kinship Carers and Adopters are to be met through prudential borrowing and the savings come from the Social & Health Care revenue budget from 2006/07.

4. Financial Administration and Management Information

4.1. Paragraph 1.1.2 describes the process which led to the Council producing its Financial Management Implementation Plan (FMIP).  Through this plan significant improvements have, and are still being undertaken to strengthen and improve the financial controls across the Council.  Many of the actions within the plan relate to improvements linked to the SAP Revitalisation project, described at 1.1.3.  We are utilising both of these projects to ensure that we have robust systems in place and that we manage our financial resources effectively.  We recognise the need to invest more to ensure its effective implementation and that we extract the efficiency gains that will come from that investment.

Action: We will:

· continue to review and improve our financial control through our Financial Management Implementation Plan;

· improve our monitoring information and join up our financial and performance data so that they are complementary;

· improve our information systems so that our monitoring is more effective;

· extract efficiency savings from procurement, Shared Services and the use of new technology by ensuring that we maximise the benefits of our investment in SAP and ICT;

· continue to engage officers, members and public in the budget through training and improving and streamlining financial reporting, for example producing more summaries and factsheets to supplement detailed reports so that they have a clearer understanding of our finances.

5. Managing Property

5.1. The Council owns 1000 properties with a market value in excess of £1 billion.  The backlog on assessed need of repair and maintenance of the Council’s buildings of around £50m, most of which relates to schools is being addressed through the initiative to borrow £25m under prudential guidelines.  We need to be able to demonstrate through our capital strategy and corporate asset management plan that we are effectively managing our property and assets, that we are releasing resources for reinvestment, improving our working environment and access to our services.  Investment in ICT and adoption of modern workstyle practices should allow us to make more efficient use of our buildings.  The property review is due to report back with recommendations to the Cabinet in late 2005.  Workstyle improvements have been achieved in Speedwell House, Foxcombe Court and parts of County Hall.

Action: We will:

· continue to recommend and implement the findings of our property review against our needs and continuously update our capital investment strategy;

· rationalise our property portfolio to release resources for reinvestment and provide more accessible services to customers;

· implement the strategy from 2005/06 to address the assessed need backlog on repair and maintenance.

· continue to pursue and deliver a modern work-style approach to our future property management;

6. Delivering Change

6.1. We are focused on improving our performance.  The Chief Executive’s Office and the Resources Directorate are responsible for leading and initiating the changes we need to get the best out of all our resources – our finance, our property, our ICT and our staff.    We are committed to integrated service and financial planning being in place from April 2006 and to a fundamental review of the way in which we deliver our services over the next five years.  This financial strategy provides an overarching view of how we are managing our finances to maximise our opportunities for change and development leading to continuous improvement.
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