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SERVICE AND FINANCIAL PLANNING 2006/07 – 2010/11

Report by Director for Resources and Chief Executive

Introduction

1. This report is the third in a series informing members on the service and financial planning process and issues for 2006/07 and the medium term.
2. The report sets out the latest information on the Council’s financial position, provides an update on CCMT’s budget management proposals for 2006/07 and outlines  areas of uncertainty.   Due to the late announcement of the Provisional Local Government Finance settlement, an addendum will be issued for the meeting setting out the funding implications for the Council.
3. The following annexes accompany the report:
(a) Annex 1: Non-discretionary pressures

(b) Annex 2: Policy choice pressures and re-prioritisations

(c) Annex 3: Supporting information for policy choice pressures and re-prioritisations

(d) Annex 4: One-off pressures

(e) Annex 5: Capital proposals

Provisional Local Government Finance Settlement

4. The Provisional Local Government Finance settlement was announced on 5 December.  At the time of writing this report much of the information required to understand the full implications of the settlement was outstanding, therefore these are not covered in the main report.  An addendum will be issued before the meeting once all of the details are known which will include effects of specific grants.   
5. There have been a number of changes this year making this the most complicated settlement since the introduction of the Council Tax in 1993.  These changes relate to the implementation of the Dedicated Schools Grant, the introduction of a new grant system, changes in Formula Spending Share and the announcement of figures relating to more than one year.  
Items already included in MTFP

6. As part of the budget process it is appropriate to re-examine those items already built into the MTFP, to check they are still relevant.  The last report to Cabinet on 15 November set out the updated position in respect of previously agreed policy plans.  Set out below is the position relating to inflation.
7. Whilst the Government’s measure of inflation, the Consumer Price Index has risen through most of 2005, the longer-term prediction is for it to stabilise at around 2.0%.  The increases have been due in large to the temporary impact of higher oil prices, once such volatile factors have been stripped out, “core inflation” has been below 2.0%.  In addition the Chancellor has recently warned that public sector pay awards must not go above 2% to ensure they do not contribute to inflationary pressure in the economy.  

8. As a result of the recent higher oil prices, pressures have been identified on budgets relating to energy and fuel increases, these total £1.1m in 2006/07.  These are included in the list of non-discretionary pressures referred to in paragraph 12 below.

Sum Available to Allocate to Council Priorities and the Service Planning process

9. The report to Cabinet on 15 November set out the latest position in respect of the sum available to allocate to Council Priorities based on a 4.375% increase in Council Tax in 2006/07.  After taking into account items already agreed (inflation, on-going policy plans and other agreed variations), and potential efficiency savings identified so far, the sum available to allocate is currently £9.0m.

10. CCMT’s approach to budget setting agreed last year is that Services (and Directorates) are expected to live within the resources made available. The service planning process has identified a range of additional spending pressures in order to deliver expected outcomes, for which funding proposals are also required in order that services work within their cash limited service plans.  In total £17.6m of policy choice pressures have been identified with £15.8m of resources to fund these through re-prioritisation of services.  The pressures and re-prioritisation of services are summarised in the table below and set out in detail in Annexes 2 and 3.

11. Work is ongoing to develop service plans which form stage 3 of the service and financial planning process. Directorates are in the process of determining their priorities and the service plan format is in the process of being finalised. Stage 3 is scheduled for completion by the end of January 2006.

12. A number of on-going non-discretionary pressures have also been identified by CCMT, which have arisen due to statutory requirements, external factors or effects of strategies already adopted.  These total £7.8m in 2006/07 and are detailed in Annex 1.  After taking these into account, the remaining sum available to allocate is £1.2m.


Non Discretionary

Pressures
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Policy Pressures
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Repriorit-isations
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Net
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Directorate





Children, Young People & Families
1.5
1.6
-1.0
2.1

Social & Community Services
1.9
10.7
-10.7
1.9

Environment & Economy
0.6
3.3
-3.1
0.8

Community Safety
0.4
0.5
-0.5
0.4

Resources & Chief Exec’s
0.5
0.5
-0.5
0.5







SUB-TOTAL DIRECTORATE
4.9
16.6
-15.8
5.6







Corporate/Cross Directorate
2.8
1.0
0
3.8







TOTAL
7.7
17.6
-15.8
9.5

Scrutiny Committees

13. Individual Scrutiny Committees during December are considering and advising the Cabinet on the budget pressures identified through the service planning process and the choices as to how these could be funded for their programme area, and also commenting to Cabinet on the relative priorities of its capital bids.  Comments from each Scrutiny Committee will be collated and fed back to the Cabinet via the Corporate Governance Scrutiny Committee on 12 January. 
Directorate Realignment
14. Following the directorate realignment project, the Children, Young People & Families and Social & Community Services Directorates will become operational from January 2006.  At this stage, whilst budgets have been agreed at service level, further work needs to be undertaken to confirm the budgets at a lower level.  In addition, the apportionment of support service costs (including finance and personnel) between the new directorates is still to be finalised.  It is envisaged that this work will be completed before the start of the new financial year in April 2006.

One-off Funding in 2006/07

15. The last report identified that there is expected to be some unbudgeted one-off funding available for 2006/07 expected to be between £1.1m and £3.5m.  The Head of Finance & Procurement has advised that this one-off funding should be used to finance one-off pressures, which could include the funding of capital schemes, or where there is a clear course of action to deal with on-going pressures post 2006/07.  Some of the funding sources will not be confirmed until after Council agrees the budget in February 2006.  Consequently, the pressures will need to be prioritised as part of the Cabinet’s budget recommendations to the Council, so that once funding becomes available, and dependent on the amount, the pressures can be accepted.  One-off pressures identified to date total £7.0m and are detailed in Annex 4. 

Beyond 2006/07
16. The last report set out the sum available to allocate in 2007/08 through to 2009/10, and also identified possible future pressures to be met from these sums.  With the exception of energy price increases, possible increases in allowances for pay and non-pay inflation are not now thought to be necessary at this stage (see paragraph 7 above).  In addition to those included in previous reports, costs of debt restructuring and waste need to be built into future years.  These are described below.

17. The Council can currently spread the premiums and discounts arising on debt restructuring over the periods of the replacement loans. From April 2006 new regulations are being introduced which will require all premiums and discounts to be charged to revenue in the year of account, and require sums outstanding on the balance sheet to be charged to revenue. As at 31 March 2005, the Council had £1.132m of net premiums/discounts on the balance sheet, to be amortised over the next 20 years.  The implications for the Council are that in 2007/08 we would have to charge any outstanding premiums/discounts to revenue. That charge would be £0.787m.  Whilst there is a possibility that the government could legislate that the accounting treatment does not apply to local authorities, provision currently needs to be made in 2007/08 for the write off.  

18. From 2009/10, maximum landfill targets will be set as a result of the application of EU Landfill Directives.  To divert the required tonnages away from landfill, a new contract for the "treatment" of waste involving the construction of one or more large-scale treatment plants is necessary. This will take several years to procure and the process has already started.  The costs of fines incurred on landfill from for exceeding target levels, or the cost of purchasing allowances under the Landfill Allowance Trading Scheme (LATS), are likely to be greater than the costs of construction and operation of treatment plants.  
Balances and Reserves

19. The Financial Monitoring Report elsewhere on the agenda identifies that forecast balances at 31 October are £13.092m.  Balances include £2.0m from interest on cash balances.

20. The projected net expenditure for 2006/07 based on a 4.375% Council Tax increase is £604.7m.  The Financial Strategy for the Council states that we should aim to maintain balances at 2% of our net budget.  This is the estimated total required to cover known and anticipated risks and to allow for unforeseen circumstances.  A full risk assessment to establish the prudent minimum level for balances is being revisited as part of the budget process.  To achieve balances of 2% (if that is still deemed to be the correct level following the risk review) would require minimum balances of £12.1m.  A further £4.1m contribution is already allowed for in the MTFP. 

21. Early analysis of the position suggests that all of the £4.1m contribution will be needed.  This is based on the risk assessment being undertaken.  This will be available for the next report to Cabinet on 17 January.

22. An analysis of the projected position in respect of earmarked reserves for 2006/07 has been undertaken, summarised in the table below.   Total reserves at 31 March 2005 were £31.6m, £7.8m higher than projected.  Most of the difference relates to the capital reserve where not as much of the available resources were used in 2004/05 due to slippage on the capital programme.  The forecast position for 31 March 2006 is £30.2m, giving a movement of £1.4m in reserves for 2005/06.  A further £0.1m is expected to be added to reserves during 2006/07 giving rise to a projected £30.3m in earmarked reserves by 31 March 2007.


31 March 2005
31 March 2006
31 March 2007


£000
£000
£000






Schools

Other
16,076

1,301
16,076

1,442
16,076

1,322

Learning & Culture
17,377
17,518
17,398



Social & Health Care

Environment & Economy
-136

2,474
116

2,377
339

2,277

Community Safety
835
421
493

Resources & Chief Executive’s Office

Carry Forward Reserve

Capital Reserve
4,554

2,971

3,553
4,672

0

5,053
4,694

0

5,053






Total
31,628
30,157
30,254

23. There have been suggestions in some financial journals that the Chancellor may announce an increase in employers’ national insurance contributions from April 2006.  A 1% increase for Oxfordshire would equate to a £1.2m increase in cost (for all non school employees).  Whilst this was not announced in the pre-budget report, it could still be announced as part of the budget report in March next year.

Capital Programme

24. The Council will be agreeing a three-year capital programme covering 2006/07 to 2008/09 at its meeting in February 2006.  The Service and Financial Planning report to Cabinet on 15 November identified £1.9m available to fund new capital projects principally for 2008/09.  However it is considered prudent to plan only for capital projects totalling £1.0m at this stage in case urgent capital issues arise over the next three years.

25. Council policy is to allow schools to have a capital programme in balance with their total available capital resources.  Transport is allowed to have a Capital Programme in line with the resources approved through the Local Transport Plan.  All other capital proposals need to be considered against the £1.0m proposed allocation in 2008/09.  For non-schools and transport projects therefore there are limited resources available.  This issues needs to be considered as part of the final budget deliberations.

26. Details of the new capital proposals brought forward by Directorates are attached at Annex 5.  The Capital Steering Group will consider these proposals, and recommendations as to which projects should be included in the programme will be brought to the Cabinet on 17 January as part of the Service and Financial Planning report for approval. 

RECOMMENDATION

27. The Cabinet is RECOMMENDED, subject to consideration of the further information on the funding implications of the provisional local government settlement to be circulated for the meeting,  to note the report.

JOHN JACKSON
JOANNA SIMONS

Director for Resources
Chief Executive
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