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ANNEX 8

Commentary on Budget Proposals

by Head of Finance & Procurement

1. The report by the Cabinet Member for Finance (CA8A), together with the main  report by the Director for Resources (CA8 and annexes) set out the budget proposals based on the available  financial information and builds on the report to the 20 December Cabinet and the supplementary report to that meeting which set out the implications of the Provisional Finance Settlement.  I have done an initial assessment of the proposals as they currently stand, but recognise that this is likely to change in the light of further information still to be received.  This information includes the final tax base figures, confirmed collection fund surpluses and the final Local Government Settlement.  I expect to issue a final commentary by 8 February 2006 once this information is available, ahead of the Council meeting on the 14 February.  This will include my formal Statement of Assurance required by Section 25 of the Local Government act 2003.

2. In this initial assessment I have assessed the level of general balances required to provide an adequate level of assurance for the budget proposals and the minimum level of balances required.  I have also considered the impacts of inflation and efficiency savings and the subsequent effects of all of these factors on the future years’ plans.

3. In the final commentary I will include an analysis of the performance of the budget in 2004/05, the forecast position for 2005/06 and how this compares to the proposals for the 2006/07, budget in order to confirm the robustness of the estimates.  

4. This year has seen a major realignment of the directorates resulting in the establishment of Children, Young People & Families (CYP&F) and Social & Community Services (S&CS) directorates from 1 January 2006.  This has had particular implications for the budget proposals because underspending on the Older People budget had been used to offset continuous pressures on the Children and Families budget in previous years.   The pressures on the CYP&F budget are taken into account within the budget proposals.

Background

5. This year’s budget proposals have seen significant changes in funding of local government, with the separation of schools funding to the Dedicated Schools Grant (DSG).  There have also been significant changes to the Revenue Support and Specific Grant allocations.  These, combined with the directorate changes, have meant that the detailed analysis of the budget performance is not yet completed, but will be made available ahead of the Council meeting.

6. The Cabinet budget proposals are for a budget requirement of £329.9m in 2006/07 and a Council Tax increase of 4.375%.  This is £254.1m less than the 2005/06 Budget Requirement because of the now separate schools funding.  The actual DSG for 2006/07 is £284.2m, and the total residual funding plus DSG equates to £614.1m, an overall increase on the 2005/06 Budget of £30.1m.  The forecast Council Tax increases for future years are 4.25% in 2007/08; 4.125% in 2008/09; and 4% in 2009/10 and 2010/11.  The sum available to allocate in each of these years is currently estimated at £8.9m, £7.4m, £8.4m and £8.7m although potential pressures have also been identified in the first two years.

Balances

7. The current forecast position on balances reported elsewhere on the agenda is £12.7m (subject to several virements pending).  It is possible that there will be a further drawdown on balances this year if there is a heavy snowfall in the next two months.  Forecast balances are higher this year than the £9.3m estimated in the published Medium Term Financial Plan (MTFP).  This is mainly due to £2m being added from strategic measures, which represents extra interest earned on balances – in particular on unspent capital.

8. The MTFP originally had £4.1m allocated for balances in 2006/07.  This has been revised in the proposed budget to £1.9m.  A full assessment of external and internal factors which affect the budget proposals is set out below in order to determine whether the level of general balances proposed for 2006/07 is adequate.  This confirms that the £1.9m currently proposed is adequate. 


£m
Risk

Forecast position at   31.03.2006 based on November 2005 position:

Potential drawdown due to heavy snowfall

Proposed contribution to balances in 2006/07 

Forecast position at 1.04.2006

Potential drawdown in year

Add back:

repayment of loan from Oxford Preservation Trust

repayment of supplementary estimate for delayed discharges

Risks in the budget assumptions 2006/07

An assessment of external factors which could affect the Budget

An assessment of internal factors which could affect the Budget

Other potential commitments

Contingent Liabilities

( unlikely to fall in 2006/07)

Forecast position at 31.03.07 if all of the above potential liabilities were funded 100% from balances

Addition to balances already in MTFP for 2007/08

Forecast position at 01.04.07 if all of the above potential liabilities were funded 100% from balances


12.682

-1.000

1.910

13.592

-1.250

0.300

0.100

-5.000

-1.400

-0.500

-1.100

-0.100

-

4.642

1.331

5.973
L/ M

M

Nil

L

M

H

H

M

L

L



( L = low risk, M = medium risk and H= high risk)

9. The risk assessment demonstrates that with the proposed £1.9m contributions into balances the level of general balances forecast can cover all identified risks and still retain around £6m minimum funding against any further unforeseen events.  It is very unlikely that all of the risks would need to be 100% funded and therefore the minimum level of balances at the start of 2007/08 will be much higher than the worst case shown here of £6.0m. 

10. The table below considers an illustrative position based on the assumption that where risks materialise and produce areas of overspending this would, in the majority of cases, be managed within directorates and any draws on balances repaid, even if this needed to be staged over more than one year.  This demonstrates that there would still be sufficient balances to safeguard against future risks.


2006/07
2007/08
2008/09
2009/10
2010/11


£m
£m
£m
£m
£m

Estimated Balances at start of year
13.6
10.5
11.55
12.85
12.95

Additions to balances in MTFP*
Included above
1.3
1.8
1.35
0.6

Repayment of previous drawdowns
0.400
1.00***
0.750***



Estimated drawdown in year
-3.5**
-1.25
-1.25
-1.25
-1.25

Forecast end of year position
10.5
11.55
11.7
12.95
12.3

* includes repayment on City Schools 

** normal level of drawdown increased by £2.25m in view of risk assessment

*** future years’ repayments of part of £2.25m split over two years

11. In practice the ongoing level of balances will be re-evaluated each year, based on the actual year end position, the performance of the budget in year and the latest risk assessment available.

Other Risks to the Budget
12. The Cabinet is due to consider on 7 February the proposals for the major Shared Services project.  The current proposals include funding the project by the release the internal funding, and its subsequent repayment from initial savings.  There are therefore two issues to consider here:  firstly that sufficient balances are held to enable the release of funding; and secondly that any such major project is liable to slippage or overrun, and there could be delays in repayment.  For these reasons sufficient reserves need to be held, and I am satisfied that this remains the case in these proposals.

Inflation

13. Inflationary increases allowed for in the MTFP are 2.5% for employee inflation and 2% for all other non - pay services.  Contracts are allowed for at 3%.  Due to the high costs of fuel, non-discretionary pressures have been built into the budget of: £0.550m for Street Lighting contracts; £0.500m for energy contracts on all properties excluding schools; and  £0.025m increased fuel costs for Community Safety. The price of fuel is being closely monitored.

14. The allocation for inflation appears reasonable and adequate based on latest figures for the Consumer Price Index (CPI) and the Chancellor’s target for inflation, although there is built in for 2006/07 the known gap between the Green Book pay award at 2.95% and the budgeted amount for pay inflation.  The Government has signalled its expectation that pay inflation in the public sector should be no more than 2% in 2007/08 and this seems reasonable so long as the targets for inflation remain on course.  The continuance of this position will need to be re-assessed once the 2007/08 pay settlement is determined, as it has become increasingly difficult to meet the inflation shortfall without impacting on services.

15. Above average inflation has been allowed for 2006/07 in the following areas: previously agreed policy and budget plans; £1.267m in Social & Health Care (this splits between the realigned directorates) and £0.103m for Public Transport in Environment & Economy.  In the 2006/07 budget proposals, there is an additional £1m on contracts for S&CS;  £0.180m for Environment & Economy contracts (public transport, street lighting and Isis Accord); and £0.140m for Schools Transport.

16. S&CS are proposing to reallocate most of their above average inflation to meet their internal pressures as set out in Annexes 1 and 3 to the main report.  In total £1.956m is being diverted from above average and contract inflation into funding other areas of pressure.  This may be difficult to deliver and has been included in the risk assessment on balances as medium to high.  The situation will be closely monitored in year.

Efficiency Savings

17. The efficiency savings target in the original 2006/07 agreed MTFP was £5m.  Annex 1 sets out the directorate proposals to meet their share of the target which was distributed on a pro-rata basis. Proposals totalling £4.7m have been identified.  The efficiencies targets are currently being monitored monthly through the Financial Monitoring Reports, and this process will continue.  This has identified some areas which have not yet reached their efficiency targets for 2005/06 and these shortfalls in savings will need to be replaced in the 2006/07 and forward years budgets.  Some of these savings will contribute to the cash savings element of the Annual Efficiency Statement, which is reported to ODPM as part of the ‘Gershon’ savings requirements. However, some of these, such as increased charges will not be allowed against that requirement, although other non-cash releasing savings will also be identified.  

Directorate Estimates 2006/07 and Beyond

18. The proposed additions to the 2006/07 Budget and MTFP are set out in Annexes 2a – 2c to the main report.  Annex 3 details how each of the directorates is proposing to reprioritise (raise income or make reductions to meet pressures which are deemed to be higher priority) but will not receive additional funding.  The detailed impact of these changes within each directorate is being completed and an analysis of the details will be included in the final commentary to be published by 8 February.
ICT Priorities for the Council

19. There are a number of ICT projects which have been identified as a priority for one off funding.  These are set out in the main report and could be funded from any additional unallocated funding either from the PSA, Local Authority Business Growth Incentive scheme or other identified sources.

Future Years MTFP

20. The Draft Summary MTFP shows targets for efficiency savings of £5m for 2007/08 and 2008/09 and £4m for 2009/10 and 2010/11.  The unallocated sums available in future years, taking into account the latest budget proposals and dependent on achieving the efficiency targets, are: £8.9m in 2007/08; £7.4m in 2008/09; £8.4m in 2009/10; and £8.7m in 2010/11.  This appears very tight in 2007/08 and 2008/09 given the potential commitments, which includes £1.6m relating to the HOPS contract in 2007/08 and an assumption that there is some repayment of interest to the capital programme in 2008/09.  It will also become increasingly difficult to maintain the momentum for efficiency savings without impacting on services.  My advice is therefore that some further contingency needs to be built up and reserved in 2006/07 towards 2007/08 and 2008/09.  The actual position if all the risks identified do not materialise or are managed could enable this.  This can be achieved through reviewing the level of balances as discussed previously.


2007/08
2008/09
2009/10
2010/11

Council Tax Increase %
4.25
4.125
4.0
4.0

Efficiency Savings £m
5.0
5.0
4.0
4.0

Available to allocate £m
8.9
7.4
8.4
8.7

Less potential commitments identified
2.4
2.0
0
0

Remainder uncommitted
6.5
5.4
8.4
8.7

21. A further uncertainty facing the council in 2008/09 is the level of grant support provided, especially given the impact of the damping grant on the level of Revenue Support Grant in 2006/07 and 2007/08.  Prudent assumptions have been made for these anticipated levels of funding, but this will need careful monitoring in the coming year as further changes to funding are expected.

Conclusion

22. The current Budget proposals for 2006/07 and the MTFP are not yet complete, with some financial information still awaited as well as the detailed analysis of the directorates budgets, and analysis of capital funding and expenditure proposals.  I have highlighted the areas of risk for the budget and based on the current position am satisfied that there are sufficient balances going forward to support this level of risk.  Balances are buoyant due to the prudence of Council in building up general balances from previously very low levels to a much more realistic position for 2006/07.

23. My final commentary on the budget proposals for 2006/07 and the MTFP incorporating all known changes since this report will be issued on 8 February.

SUE SCANE

Head of Finance & Procurement

January 2006

