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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 second in a series informing Members on the service and resource planning process and budget issues for 2007/08 and the medium term.  The report sets out the latest information on the Council’s financial position and provides an update on the service and resource planning process for 2007/08.

Changes to Senior Management Portfolios

2. The Chief Executive recently announced changes in senior management portfolios which will be effective from 1 January 2007 for management purposes and 1 April 2007 for financial reporting purposes.  The budget proposals for 2007/08 will therefore be constructed and considered based on the new structure.
Service and Resource Planning process 2007/08

3. Draft Directorate plans have now been completed which set out the key priorities for each Directorate over the next four years.  Services have also completed their draft business plans.  These set out information on service activities linked to outputs, outcomes and resources, and information on performance indicators and benchmarking.  The plans also set out service improvements linked to the key priorities for the directorate, the pressures arising from their service activities and how they propose to meet their efficiency savings target.

4. Cabinet Members and relevant officers are currently reviewing the business plans, and challenging the identified pressures, service reprioritisations and proposed efficiency savings.  The Head of Finance & Procurement will draw up schedules setting out identified budget pressures in the respective service areas and how these could be funded along with proposed efficiency savings, and these will be presented to the Scrutiny Committees for consideration and advice in December. 
Balances and Reserves

5. As set out in the last report, to strengthen evidence of the level at which balances should be maintained, a systematic and formalised evidence based approach to assessing risk relating to the budget was being constructed.  This has now been completed and the results are set out in Annex 1.  This assessment is based on the 2006/07 budget and further work will be required as part of the budget setting process to identify risks in the budget proposed for 2007/08.  A forecast on estimated reserves for 2007/08 will be set out in the next report to Cabinet in December 2006.

6. The risk assessment confirms that balances in the region of £10m are appropriate to the risks identified in the 2006/07 budget.  This is broadly consistent with the level of balances included in the Medium Term Financial Plan (MTFP), which was based on the risk assessment of the 2006/07 budget undertaken during the 2006/07 budget setting process.

7. The most recent Financial Monitoring Report sets out the position on balances to the end of September 2006.  Taking into account the calls on balances set out in the recommendations of the report, balances are currently £15.285m, with a further call of £0.800m relating to Children’s Agency Placements, reducing the position to £14.485m if approved.

8. To date calls on balances have been £2.0m
 of which £0.2m relating to Adult Learning is due to be repaid in 2008/09.  There is potential for some further calls on balances and therefore for the total drawdown this year to be in line with the estimate of £3.5m by the year-end.  There have been unplanned additions to balances of £1.3m to date, mostly relating to additional interest on cash balances arising from Capital Programme slippage.  Interest on balances is being reviewed for forward years as part of the budget process.

9. The risk around health funding is still high, so it is possible that the £1.0m emergency fund for Social & Community Services in relation to pressures from the health sector will be utilised.

10. The forecast position on balances included in the MTFP was set out in the 19 September 2006 report to Cabinet.  The MTFP assumes that half of the potential call on balances in 2006/07 of £3.5m will be repaid in future years, and that potential calls on balances beyond 2006/07 would be £1.25m per year.  

11. Based on the latest projections and the updated risk assessment, the forecast position on balances over the medium term has been revised and is set out below.  It is assumed that the call on balances in future years could be higher than the current  £1.25m per year assumed in the MTFP and that repayments in future years should be excluded based on the tightness of future year’s projected budgets.

12. The position on balances will need to be reviewed as the year progresses, in conjunction with the risk assessment of the 2007/08 budget proposals, to determine whether there is a surplus or shortfall in balances going forward.

13. The budgeted change in 2009/10 of £1.9m includes a contribution from a budget reserve which will need to be created in 2008/09.  This can be achieved by deferring interest payments on developer contributions which would be eligible to interest based on the Baxter Index
.  It is anticipated that this could be created in one year and would be repaid in 2010/11.  


2006/07

£000
2007/08

£000
2008/09

£000
2009/10

£000
2010/11

£000








Estimated Balances at Start of Year
13,149
12,997
11,147
10,154
10,623

Budgeted Change in Balances
2,048

-350
307
1,969
3,481

Total Balances at Start of Year
15,197
12,647
11,454
12,123
14,104








Estimated Use of Balances
-3,500
-1,500
-1,500
-1,500
-1,500

Estimated Repayment of/Addition to Balances
1,300

200



Estimated Balances at end of year
12,997
11,147
10,154
10,623
12,604

Strategic Measures

14. The Council has borrowed £30m through Lender Option Borrower Option (LOBO) loans to fund the Capital Programme in 2006/07.  These loans were taken at interest rates below the budgeted rate of 4.8% giving savings in 2007/08 of £0.289m.  Additionally we have undertaken debt restructuring in 2006/07 which to date has yielded full year savings in 2007/08 of £0.159m.

15. The strategic measures budget assumes that we will receive part of the transport capital support through the Local Transport Plan (LTP) as grant.  This is based on the criteria for 2007/08.  There is a possibility that the whole of the LTP settlement for 2008/09 could be delivered as borrowing approvals.  This would impact on the MTFP with additional costs of £0.2m in 2008/09 rising to £0.8m in 2009/10, £1.4m in 2010/11 and £1.9m in 2011/12.  

16. There is a prediction that there will be an increase in base rate to 5% in November with further possible increases in 2007.  There are also risks for 2007/08 around the Baxter Index (currently 5.9%) and the effect on developer contributions interest.  Work is being undertaken to determine the costs of borrowing and likely interest earned over the medium term to take these factors into account, this is expected to be completed in time to report to Cabinet in December.  

Interest on Capital Resources

17. The Council had unapplied capital resources of £27.9m on the balance sheet at 31 March 2006.  This comprised £22.8m in respect of unapplied capital receipts, and £5.1m in respect of Capital Reserves.

18. As at 31 March 2007, the Council currently expects to have £25.0m of unapplied capital resources, based on the Capital Programme presented to Cabinet on 17 October (£19.5m surplus plus £5.5m due to deferral of payment to the Department for Education & Skills (DfES) for City Schools surplus capital receipts).

19. The additional interest earned by the Council on these capital resources is expected to earn an additional £1.25m in 2006/07 and a further estimated £0.75m will accrue in 2007/08 based on the latest Capital Programme surpluses.  These surplus resources have arisen from the cashflow on the Capital Programme.  The costs of capital projects in the programme are likely to rise due to inflation on building costs.  This means that the Capital Programme may need to be rephased to accommodate these inflation increases, and so projects will be delivered slower than currently planned.

20. As part of the budget process for 2007/08, Cabinet may wish to consider using a part of the additional interest earned to supplement the Capital Programme.  This would offset some of the effects on the programme caused by inflation.

Capital Programme

21. The previous report set out a sum of £1.9m available for allocation in the Capital Programme up to 2009/10.  The Financial Monitoring report to Cabinet on 17 October (CA5) set out a revised position based on the updated Capital Programme.  This identified additional unallocated capital resources of £1.2m, taking the sum available for allocation up to £3.1m.  The allocation of this will be considered by the Capital Steering Group based on the capital requirements arising from the Capital Strategy & Corporate Asset Management Plan and a recommendation will be brought forward to Cabinet in January 2007 as to those projects which should be included in the Capital Programme for 2007/08 to 2009/10.

22. The most recent Financial Monitoring Report also included an updated position on the Homes for Older Peoples (HOPS) programme.  This showed a surplus of £1.4m in 2008/09, anticipated as a contribution to support the revenue costs of delivering the programme in 2008/09.  The previous Service & Resource Planning report in September 2006 stated that £0.6m was anticipated to be available in 2008/09. However, given that the service delivery model for HOPS is being reviewed in order to better match future clients needs, it would be imprudent to build either the £0.6m or the £1.4m into the MTFP at this stage.

23. The Review of Property Assets was instigated with the objective to make better use of property and specifically achieving a smaller but better quality portfolio, by releasing and reinvesting value for the Council’s assets.  The report to Cabinet on 17 October 2006 identified capital costs of around £11m, and capital receipts of around £10m.  Options are being considered to bridge this gap, and it is proposed that approval of the business case be sought from Cabinet in January 2007.  Consideration will need to be given as to the management of the capital cashflow within the Capital Programme, as expenditure will generally need to be incurred before properties are available for sale.

Revised forecast of sum available to allocate 

24. The last report to Cabinet on 19 September 2006 set out that the sum available to allocate in 2007/08 was £4.4m after taking into account pressures on HOPs of £1.6m and debt restructuring of £0.8m.

25. The Department for Communities and Local Government (DCLG) is currently consulting on a possible amendment to the capital financing regulations which would come into force on 1 April 2007.  If agreed, which is almost certain, Local Authorities will not be required to write off their debt premiums arising from debt restructuring in 2007/08.  Consequently the sum set aside of £0.8m will not be required.  Additionally, the Council has generated a net discount of £0.84m from debt restructuring activities up to the end of October 2006 which would have offset any possible write off of debt premiums.

26. Paragraphs 15-17 in the report on the Strategic Measures referred to savings arising in 2006/07 from recent debt restructuring and effect of LOBO loans.  The full year and on-going effects of these is £0.4m.  This will be added to the sum available to allocate.

27. When taking these two sums into account the sum available to allocate in 2007/08 increases from £4.4m to £5.6m.

Pressures arising from Financial Monitoring Reports in 2006/07

28. The Financial Monitoring reports for 2006/07 set out some significant pressures for Directorates arising in 2006/07 with ongoing implications for the 2007/08 budget and beyond.  There have been a number of substantial calls on balances in the first half of the financial year, namely £0.2m for the increased costs of retained firefighters,  £0.5m to meet the most urgent costs of repairs to roads damaged in the July heat wave, and £0.8m
 for pressures on the Children’s Agency Placements budget. 

29. In addition to the pressures explicit from the calls on balances, there are a number of other potential pressure areas.  Within Children, Young People & Families (CYP&F) projections indicate that an overspend on the home to school transport budget of £0.2m is possible in 2006/07.  This may change following the re-tendering of some contracts in December but any pressure that does materialise will be ongoing.  In addition to the pressures on the children’s agency placements budget within the Early Years & Family Support Service, there are other pressures of around £0.5m which are likely to be ongoing.  In Social & Community Services (S&CS) there are pressures arising from increased client number projections relating to older people and in Resources there are pressures around energy costs, with a number of existing energy contracts due for renewal in the autumn. 

Provisional Allocation of some of the ‘Sum Available to Allocate’

30. There is an indication from the Financial Monitoring reports in 2006/07 and the calls on balances during 2006/07, also from early analysis of the draft business plans, that there are a number of areas which are likely to need some additional ongoing funding in 2007/08. 

31. The areas identified are Children’s Social Care (CYP&F), Home to School Transport (CYP&F), Adult demography (S&CS), Fire & Rescue Service (Community Safety (CS)), energy costs (Environment & Economy (E&E)) relating to street lighting and all other Directorates) and the Coroners’ Service (Resources).

32. The Cabinet and the County Council Management Team have agreed to the provisional allocation of some of the sum available to allocate which then enables more focus to be put on finding achievable and sustainable savings in the remaining areas of pressure.

33. The provisional allocation is set out in the table below.


2007/08

£m




Sum available to allocate
5.6




Children’s Social Care (CYP&F)
1.5

Home to School Transport (CYP&F)


Adult’s Demography (S&CS)
1.5

Street Lighting Energy (E&E)
0.3

Fire & Rescue Service (CS)
0.7

Energy (All directorates)
0.4

Coroners Service (Resources)

0.1

Total provisionally allocated
4.5




Sum remaining
1.1

Beyond 2007/08

34. A report to Cabinet on 19 September 2006 set out the issues arising from the DCLG consultation document for a new look Local Government Pension Scheme (LGPS) to be introduced from 1 April 2008.  The document sets out four options.  The cost of the options for the Council range between an additional £2m (Option 2c – career average with enhanced revaluation) and savings of £2.1m (Option A – final salary with 7% contribution rate). The MTFP includes £1.5m as an annual contribution to a pensions reserve.  If Option 2c is agreed as the new model, this would create a pressure of £0.5m from 2008/09 (over and above the £1.5m provision); if Option A is agreed as the new model this would create a savings of £2.1m from 2008/09.  The ongoing provision of £1.5m agreed in the 2006/07 budget should be retained at present.  However, if there is an indication towards the end of the year of which proposal is likely to be accepted, the provision will either be released and added to the sum available in 2008/09 (although it may be prudent to keep some of the provision in lieu of the next revaluation in 2011) or a pressure will be built into that year.  

35. There are indications that some specific grants, which the authority currently receives, will instead be funded through revenue support grant from 2008/09.  If this is the case, this has significant implications for the authority.  As Oxfordshire is on the grant floor and receiving damping grant, any additional funding allocated through revenue support grant will in effect reduce the amount of damping grant received and not provide any additional funding.  Over the coming months there will need to be close tracking of these and any other potential function changes which may become part of the 2007 Comprehensive Spending Review and have major implications for the authority in 2008/09 and beyond.

36. The early review of the draft business plans has also highlighted that there are a number of pressure areas arising over the medium term.  These pressures include the cost of fines incurred as a result of exceeding target levels for landfill, or the cost of purchasing allowances under the Landfill Allowance Trading Scheme in 2009/10, further demographic pressures on Adult Social Care and ongoing and increasing costs of Children’s Social Care and Home to School Transport.  Further work is being undertaken to determine the extent of these pressures over the medium term, and further information will be available in the next report to Cabinet in December 2006.    

Financial and Legal Implications

37. 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 report provides information on the financial position for the authority which forms a basis for those requirements, leading to the budget requirement and Council Tax being agreed in February 2007.

RECOMMENDATION

38. The Cabinet is RECOMMENDED to:

(a) note the report; and

(b) refer the identified budget pressures in the respective service areas and how these could be funded, to the appropriate Scrutiny Committees for consideration and advice, on the basis of schedules to be drawn up and presented to the committees by the Head of Finance & Procurement with the relevant service officers, following consultation with the appropriate Cabinet Members.

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

November 2006

ANNEX 1

Risk Assessment 

Methodology for assessment:

· Each line of the Medium Term Service & Financial Plan was assessed in terms of both expenditure and income using categories of risk, including whether the budget is subject to demand led factors, where contracts are in place and use of subsidiary systems.

· A value and weighting was applied to each of the risk categories based on an assessment of the significance of the risk to arrive at a score for each budget.

· The resulting scores were classified into low, medium and high risk depending on their value, the highest scores signifying high risk budgets.

· For high risk budgets 5% of the budget (both expenditure and income) has been calculated for holding in balances, for medium risk budgets 2.5% has been calculated for holding in balances, for low risk budgets nothing is assumed in terms of balances. 

· The percentages for high and medium risk are based on experience from previous calls on balances

· The results of the assessment are set out below and represent the risk on the 2006/07 budget.

Summary of Risk Assessment 


Low

£’000
Medium

£’000
High

£’000
TOTAL*

£’000







Children, Young People & Families*
125,671
15,481
46,366
187,518

Social & Community Services
104,281
111,664
24,102
240,047

Environment & Economy
24,986
32,681
19,145
76,812

Community Safety
9,486
15,753
2,795
28,034

Resources
55,396
7,748
908
64,052

Strategic Measures
34,930




Total 
354,750
183,327
93,316
631,393







High Risk apply 5%


4,666
4,666

Medium Risk apply 2.5%

4,583

4,583

Level of balances required



9,249







* excludes Dedicated Schools Grant funded services as the risk for these is deemed to fall within the grant funding.

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


� Index reflecting road construction costs taking into account labour, plant and materials


� Includes £0.337m relating to LABGI, in addition to figure in MTFP


� Subject to the recommendations of the Financial Monitoring Report elsewhere on this agenda being agreed.
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