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ANNEX 8


Head of Finance & Procurement’s Initial Commentary on the budget 2007/08 to 2011/12

Introduction

1. The main report sets out the financial position for the authority based on the latest information and builds on the report to Cabinet on 19 December 2006.  I have carried out an initial assessment of the financial position for 2007/08 and the medium term based on the information to date but recognise that further information is still to be finalised.  This information includes the final tax base figures, confirmed collection fund surpluses and the finalised Local Government Finance Settlement.  

2. My comments on the Cabinet’s detailed budget proposals, issued alongside this report and those of the opposition and other groups will be set out in my final commentary to be issued on 7 February 2007 ahead of the Council meeting on 13 February 2007.  The final commentary will include my formal Statement of Assurance required by Section 25 of the Local Government Act 2003.

3. In this initial commentary I have assessed the level of general balances required to ensure they are commensurate with risk, both in respect of the proposals from directorates on how they will meet their priorities and absorb their pressures and the underlying budget.  I have also considered the level of earmarked reserves, the impacts of inflation and efficiency savings and the subsequent effects of all of these factors on the future years plans.

4. In the final commentary I will include an analysis of the performance of the budget in 2005/06, the forecast position for 2006/07 based on the information to the end of November 2006 and how this compares to the proposals for the 2007/08 budget in order to confirm the robustness of the estimates for 2007/08 and reaffirm the appropriate level of balances.

Risk

5. A systematic and formalised evidence based approach to assessing risk relating to the budget has been constructed this year.  The methodology and outcome from this assessment was set out in the Service & Resource Planning Report to Cabinet in November 2006.  Based on the 2006/07 budget, the assessment deemed balances of £9.2m are appropriate. 

6. I have re-evaluated the level of balances required for 2007/08 based on the performance of the budget so far this year and taking account of the high and medium risk proposals for savings and reprioritisations identified in relation to the 2007/08 budget (set out in Annex 3 to the main report).   

7. The Strategic Measures budget assumptions (set out in the main report) are less cautious than in previous years.  Although our investment advisers Sector predict a 5% base rate for the whole of 2007/08, there is uncertainty as to whether rates will rise or fall.  Any reduction from an average 5% annual rate would have an impact on the amount of interest earned.  A 0.25% reduction in base rate would result in a loss of interest earned of £0.3m
, and a 0.5% reduction would result in a loss of £0.6m.  It would be prudent therefore to allow for some of this risk in balances for 2007/08.

8. Another risk that has been specifically identified relates to the Coroners Service.  The government has withdrawn funding for the cost of military post mortems and inquests relating to the Afghanistan and Iraq conflicts after May 2006.  Since then there have been over forty deaths and the continuing cost of these inquests will be borne by the County Council unless any further financial assistance is made available by the government.  Any costs incurred in excess of the budget provision will need to be met from balances. 

9. Children, Young People & Families has identified a potential risk as a result of changes in Department for Educations and Skills (DfES) grant funding for unaccompanied asylum seeking children (UASCs) who are over 18, and to whom the Council has a responsibility to provide support under the Children (Leaving Care) Act.  This is currently the subject of a judicial review, the outcome of which is expected shortly.  The costs relating to these children are expected to be met by the DfES, if this is not the outcome the cost may need to be met from balances. 

10. The table below sets out for each directorate what is considered prudent to hold in balances for identified risks.  This demonstrates that balances of £10m are appropriate based on the 2007/08 budget proposals.  In practise 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. 


TOTAL

£m




Children, Young People & Families
3.1

Social & Community Services
4.1

Environment & Economy
1.8

Community Safety
0.4

Corporate Core
0.2

Strategic Measures
0.3

Total 
9.9




Balances

11. The position on balances to November 2006 is £14.861m, as set out in the Financial Monitoring Report elsewhere on the agenda, pending several calls on balances to be approved.  I have examined the performance of the budget so far this year and my expectation is that the drawdown on balances will be around £3.5m.  Forecast balances to the end of 2006/07 are higher than the £12.055m estimated in the published MTFP.  This is mainly due to £1.8m being added from strategic measures, which represents extra interest earned on balances – in particular on unspent capital.

12. In order to emphasise the need for strict budgetary control in year I have assessed the future likely level of drawdown to be around £2m.  There is less likelihood of there being additional monies added to balances in year from strategic measures from 2007/08 because of the revision in the budget assumptions set out in paragraph 9 above. 

13. The current MTFP has a budgeted addition to balances of £3.481m in 2010/11.  Based on the current risk assessment, balances of £10m are considered necessary to be commensurate with identified risk.  On this basis, assuming all other things remain the same, the forecast level of balances for 2010/11 is higher than required.   Given the significant pressures already emerging over the medium term and the likelihood that the 2007 Comprehensive Spending Review will not bring significant additional resources, I consider that it would be prudent to reduce the budgeted contribution by £1.5m and use this sum to increase the sum available to allocate in 2010/11.  The table below sets out a revised projection taking this into account.


2006/07

£m
2007/08

£m
2008/09

£m
2009/10

£m
2010/11

£m
2011/12

£m









Estimated Balances at start of year
13.149
13.997
11.647
10.154
10.123
10.104

Previously agreed budgeted change in Balances*
2.048

-0.350
0.307
1.969
3.481
2.276

Budgeted change in Balances




-1.500


Total Balances at start of year
15.197
13.647
11.954
12.123
12.104
12.380









Estimated use of Balances
-3.500
-2.000
-2.000
-2.000
-2.000
-2.000

Estimated repayment of/addition to Balances
2.300

0.200




Estimated Balances at end of year
13.997
11.647
10.154
10.123
10.104
10.380

* As set out in the Medium Term Service & Financial Plan 2006/07 – 2010/11
Reserves

14. The Service & Resource Planning Report to Cabinet in December 2006 set out the position on earmarked reserves at 1 April 2006 and the expected position at both 31 March 2007 and 31 March 2008.  A number of new reserves have been created during 2006/07.  These include an emergency fund of £1m for Social & Community Services to deal with pressures arising from Health.  This has not been called upon to date in 2006/07 and I would recommend that this be retained for any potential issues which may arise in 2007/08.  

15. A reserve for Pensions has been created in 2006/07 as agreed in the 2006/07 budget.  £0.75m has been added in 2006/07 and £1.5m will be added to the reserve in 2007/08 with on-going funding available of £1.5m from 2008/09 to mitigate the likely increase in employers contributions following the next tri-annual revaluation in the autumn of 2007.  The outcome of the consultation on the New-Look Local Government Pension Scheme (LGPS) to be introduced from 1 April 2008 was announced on 23 November.  The proposed scheme, a reformed final salary pension scheme (Option B) includes tiered employee contribution rates of 5.5% payable on the first £12,000 of pensionable pay and 7.5% on the excess over £12,000, which produces an average national rate of 6.3%.  The effects of this plus revised assumptions on mortality rates require an additional £0.6m from 2008/09 to fund the changes outlined, and this will need to be built into the budget proposals.

16. I am satisfied that the reserves held and the expected balances on those reserves are appropriate to meet identified needs.

Other risks to the budget
17. The Cabinet agreed to proceed with the Shared Services project in February 2006.  The project is being financed temporarily through the cash surplus on the capital programme and in 2006/07 a reserve was created to cover the costs expected to be incurred in 2006/07 and 2007/08 with repayments to the capital programme planned by 2010/11.  There are risks 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.

18. If the Cabinet approve the Review of Property Assets business case (elsewhere on the agenda), it is proposed that the Council fund this project from prudential borrowing.  There are risks that the project costs increase or that the timing of the project changes.  This would have an impact on the budget in terms of the borrowing costs, however the costs are unlikely to be significant.

Inflation

19. 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%.  Previously agreed policy plans for above average inflation have been allowed for 2007/08 in the following areas:  £1.344m in Social & Community Services and £0.108m for Public Transport in Environment & Economy.  

20. In the 2007/08 budget there are proposals (set out in Annex 2) to meet an additional £0.7m for inflation over the 3% allowed for in relation to Home to School Transport, an additional £0.350m for Street Lighting energy in Environment & Economy and £0.452m for energy contracts on all properties excluding schools.

21. In Environment & Economy further pressures of £0.235m have been identified on Public Transport contracts in addition to 3% allowed and the £0.108m abnormal inflation policy plan.  Pressures have also been identified on the Oxfordshire Highways contract of £0.514m where there is an anticipated 3% inflation pressure in addition to 3% allowed for.  It is proposed that both of these pressures are met by savings elsewhere in the directorate, as set out in Annex 3.  

22. Social & Community Services are proposing to reallocate most of their previously agreed policy plan for above average inflation to meet their internal pressures as set out in Annex 3 to the main report.  In total £1.195m is being diverted from above average and contract inflation to fund other areas of pressure.  This may be difficult to deliver although the directorate has been successful in containing inflation on residential and nursing care in 2006/07 and it has been classified as a low risk saving by the Director.  The situation will be closely monitored in year.

23. The Consumer Price Index (CPI) in November was 2.7% up from 2.4% in October.  The Bank of England deemed it necessary to increase the Bank Base Rate by 0.25% to 5.0% as a result of this increase in order to bring CPI inflation back to the Government’s target of 2% over the medium term.  From early 2007, CPI is projected to fall back towards the 2% target.   The allocation for non-pay inflation in 2007/08 seems reasonable so long as the targets for inflation remain on course.  Public sector pay settlements averaged 2.25% in 2006 and the Government has stated that they will maintain the discipline of low overall settlements in 2007.   The Teacher’s pay award, which is often the highest of the pay bodies within the County Council, has already been agreed at 2.5% from September 2007 (it was also agreed at 2.5% from September 2006).  This suggests that the allocation for inflation relating to pay appears reasonable and adequate.  

24. The MTFP includes inflation in future years at same levels as those in 2007/08, i.e. 2.5% for pay, 2.0% for non-pay and 3.0% for contracts.  If the inflation provision in future years proves to be insufficient this will need to be the first call against the sum available to allocate.  An increase of 0.5% on the pay budget (excluding the Dedicated Schools Grant) would cost an additional £0.7m.

Efficiency Savings

25. The MTFP for 2006/07 to 2010/11 sets out the efficiency and savings target for each of the year from 2007/08 through to 2010/11.  These are £5m for 2007/08 and 2008/09 and £4m for 2009/10 and 2010/11.  Directors and Heads of Service were issued with their share of the savings target over the four years in May 2006 to enable them to consider how they can be achieved over the medium term as part of the service planning process.  No efficiency savings targets are shown in Annex 1 up to 2011/12, as they are already included in the Directorate budgets.  Annex 3 includes the directorate proposals to meet their share of the target over the four forward years.  Proposals totalling £4.6m have been identified for 2007/08, firm proposals for achieving savings for future years have not in all cases been set out now.  Further work needs to be undertaken by directorates to identify specific proposals for meeting the targets over the medium term.

26. The achievement of efficiencies proposed as part of the 2006/07 budget are currently being monitored monthly through the Financial Monitoring Reports, and this process will continue.  This has identified some areas where proposed savings have not yet been achieved and these shortfalls in savings will need to be replaced in the 2007/08 and forward years budgets.  Some of these savings will contribute to the cash savings element of the Annual Efficiency Statement (AES), 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.  

27. The Government has recently signalled its intention of increasing the efficiency targets to 3%, all of which will need to be cashable.  We are currently considering which combination of mechanisms to utilise to achieve this further target.  Whilst we have achieved significant efficiency targets in the past, part of those savings have been re-cycled into priority areas.  We are awaiting the outcome of the Government’s Comprehensive Spending Review to determine how to allocate the new higher targets for efficiency savings.  The main report recommends that the County Council Management Team consider approaches on how this might be achieved.
Directorate Estimates 2007/08 and beyond

28. The proposed additions to the 2007/08 budget and MTFP are set out in Annexes 1 to 3 of 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 7 February 2007.
Capital Programme

29. The Capital Programme to be approved by Council in February 2007 equates to £188.5m over the period 2007/08 to 2009/10 and is attached as Annex 10 to the main report.  There is a planned shortfall in resources of around £5m in 2007/08, which will be managed through cash flow.  This is aimed at addressing previous concerns over programme slippage.  The repayment of set up costs for the Shared Service Centre that are being met from a capital reserve are in theory required in 2008/09 although the actual repayment is likely to be made in 2010/11.  The potential impact on cash flow will also need to be managed.  I will be reviewing the performance of the programme to ensure that effective management plans are in place.

30. The surpluses on the Strategic Measures budget taken into balances in the current year result in part from the slippage on the Capital Programme.  As no inflation is included in the programme, it would be prudent to add back some of the interest gained on unspent capital in order to maintain the programme over the period 2007/08 to 2009/10.   As part of the next year’s service and resource planning process the level of capital funding will need to be reviewed and consideration given to maintaining purchasing power.  This will be a potential call on the sum available to allocate in that year.   

Future Years MTFP

31. The current MTFP shows targets for efficiencies and savings of £5m for 2008/09 and £4m for 2009/10 and 2010/11.  The unallocated sums available in future years before any budget proposals (other than those at Annex 2) and dependent on achieving the efficiency targets are: £8.1m in 2008/09; £5.2m in 2009/10; £9.1m in 2010/11; and £10.2m in 2011/12.  This appears very tight in 2009/10 given that the sum available to allocate of £5.2m is dependant on achieving savings of £4.0m and that there are potential pressures already identified (set out in Annex 3) of £4.2m.  

32. Although the potential pressures set out in Annex 3 are balanced by savings and reprioritisations, in some cases specific proposals to meet these pressures have not yet been identified.  Realistically, some of the more significant pressures will need to be funded. The significant pressures include demography in Social & Community Services, pressures on waste relating to the Local Authority Trading Scheme (LATS) and increased costs on Home to School Transport.  In addition there are known commitments in 2008/09 of £0.6m relating to pensions.   

33. My advice is therefore that some of the on-going funding still left to be allocated in 2007/08 is used for one-off purposes for both 2007/08 and 2008/09 so that it can be used to fund on-going pressures in 2009/10 when the available resources are limited.


2008/09
2009/10
2010/11
2011/12

Council Tax Increase 
4.125%
4.0%
4.0%
4.0%

Efficiency and savings target
£5.0m
£4.0m
£4.0m
£4.0m

Sum available to allocate 
£8.1m
£5.2m
£9.1m
£10.2m

Less potential pressures/commitments identified * 
£5.5m
£4.2m
£6.6m
N/A

Remainder uncommitted if all pressures/commitments are set against sum available
£2.6m
£1.0m
£2.5m
£10.2m

* pressures met by savings or reprioritisations per Annex 3

34. A further uncertainty facing the council in 2008/09 and beyond is the outcome of the 2007 Comprehensive Spending Review.  Particularly the level of grant support provided, given the impact of the damping grant on the level of Revenue Support Grant (RSG) in 2006/07 and 2007/08 and the impact of the possible transfer of a number of specific grants into RSG.  Prudent assumptions have been made for the anticipated increase in RSG but there remains great uncertainty on overall grant funding until the Comprehensive Spending Review is announced in July 2007.

One-off funding  

35. One-off funding will be available as part of the 2007/08 budget, although some figures are still to be confirmed.  The one-off funding should be used towards funding one-off projects such as ICT or capital, in line with corporate priorities.  The table below sets out the sources and estimates of one-off income for 2007/08.   

Funding source
Total Anticipated
Comments





PSA Performance Reward Grant:

To be received in two instalments - Para 43/44 of main report

Revenue element
£0.749m


Capital element
£0.547m






Collection Fund surpluses (in excess of budget)
Current projection of  £1.000m, but remains uncertain
£0.508m set aside for capital - Para 36 of main report 





Sum Available to Allocate:



One-off sum available
£0.500m
Para. 15 of main report





Anticipated Total 
£2.796m


36. In addition to the £2.8m currently anticipated for one-off funding, my advice is that some of the on-going funding still left to be allocated in 2007/08 of £3.8m is used for one-off purposes in both 2007/08 and 2008/09 so that it can be used to fund on-going pressures in 2009/10 when the available resources are limited.

Conclusion

37. The current Budget proposals for 2007/08 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 and beyond.

38. My final Commentary on the budget proposals for 2007/08 and the MTFP incorporating all known changes since this report will be issued on 7 February 2007.

Sue Scane

Head of Finance & Procurement
January 2007

� Based on a full year 


� Includes £0.337m relating to Local Authority Business Growth Incentive, in addition to figure in MTFP
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