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ITEM CA6

CABINET – 18 SEPTEMBER 2007

SERVICE AND RESOURCE PLANNING 2008/09 – 2012/13

Report by Chief Executive and Head of Finance & Procurement

Introduction

1. This report is the first in a series on the service and resource planning process for 2008/09 to 2012/13, providing councillors with information on budget issues for 2008/09 and the medium term.  The report sets out the current Medium Term Financial Plan (MTFP) as agreed by Council on 13 February 2007
 and the assumptions on which it is based.  It outlines some of the issues for 2008/09 and beyond and sets out proposals from the County Council Management Team (CCMT) to guide the service and resource planning process for 2008/09 including a timetable of events.

2. The service and resource planning process and the MTFP cover a five-year period.  They are rolled forward one year each year and this year there is an additional year added to include 2012/13. For this planning round all other relevant plans have been aligned to this five-year period, including the Corporate Plan, Business Plans and the Capital Programme. 
3. A medium term Financial Strategy for the period 2007/08 to 2009/10 was agreed by the Cabinet as part of the 2007/08 budget process.  It sets out the principles behind the MTFP and provides an overarching statement about how the Council intends to conduct its finances. The strategy has been updated to reflect the current position and to cover the period 2008/09 to 2012/13.  The principles remain unchanged, which are:

· The target of efficiency savings will be £5m for the medium term planning period, to provide headroom to allocate to non-discretionary pressures which are unavoidable and political priorities

· Pressures coming from Directorates should be met by compensating savings from each Directorate.

· Additional one-off income should be allocated to one-off pressures.

· Revenue balances will be maintained at a level commensurate with identified risks.

4. The following annexes are attached:

Annex 1: Current Medium Term Financial Plan 2008/09 – 2011/12

Annex 2: Assumptions behind the MTFP

Annex 3: Medium Term Financial Strategy 2008/09 – 2012/13

Annex 4: Service and Resource Planning timetable for 2008/09

2008/09 Estimated Funding and Planned Expenditure 

5. The Corporate Plan sets out the Council’s objectives of ‘low taxes, real choice, value for money’.  These objectives set the principles followed throughout the strategic planning process.  The following table sets out the draft budget for 2008/09 as per the MTFP agreed by Council in February 2007. The current MTFP for 2008/09 to 2011/12 is set out in Annex 1.

	
	£m
	£m

	Estimated Funding:
	
	

	
	
	

	Central Government Grant 
	93.2
	

	Specific Grants
	450.7
	

	Council Tax (including surpluses)
	264.9
	

	Other Income
	60.4
	

	
	
	

	Equals: Estimated Total Funding 2008/09
	
	869.2

	
	
	

	Planned Expenditure:
	
	

	
	
	

	Directorates: 
	
	

	Children, Young People & Families
	502.6
	

	Social & Community Services
	218.5
	

	Environment & Economy
	76.1
	

	Community Safety
	26.6
	

	Corporate Core
	8.1
	

	Strategic Measures:
	
	

	Capital Financing & Interest on Balances
	32.1
	

	Contributions to/from reserves
	3.1
	867.1

	
	
	

	(A)  Efficiencies and Savings
	
	-4.4

	(B)  Sum Available for Council Priorities:
	
	

	Ongoing
	
	5.9

	One-off
	
	0.6

	
	
	

	Equals: Estimated Total Expenditure 2008/09
	
	869.2

	
	
	



Estimated Funding

6. The 2007 Comprehensive Spending Review (CSR) is expected in mid October 2007. This will be the basis for the provisional Local Government Finance Settlement in November/December 2007 providing funding information for the three financial years, 2008/09, 2009/10 and 2010/11.  This will be the first time figures for three years will be available. Whilst this will provide some certainty in the medium term, it does mean that there is currently no information on funding for next year.  The Council was protected in 2007/08 from significant decreases in Government funding by damping grant. It is anticipated that this will continue in 2008/09 and beyond but the extent of protection will only become apparent following the CSR. 

Central Government Grant

7. Central Government grant includes Revenue Support Grant and National Non Domestic Rates.  A 1% increase in grant from 2007/08 has been used as an estimate in the MTFP.  Each 1% change in grant equates to £0.9m for Oxfordshire.  Actual figures will not be known until the provisional settlement is announced in November/December 2007, with confirmation in the final Local Government Finance Settlement expected in late January 2008. 

Specific Grants

8. Currently around fifty percent of the Council’s total funding comes from specific grants.  There is some uncertainty around the continuation of some specific grants beyond 2007/08.  The CSR will provide us with some indication, ahead of the provisional settlement, of the grants that will continue in 2008/09 and national funding totals.

9. Some of the existing specific grants are expected to form part of the new Local Area Agreement (LAA2) funding from April 2008.  There will no longer be specific grants pooled into LAA funding but general funding to achieve 35 national improvements targets (plus 18 statutory targets from the Department for Children, Schools and Families).  The new national improvement targets and the funding totals will be announced as part of the CSR in October, with detailed guidance following in November.  The new agreement is expected to be signed off by Cabinet in March 2008, with Ministerial sign off in June 2008, after the budget round for 2008/09 has been agreed.  

10. The Dedicated Schools Grant (DSG) is the largest specific grant the Council receives, totalling £299.8m in 2007/08.  The Chancellor announced in the March 2007 budget an average real terms increase in the DSG of 2.23% over the CSR period, 2008/09 to 2010/11.  The level of the minimum funding guarantee and individual local authority allocations of DSG will be published in the Autumn.  

11. There are three grants which are currently not included in the MTFP for which we expect some funding in 2008/09.  These are the Local Authority Business Growth Incentive (LABGI) scheme, Public Service Award (PSA), Performance Reward grant and LAA1 pump priming grant.

12. In February 2007, the Council received £0.964m relating to the LABGI from its share of District Councils’ business growth.  This is being used in 2007/08 in line with the proposals agreed by Council in June 2007.  2007/08 is the final year of the current scheme, with payment due in February 2008. It is anticipated that Oxfordshire will receive a similar amount again, which will be available for use in 2008/09.

13. In total £7.246m of PSA reward grant is expected. The first of two equal instalments was received at the end of March 2007; the second instalment is due towards the end of the 2007/08 financial year.  Use of the grant was agreed by Council in February 2007.  £4.430m will be paid to external bodies (including schools); £1.641m will be available for Services and £1.175m available for corporate improvements via the Change Fund.   Half of the grant must be spent on capital (items that produce benefits lasting more than one year) and half spent on revenue.  The grant will be spent over two years, 2007/08 and 2008/09.

14. 2008/09 will be the final year of the LAA1 pump-priming grant.  £0.3m will be available to help services achieve their targets.  If the twelve targets are fully met by March 2009, the amount of Performance Reward Grant (PRG) will be £16.3m.  In 2006, the Public Service Board (PSB) agreed that 50% of any reward grant will be held to use on future priorities.  The other 50% will be shared amongst those agencies delivering the targets for reinvestment in services.  PRG is payable in the two financial years following the LAA period, in 2009/10 and 2010/11.  Potential reward grant for the County Council is not being built into the MTFP at this point in time.

Council Tax

15. In line with the corporate objectives and the financial strategy, the planned Council Tax increase for 2008/09 is 4.0%.  The MTFP assumes tax base
 increases of 1.1% per annum in line with current population and housing growth forecasts.  The actual tax bases for each of the district councils will not be confirmed until January 2008.

16. In the last few years’ income from Collection Fund
 surpluses has been significantly higher than the budgeted assumption of £1.25m.  Early indications from the Oxfordshire district councils on the position for 2008/09 are expected by the end of August.  As with the tax base, figures will not be confirmed until January 2008. 

Planned Expenditure

17. The table at paragraph 5 of the report sets out the planned expenditure for the Directorate and Strategic Measures budgets.  This is based on the budget for 2007/08 plus allowances for inflation and the effect of previously agreed budget changes.  Additional resources for 2008/09 included in the proposed allocation for each Directorate and Strategic Measures total £6.2m.  The assumptions behind these additional amounts are detailed in Annex 2.  Items A and B from the table in paragraph 5 are explained below.

18. As set out in Annex 2, the assumptions in the MTFP are for 2.5% on pay inflation and 2.0% on non-pay inflation.  The Consumer Price Index (CPI), the Government’s measure of inflation was 1.9% in July down from 2.4% in June 2007 and the first time it has been below the target of 2% since April 2006.  To bring inflation back to the Government’s target, the Bank of England has since August 2006 increased the base rate five times from 4.5% to 5.75%.  

19. The Chancellor of the Exchequer in his budget speech in March this year confirmed his commitment to maintain discipline in public sector pay keeping limits for pay increases at the government’s target inflation rate of 2%.    Based on the pay award increases agreed for 2007/08 as set out in Annex 2, the pay inflation provision in the MTFP of 2.5% for 2008/09 should be sufficient.  With inflation back within the Government’s target, the 2.0% non-pay inflation allowance for 2008/09 also seems reasonable.  The inflation position will need to be monitored over the coming months to determine whether the MTFP inflation provision is adequate.

Efficiencies and Savings (Item A)

20. The service and resource planning process for 2007/08 to 2011/12 set out savings targets of £5m in 2008/09 and £4m in both 2009/10 and 2010/11.  Council agreed savings for all years as part of the MTFP in February 2007.  In agreeing the plan the decision was made to not make some of the proposed savings.  As a result the savings now built into the plan are £4.4m in 2008/09 and £3.8m in both 2009/10 and 2010/11.

21. In order to increase the sum available for Council priorities, the Cabinet and CCMT have agreed to increase the savings target by £1m in 2009/10 and 2010/11 and have agreed a target of £5m in 2011/12 and 2012/13.  Directorates have been issued with their share of the further savings target for 2009/10 and 2010/11 and the £5m target for 2011/12 based on previously agreed methodology (pro-rata excluding non controllable items).  Targets for 2012/13 will be issued next year once the Shared Services budget has been agreed so that accurate pro-rata savings targets can be made.

22. In his pre-budget speech in December 2006, the Chancellor announced a higher Annual Efficiency Savings (AES)
 target of 3% from 2007/08.  We will not know until the publication of the CSR whether our central government grant will be adjusted for this or whether, as now, these savings can be reinvested by the authority.  A 3% target for Oxfordshire is approximately £10m.  In the 2007/08 budget, savings classed as efficiencies totalled £10.1m and it is expected that the target will also be achieved in future years through services meeting their pressures by corresponding savings.

Sum Available for Council Priorities (Item B)

23. The sum available for Council priorities falls into two categories, ongoing funding of £5.9m and one-off funding of £0.6m.  On-going funding is determined by the total funding available of £869.2m, less planned expenditure of £867.1m and planned savings of £4.4m.  This is a balancing figure and will change if either the total funding changes or items within the planned expenditure change.  As set out in earlier paragraphs, actual funding available to the Council will not be confirmed until January 2008.

24. In agreeing the MTFP, £0.6m of one-off funding is built into 2008/09.  This will be available on an on-going basis in 2009/10, when the sum available is quite tight.

25. As set out in the financial strategy, the sum available will be used to meet unavoidable spending pressures and the Cabinet’s priorities. 

26. The outturn position for Directorates in 2006/07 was an underspend of £3.7m
.  The Financial Monitoring report elsewhere on the agenda shows that the current forecast based on the position to the end of July for 2007/08 is a potential overspend of £1.7m.  This mostly relates to Early Years and Family Support.  However, at this stage in the year the position is likely to change.  There may be some issues emerging in 2007/08 which will have implications for the 2008/09 budget and this will be monitored carefully as the position becomes clearer in the next few months.  Directorates, as part of the service and resource planning process (detailed in paragraph 33 below), are currently drafting business plans which will set out their planned levels of service to be delivered in 2008/09 and the medium term, and will identify pressures and proposed savings to meet them.

Balances and Reserves

Balances

27. Balances at 1 April 2007 were £22.537m.  Included in this figure is £3.709m relating to the LABGI scheme and the PSA Performance Reward grant.  Both grants will be spent in 2007/08 (as set out in paragraph’s 11 and 12 above) but due to timing were added to balances in 2006/07.  After taking into account these two items balances available at 1 April 2007 were £18.828m.  The estimated position on balances at 1 April 2007 as set out in the Head of Finance & Procurement’s commentary on the budget to Council in February 2007 was £13.601m.  The actual position was £5.227m more than estimated, mostly explained by surpluses on the Insurance Reserve and surpluses on the strategic measures budget.
28. The MTFP provides for £2m use of balances each year for extraordinary costs.  There are a number of potential calls on balances.  The outcome of the dispute on Unaccompanied Asylum Seekers and the matching of past claims to Home Office records could result in Oxfordshire not receiving £1.5m in grant funding.  If this is the case, it will need to be met from balances.  In addition, there are a number overspends brought forward from 2006/07, which may not be able to be recovered in 2007/08.  In exceptional circumstances, these may need to be met from balances and could total around £0.5m.

29. The full financial impact on the Council of the recent floods is still being determined.  Current estimates excluding the amounts recoverable from our external insurers is around £2.0m.  £0.112m has been received from the Department for Children, Schools and Families (DCSF) leaving a net cost to the Council of £1.9m.  If the threshold of £1.3m of relevant costs is reached, the authority can make a claim against the Government’s Bellwin scheme, which provides financial assistance for local disasters.  However, not all costs are claimable including any costs of a capital nature.  In relation to capital costs, the Department for Transport expect the Council to meet any costs incurred up to 15% of the structural maintenance capital allocation for 2007/08, equating to £2.178m.  In the first instance at least some of the costs incurred will need to be met from balances.  At this stage it would be prudent to assume that £2m will be required from balances relating to the floods in 2007/08.  

30. In addition to the £2m use of balances in the MTFP, a further £4m may be required as detailed above.  As set out in the Financial Monitoring Report elsewhere on the agenda, additions to balances of £2.5m are expected in 2007/08 from the Strategic Measures budget as a result of additional interest.

31. Based on the actual position at 1 April 2007 and new assumptions on possible use of and additions to balances in 2007/08, a revised forecast over the medium term is set out in the table below.  The position on balances will need to be reviewed as the year progresses, in conjunction with the updated risk assessment to determine whether there is a surplus in balances going forward.

	
	2007/08

£m
	2008/09

£m
	2009/10

£m
	2010/11

£m
	2011/12

£m
	2012/13

£m

	Estimated Balances at Start of Year
	19.2

	15.3
	13.7
	13.7
	13.7
	14.0

	Budgeted Change in Balances*
	-0.4
	0.3
	2.0
	2.0
	2.3
	Not yet determined

	Total Balances at Start of Year
	18.8
	15.6
	15.7
	15.7
	16.0
	14.0

	Estimated Use of Balances
	-6.0
	-2.0
	-2.0
	-2.0
	-2.0
	-2.0

	Estimated Addition to/Repayment of Balances
	2.5
	0.1

	
	
	
	

	Estimated Balances at end of year
	15.3
	13.7
	13.7
	13.7
	14.0
	12.0


* as set out in the MTFP

Reserves

32. The Council’s insurance policies arranged with external insurers will be re-tendered in July 2008.  It is possible that there will be an impact of the recent floods on the premiums.  If premiums increase this will need to be met either from within the directorates own budgets, or the sum available. 
33. The MTFP includes £2.1m from 2008/09 on an on-going basis to fund the estimated cost arising from the New-Look Local Government Pension Scheme (LGPS) from 1 April 2008 and revised projections on mortality rates to reflect increases in longevity.  In addition, there will be £2.25m in a pensions reserve at 31 March 2008.  The final costs to be applied will only be confirmed following the pension fund triennial revaluation which will take place towards the end of the year.  However, work is being undertaken now with the actuary and an early estimate should be available for the next report.
Service and Resource Planning Process 2008/09

34. The Sustainable Community Strategy will provide a long-term context for the County Council’s medium term service and resource planning.  The emerging themes are:
· World Class Economy
· Thriving Communities - e.g. place shaping, community safety and protecting the vulnerable
· Climate Change
· Better Public Services - e.g. joining up with other agencies and the internal change agenda
35. The framework for the service and resource planning process last year was designed to achieve an integrated approach to service and resource planning.  The achievement of this was recognised by the Audit Commission in our Comprehensive Performance Assessment (CPA) score, increasing our Use of Resources assessment to 3 (up from 2 in the previous year).  This year the process remains the same but is refined in some areas to build on and improve the information.  Specifically, areas which are being developed in business plans this year are:
· long term context

· increased focus on capital expenditure (and the revenue implications thereof)

· development of unit cost information in relation to outputs

· more structured approach to benchmarking

· improved alignment with the risk management process

· enhancing the balanced scorecard

36. Draft business plans at service manager level will be completed by the end of September in order that financial issues and priorities, both revenue and capital are considered as part of the planning and budget setting process.

37. Directorates are currently examining pressures for the medium term and how these might be addressed.  These will be discussed with their Cabinet Members and the Cabinet Member for Finance during September and will provide an initial view of the issues to be considered in agreeing the budget for 2008/09 and the MTFP.

38. A proposed timetable for the 2008/09 service and resource planning process is attached at Annex 4.

Beyond 2008/09

39. In the March 2007 budget, the Chancellor announced a further annual increase in landfill tax charges of £5 per tonne effective from April 2008, on top of previously announced annual increases of £3 per tonne.  Based on current budgeted landfill volumes of 202,200 tonnes, an additional £5 per tonne will cost £1.0m per year each year.  

40. The demographic changes for adults over the medium and long term are significant, in particular the increase in the 'very elderly' population.  This has implications for their housing, health and care needs.  The Cabinet at its meeting on 17 July 2007 agreed the Extra Care Housing Strategy for Older People, which aims to support older people to maintain their health and independence by promoting and supporting various models of new or re-modelled sheltered housing provision which will offer care, support and well-being services.  The strategy is estimated to provide cheaper accommodation than residential care placements.  However, the provision of suitable land and capital resources is the major challenge in delivering this strategy.  This information is being worked on to feed into the plan.
Capital Programme

41. The report proposes an alignment of the capital programme to a five-year planning timetable to mirror the MTFP.
42. The current position in relation to the capital programme financing is that the Council has included capital allocations for Schools up to 2007/08, capital allocation for Transport up to 2010/11 and capital allocations for Personal Social Services and Fire Service up to 2007/08. The Council has also assumed capital allocations for Personal Social Services for 2008/09 and 2009/10 and the Fire Service for 2008/09 after which time the Fire Service capital allocation is expected to be removed.
43. The position going forward is as follows:  

Schools

44. Following the CSR, the Council expects to receive capital allocations for 2008/09 to 2010/11.  At this point in time it is proposed that for planning purposes the 2010/11 capital allocation figure is assumed as the likely allocation for 2011/12 and 2012/13.  The Children, Young People & Families Directorate should use these allocations as the guideline figures for developing a capital programme for five years going forward from 2008/09.

Transport

45. The Transport capital allocation covers two main areas, Integrated Transport Strategy and Maintenance.  We are in the second year of a five year Local Transport Plan.  To date allocations have been agreed for 2007/08. As part of the 2007/08 capital settlement, we also received indicative figures for Integrated Transport Strategies for 2008/09 to 2010/11.

46. In relation to Maintenance it is anticipated that we will receive a three-year settlement for 2008/09 to 2010/11 following the CSR.  Amendments may also be made to the previously announced Integrated Transport Strategy figures.

47. From 2011/12 we will enter the third Local Transport Plan period covering a further five years and for planning purposes we will assume that capital allocation for 2011/12 and 2012/13 will be at a similar level to 2010/11.

48. We will report to Cabinet once the details of the Schools and Transport reviews have been announced, and this will include the impact on the MTFP.

49. One significant issue for the MTFP relates to the funding for the capital settlements in relation to Transport. Currently the MTFP includes an assumption that part of the settlements will be funded by specific grant.  If this funding is changed to borrowing approval there would be additional costs of borrowing falling on the revenue budget.

Funding Debt Changes

50. The Council continues to receive fairly significant borrowing approvals from the Government.  Our “supported” borrowing allocations for 2007/08 total £30.7m and similar levels are anticipated for 2008/09 to 2012/13.  The full year costs of borrowing £30.7m are around £2.75m, all of which is a pressure on the Council’s budget.  The current MTFP up to 2011/12 includes assessments for the Council’s borrowing allocations going forward, and the estimated costs of borrowing are built into the plan.
51. The MTFP shows the Council’s costs of borrowing rising from £33.75m in 2007/08 to £39.888m in 2011/12.  Cabinet may wish to consider whether to take up all the Council’s borrowing allocations given by government as part of the MTFP process.
Current Issues

52. Cabinet approved a project for Learning Disabilities Supported Living in July 2007.  The project is to be funded by prudential borrowing and this will be reflected in the funding for the capital programme in the next capital programme booklet scheduled for Cabinet in October 2007.

53. The Council is awaiting the outcome of a lottery bid for funding towards the costs of providing a new library in Banbury.  There will be issues around meeting the Council’s element of the funding for the library if the scheme is approved.

54. As part of the budget process, the Corporate Asset Management Plan and Capital Strategy are being updated for approval by Council in February 2008.  The Corporate Asset Management Plan will update the outstanding capital needs of the Council and these will need to be considered as part of the Service & Resource Planning process for 2008/09.  It is proposed that the Capital Steering Group be asked to consider the outstanding capital needs and potential funding sources and make recommendations to Cabinet in January 2008.

Strategic Measures
55.  The MTFP includes assumptions on the Strategic Measures budget for 2008/09 to 2011/12 of a bank base rate at 4.75%, long-term borrowing at 4.6% and a Baxter index rate of 5.5% payable on Developer Contributions.

56. It is now appropriate to review these assumptions for the updated MTFP through to 2012/13.  As set out earlier in the report, the base rate has increased in 2007/08, currently standing at 5.75%.  This is higher than was predicted at budget time for 2007/08.  The latest views in the money markets are that interest rates will need to stay at fairly high levels for longer than was anticipated.  It is now our view that the base rate will average 5.5% in 2008/09 and this is used in our strategic measures budget review.  We anticipate that from 2009/10 the base rate will return to the budgeted level of 4.75%, so will not change assumptions made in the current MTFP for 2009/10 and beyond.

57. A complete review of the assumptions in the Strategic Measures budget as outlined above will be undertaken and an updated position will be reported to Cabinet on 20 November 2007.

Risk Assessment

58. The financial strategy states that balances should be maintained at a level commensurate with risk.  A systematic and formalised approach of assessing risk relating to the budget was constructed last year.  This showed that balances in the region of £10m were appropriate to the risks identified in the 2007/08 budget.  Further work will be required as part of the budget setting process to identify risks in the budget proposed for 2008/09.
Financial and Legal Implications

59. 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 first report forms an initial basis for those requirements that will lead to the budget requirement and Council Tax being agreed in February 2008.

RECOMMENDATION

60. The Cabinet is RECOMMENDED to:

(a) note the report;

(b) approve the Service and Resource Planning Process for 2008/09;

(c) ask the Capital Steering Group to consider the outstanding capital needs and potential funding sources and make recommendations to Cabinet in January 2008.
JOANNA SIMONS

Chief Executive

SUE SCANE

Head of Finance & Procurement

Corporate Core

Background papers: 
Nil
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Lorna Baxter, Strategic Financial Planning Manager

Tel: 01865 816087

Mike Petty, Strategic Financial Manager (Capital & Treasury Management)

Tel: 01865 815622

Paul Edwards, Corporate Performance Manager

Tel: 01865 815307

September 2007

� subsequently amended on 19 June 2007


� The number of properties from which Council Tax can be collected


� District Council funds for collecting Council Tax payments of which the County Council gets a share of any surplus or deficit


� Local Authorities are currently required to achieve annual savings equivalent to 2.5% of spend, of which at least half must be cash releasing and the remainder non cash releasing


� Excluding City Schools reorganisation overspend which is planned to be repaid in future years


� Excluding LABGI £0.964m and PSA reward grant £2.745m


� Repayment of balance of temporary supplementary estimate to Adult Learning
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